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The objective of this research is to study the relationship between
macroeconomic variables and the money supply in Thailand by using the
Johansen and Juselius method to estimate the equation of the long-run
money supply. An error-correction model is used to test the necessary short-
run adjustment. The study began with a stationary test, co-integration test and
error correction model test respectively. The data consisted of quarterly data
from the first quarter of 1993 to the second quarter of 2005.

The findings indicated that the price level (p) and the foreign exchange
rate between the baht and US dollar (xr) had stationary qualifications at the
level of first difference. While narrow money (m), real income (y), and the
London Interbank Offered Rate (r) had stationary qualifications at the level of
second difference. It also found that the money demand equation had a
long-run equilibrium. Real income had more influence on narrow money
(1.40%), followed by price level and the London Interbank Offered Rate (r)
(1.37 and -0.02) respectively.

With regard to the short-run adjustment of narrow money in the error
correction model, the .results indicated that the macroeconomic variable (real
income) affected the short-run adjustment of narrow money supply. When the
macroeconomic variables changed, narrow money took some time to adjust in
order to achieve a long-run equilibrium at the rate of 0.69% per quarter.

In the long-run, therefore, financial personnel could control the money
supply through the level of real income and the price level. In the short-run,

control must be implemented through the level of real income.





