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The leading indicator is necessary for the monetary policy in order to attain the monetary
targets because the monetary transmission mechanism has time lag. At present, the monetary policy of
Thailand are under the inflation targeting framework and the repurchase rate is used as the key policy
rate, so the objectives of this research are to study the relationship between the Taylor rate and the key
policy rate and to study the causality test and the long run equilibrium relationship between the key
policy rate and the Taylor rate. The ke& policy rate of this research was mcasured by the 14 days
repurchase rate. The Taylor rate was computed by the Taylor rule, which employed the deviation of
inflation from its target and the output gap. The monthly time series data from July 2000 to June 2005
were used. The descriptive analysis studied lhe'key policy rate trend in the past and compared its rate
with the Taylor rate. For Causality test, the Granger causality test was used, while the long run

cquilibrium relationship was tested by the Cointegration.

The results of this research revealed that the trend of the Taylor rate was the same direction of
the key policy rate trend because both were determined by the important factors: inflation and output.
However, the key policy rate was based on inflation and output, which was different from the Taylor
rate which was based on the deviation of inflation from its target and the output gap. For the
guantitative analysis, the time series data of the Taylor rate and the key policy rate were stationary.
The Granger causality test result found that the Taylor rate could indicate the key policy rate trend and
the business cycle of the Taylor rate covered sixtcen months. The Cointegration result found that the
Taylor rate had long run equilibrium relationship with the key policy rate. Therefore, this research

suggested that the Taylor rate might be a good leading indicator for the monetary policy.





