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The objective of this study was to examine the relationship between Money Supply
Growth and the inflation rate of Thailand, which were the variables used in this research. The
research was conducted by using Liquid liabilities: M3 as Money Supply Growth and Core
Consumer Price Index as the inflation rate. The secondary monthly data comprised the Liquid
liabilities collected during 1998-2006, and the Engle and Granger Cointegration Test, Frror
Correction Mechanism and Granger Causality Test were applied to analyze that data.

Analysis based on the unit root test in Money Supply Growth and the inflation rate,
found that both variables were stationary and characterized as I(1), with a statistically significant
level at 0.01. Findings according to the Engle and Granger Cointegration Test and Frror
Correction Mechanism, showed that Money Supply Growth and the inflation rate had a
relationship in the short-term together with a bidirectional equilibrium relationship in long-term,
with a statistically significant level at 0.10. Moreover, results of the Granger Causality test
showed that Money Supply Growth and the inflation rate had a bidirectional relationship, which
means that Money Supply Growth can affect the inflation rate, while the inflation rate can also

affect Money Supply Growth.





