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ABSTRACT

The objectives of this study are to investigate the error correction process from the
short run adjustment to their long run equilibrium and to test the stability of demand for money in
Thailand, Indonesia, Malaysia, Philippines and Korea during Asian financial crisis.
By using the cointegration and error correction techniques introduced by Johansen and Juselius
(1990). Furthermore, the CUSUM and the CUSUM of squares tests to measure the stability of
parameters of the model for both short run and long run are also applied. This study employs the
monthly data from January, 1981 to November, 2001.

The study shows that both narrow money and broad money demand functions for all
five countries are cointegrated with income, consumer price index and exchange rate. In other
words, they have long run relationship. This study also indicates that they have short run

adjustment to their long num equilibrivm as well.



However, the empirical results of narrow money demand function suggest that for
Indonesia, income causes demand for money. In Malaysia case, only consumer price index causes
demand for money significantly. In addition, by examining broad money demand function,
the empirical evidences reveal that only consumer price index is statistically significant for
demand for money in Philippines.

Consequently, the CUSUM statistics and the CUSUM of squares statistics that
measure the stability of parameters of the model overtime indicate that the variables for Thailand,

Indonesia, Malaysia, Philippines, and Korea are unstable,



