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ABSTRACT

This study aims to explore the relationship between the demand for money and
the determined factor in short-run and long-run in Thailand, to test the short-run
adjustment to long-run equilibrium and to test the stability of the demand for money
function by employs the monthly data from January 1987 {0 December 2002.

The study found that the model with time trend shows more statisfactory results
compare to the model without time trend. It is also found that money demand function
showed the significant relationship with index of industrial production a proxy of income,
and consumer price index a proxy of opportunity cost of helding money in the long-run.
In addition, the money demand function is more sensitive with inflation than income.

Moreover, the empirical evidence alsc indicates that the index of industrial
production and exchange rate affect the adjustment process of the money demand
function in adjusting from its short-run to its fong-run equilibrium with the speed of

adjustment is 6.44%



Nevertheless, changing the exchange rate system from fixed to managed float
regime by using dummy variable, the results show that its has no effect to the money
demand functions in Thailand.

Furthermore, the CUSUMS statistics that measures the stability of money |

demand function indicates that the money demand function in Thailand is unstable.



