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ABSTRACT

This research aims to study the relationship between money supply on Economic Growth Rate
of Thailand by using secondary data in form of time series data annually since 1997 to 2013 totally 17
years to be analyzed the effects of independent variables and dependent variables.

The researcher had divided the study into 4 parts by starting from testing the stationary
properties of time series data (Unit Root) by using Augmented Dick Fuller to test if the information of
money supply in wide meaning, national income, balance on current account, private credit, consumer
price index, exchange rate, policy interest rate, current account of the branches of commercial banks in
Thailand, the total credit of the branches of commercial banks in Thailand, as well as Economic
Growth Rate of Thailand were stationary or not. Then, testing in the second part, that is, the test of
long-term equilibrium relationship (Cointegration) in order to test the relationship between the
variables if they have long-termed relationship or not. Then, testing in the third part with the method
of short-term equilibrium relationship (Error Correction Model: ECM) in order to determine if the
variables will be adapted to the original equilibrium or distance from the original equilibrium. And
testing in the fourth part with Granger Causality Test to determine if any variable is a cause of change
in another variable.

From the test results of stationary properties (Unit root), it can be found that the information of
the variables, money supply in wide meaning, national income, balance on current account, private

credit, consumer price index, exchange rate, olicy interest rate, current account of the branches of
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commercial Banks in Thailand, as well as the total credit of the branches of commercial banks in
Thailand were stationary at the level of | (2).

From the test results of long-termed equilibrium relationship (cointegration) as the methods of
Engle and Granger by estimating the value of regression equation by using ordinary least squares (OLS)
and testing the value of residual from estimated equations that are stationary, it can be described that
test of long-term equilibrium relationship (Cointegration test) by using residual to conduct unit root
test by Augmented Dickey-Fuller (ADF) that the value of Order of Integration was equal to 0 or 1(0) at
the level without Trend and Intercept at the lag O, it can be found that the statistics values of ADF of
(M2 (resid01), InGPP (resid01) and InGDP (resid01) were equal to -3.821321, -5.383433 and -2.645522,
respectively, which were greater than the critical value at the significance level of 0.05. Thus, we can
reject the null hypothesis and conclude that the data was stationary.

Therefore, it can be described that all independent variables and dependent variables have
long-termed equilibrium relationship or have the characters of cointegration.

From the analysis results of short-term equilibrium relationship (Error-Correction Model: ECM),
the relationship between the variables, money supply in the wide meaning which are independent
variables and economic growth rate of Thailand which was dependent variable, can be found that an
increase or decrease of the money supply in the wide meaning of short term will contribute to the
change of the economic growth rate of Thailand accordingly.

From the test results of granger causality model, the assumption of money supply in wide
meaning (M2) was not a cause of Economic Growth of Thailand. And from the hypothesis testing,
Economic Growth Rate of Thailand (GPP) was not a cause of money supply in wide meaning (M2). As a
result, it can be concluded that independent variables and dependent variables have relationships in
two directions.

The analysis results of this relationship could be found that money supply in the wide meaning
has relationship with economic variables, namely, private credit, consumer price index and the total
credit of the branches of commercial banks in Thailand. Also, it could be found that an increase or
decrease of money supply in the wide meaning in short term will contribute to the change of the
economic growth rate of Thailand as well. This finding will be beneficial as primary database for
studying economic development and determining monetary policy to be in accordance with money

supply which affects economic growth of Thailand.

Keyword: Effect, Money Supply, Economic Growth
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