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Abstract

There are four main sections in this research report.
The first section des@ribes the original theories of démand for
money namely the Quantity Theory of Money and the Keynesian Liquidity
Preference Theory. The determinant of demand for money in the former
theory is income, while in the latter, interest rate is the main
determinant and the factor transmitting ~ffects of money supply changes
to the real sector. In the quantity theory, on the other hand, the

effect on the real sector of changes in money supply is direct,

The second part deals with theories which have developed
from the above mentioned ones. Friedman's Neo-Quantity theory
postulates permanent income, inflation rate and rate of return on holding
other financial assets as factors influencing level of demand for
money. In view of such demand function and the imperfect knowledge of
the economy concerning lag, he proposed a gradual chenge in money
supply to accommodate economic growth, rather than use it as anti-
cyclical instrument., Economists who reconsidered [iquidity Preference
but viewed it differsntly Than Keynes are Tobin and Baumol who introduced
risk and several rates of interest in the liquidity preference function
and interest rate as another factor influencing level of transaction
demand. Apart from recent theories of demand for money, this section
also present empirical finding in western nations of demand for money

function liquidity trap, as well as the time path for monetory "'shock"
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of inflation. The Third and Fourth sections deal with results of
studies in developing countries and in Thailand respectively,
Although most studies indicate the relationship between money
demand and interest rate in the right direction, the statistical
significance is not as strong as its relationship with income.

In the Macro-economic model as developed by the Bank of Thailand,
the link between the financial sector and the real sector is in
accordance with the portfolio adjustment model. The last section
is the summary, conclusions, comments and recommondations for

iwprovement for further studies.
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