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ABSTRACT

Inflation becomes the most important problem nowadays. Its
effect influences the econoumy, the Politic and the society both in
Thailand, The causes of the inflation in Thailand usually take place
from the demand=-pull inflation, the cost-push inflation and the menetary,
‘etc. The monetary that stresses the expansion of money supply will
usually cause the inflation, and the inflation of money supply expansion
" in Thailand has been caused by the need to increase the growth rate,

At present, Thailand, however, is suffering from low national income,
which result in low savings, This hinders the local investment, which
help to stimulate the growth. The goverment, therefore, Has to take part
in stimulating the growth by providing social and economical plannings
which cover different fields. Thus, the government needs much financial
money to expend in every year, and its revenue abtained from taxes
cannot be adjusted to the increment of government expanditures. So the
government budget must have deficit budget in very year, this deficit
financed by borrowing from the central bank and the commercial banks

would cause the expansion of money supply.



/

The expansion of money supply may affect to price level.
The objective of study is to test two-way causarity relation between
money supply and price level in Thailand, Thus, the hypothesis of this
study is the government deficits which are financed by the central bank.
This fiancing method, that is the creation of money, may be a factor
that cause the inflation, So as to test the Hypothesis, this study would
use monetary model relating to two-way causarity relation between money
supply and price level. The model consists of five equations. The first
one shows price level which is stipulated by money supply. The second
one demonstrates government expenditures which are placed by price level.
The third one performs government revenue which is placed by national
incomes., The fourth one is the identity equation of money supply.

The fifth one is the definition equation of expected rate of inflation.

From the study in 1972-1979, it was shown that the government
was the most important factor which increased money supply, because
the government was unable to enact adeguate tax programs OF administer
them effectively to gain the required revenue, and its expenditures rosc
faster than its revenue as the inflation rate rose. So the government
budget has suffered from deficits in every year, and these deficits
financed by the central bank and the commercial banks will increase

money supply,” and the expansion of money supply will effect price level.

The result of empirical study shows that government expenditures
would adjust faster than its revenue, so the fiscal deficit financed by
the centxal bank will increase. The financing of this inflation—induced

deficit would then increase the money supply and generate furher inflation,



This inflation would cause the further increasing of the government
deficits, and the process would be repeated, Thus, we could conclude
that the government deficits might effect the inflation according to

the hypothesis. However, the test of simulation denoted that price
level was not stipulated by only money supply, but would be relied upon
by other factors such as the oil price and climate, etc. This study also
implias that though the government will try to keep and reduce the rate
of inflation, yet at the same time it may become a factor which creates

inflation or its country development may create inflation.
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