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The puipose  this thesis is to study the impact of financial liberalization and financial innovation on
domestic interest rate . The penods of this study is separated into two periods : 1) before the financial
liberalization between 1985 to 1990 and 2) after the financial liberalization between 1991 to 1995. Dataiused are
monthly tune series data. The estimations techniques is cointegiation analysis and error correction model.

The results of the coinlegration test is that in long term, if foreign interest rate is increase by 1
percent, te e wiD be the increase m domestic interest rate by e amount of 0.62 and 0.76 percent before and
after financial liberalization respectively. The financial innovations are measured by the ratio M2 to MI and the
number of Automated Teller Machme(ATM).  Before financial liberalization, the estimated coefficient on
financial innovation variables are insignificant, After financial liberalization, if the financial innovation maease
by Lpercent, tee will be the decrease in domestic interest rate by the amount of 87.35 and 60.12 percent
respectively.

The results of the Enor Correction (EC) model, for short term adjustment of interest rate are that, if
foreign interest rate 1s increase by 1 percent, there will be the increase in domestic interest rate by the amount
of 024 and 029 percent before and after financial liberalization respectively. The financial innovation variable,
it is found that before financial liberalization, the estimated coefficient on financial innovation variables are
insignificant, After financial liberalization, if the financial innovation is increase by 1 percent, there will be the
decrease in domestic interest rate by the amount of 28.74 and 6.68 percent respectively. The EC term was found
to be negative and significant, the estimated value of 0il and 0.25 implies that approximately the month of the
previous discrepancy between the actual and tong - term domestic interest rate in each month.

In conclusion, after financial liberalization both the foreign interest rate and financial innovation have
more influences on the domestic interest rate in long term . In addition, in short term, adjustments of domestic
interest rate is more quicks to long term equilibrium after that liberalization .
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