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Within the scope of monetary policy, the target regarding money supply
is very important for the success of the economy. The flow of money is crucial
in analyzing the country’s monetary policy. The aim of this research was to
analyze the behavior of velocities in the economic system before and after the
economic crisis and to study factors affecting the velocity of money in Thailand
during the period January 1982-December 2001 by means of the Ordinary Least
Square Method to analyze the behavior of velocities and the cusum of square
test to analyze stability of such velocities.

The findings regarding the the behavior of narrow velocity of money (V1),
to determine income, branches of commercial banks and financial innovation
show a positive correlation with the narrow velocity of money, while the credit

of commercial banks and interest rate exhibit a negative correlation with the
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narrow velocity of money. Regarding the behavior of the broad velocity of
money (V2), to determine income, branches of commercial bank and repurchase
14-day interest rate show a positive correlation with the broad velocity of
money, while the credit of commercial bank and financial innovation exhibit a
negative correlation with the broad velocity of money. In addition, a broad
velocity of money was a better indicator of stability than a narrow velocity of
money, and the broad velocity of money created more stability than a narrow
velocity of money.

These results can be applied to monetary policy under the quantity theory,
a compensation change in money stock is necessary to offset the effect to a
change in velocities on GDP. Policymakers must incorporate the notion of
velocity to control the money supply in order to ensure that it is sufficient to

meet demand, in order to avoid an economic crisis such as 1997.
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