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The objectives of this study are to study the factors affecting velocity of money in
Thailand; both the velocity of money in its narrow sense, meaning (V1), and in its broader sense
(V2), by drawing on quarterly data from the first quarter of 1997 through to the third quarter of
2009. Econometric models were estimated by applying Johansen and Juselius’s co-integration
analysis and an error correction model (ECM) anﬁlysis, in combination with the use of impulse
response function analysis (IRF).

The results indicate that the velocity of narrow money (V1) depends on the number of
branches of commercial banks and deposit-taking institutions, on financial innovation, the
existence of ‘near-money’, debenture rates, the inflation rate and time-deposit rates. The velocity
of broad money (V2) depends on financial innovation, the numbe:r of branches of commercial
banks and deposit-taking institutions, debenture rates, time-deposit rates, the inflation rate and the
existence of ‘near-money’. The two models reveal a long-term equilibrium relationship. For the
study of adjustments in the short term, it was found that the speed of adjustment coefficient of the
variables adjusted in the range 0 to -2 and was thus significant.

An analysis of the impulse response of the velocity of money to certain variables, found
that the velocity of money responds to financial innovation, the existence of ‘near-money’,
debenture rates and the inflation rate, in the same direction, and to the number of branches of
commercial banks and deposit-taking institutions, as well as the time-deposit rates, in an opposing

direction.





