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The objectives of this study are to observe the behavior of velocities before and after the
economic crisis in 1997 and to study factors affecting velocity of money in Thailand during the period
1990:1-1998:7 by means of cointegration and error correction model. These methods are more efficient
than OLS method when series are nonstationary. ~ addition, this study takes loan and an interest rate
as the own rate of return on M2 M2A and M3 into account.

The finding from the unit root test reveals that V1, V2, V2A and V3 are nonstationary. These
results imply that the effects of shocks on changes in V1, V2, V2A and V3 are permanent. The results
from cointegration test show that V1, V2, V2A and V3 are cointegrated with real income, number of bank
branches, opportunity cost variables such as an interest rate in the case of V1, an interest rate
differential in the case of V2 and a rate of return on equity in the case of V2A and V3 and the own rate
of return on money such as an interest rate in the case of V2A and V3. VI, V2, V2A and V3 are
negatively related to real income and number of bank branches while positively related to loan and an
opportunity cost variables. Additionally, V2A and V3 are inversely related to the interest rate.

According to the results, we can apply these results to monetary policy. First, when shock
occurs, this shock will permanently affect all types of velocity to change. According to the quantity
theory, a compensatory change in the money stock to offset effect of change in velocity on GDP is
necessary. Second, because effect of change in the interest rate on V2A or V3 inversely differs from
effect of change in the interest rate on V1 so the effect of change in each type of velocity on GDP is
different. If one goal of monetary policy is to stabilize GDP, policymakers must incorporate the effect of
monetary policy on behavior of all definitions of velocity into their decision.
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