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Abstract

The development of financial systems together with financial innovations are seen in
daily life which affect both household spending and business operations. However, market
imperfections in the economy can distort household's spending behavior from the desired
equilibrium. Therefore, policymakers are able to intervene to market in order to achieve desired
outcomes. Under such circumstances, the velocity of money becomes an important factor in
monetary policy because the velocity of money is highly associated with household's spending.
The stability in the velocity of money is an important condition for controlling the money
supply in response with economic goals.

The velocity of money can be affected by debt problems, financial innovations, and the
size of the informal economy. Therefore, this research aims to investigate the effects of debt
and the size of the informal economy on the velocity of money when financial innovation
occurs. There are 2 main objectives: 1) to examine the causal relationship between debt factor,
financial innovations, and the velocity of money, and 2) to study the effects of debt on the
velocity of money when financial innovation exists. This study uses quarterly time series data
from the first quarter of 2010 to the first quarter of 2024. The scope of this study includes 4
countries which are the United States, China, India, and Thailand.

The empirical evidences from bivariate analysis indicate that the M1 velocity (V1) is 1(0)
variable in most countries except China, while the M2 velocity (V2) is also I(0) stable variable in

every selected countries. The Financial Development Index (FD) has one-way causal relation
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with M1 velocity in India only, and no such relationships are found in the United States, China
and Thailand. The size of informal economy does not have the causal relationship with both
M1 velocity and M2 velocity (V1 and V2). Moreover, Private Debt (PRD) can cause changes in M1
velocity and M2 velocity in all selected countries; however, the direction of the relationship
differs among countries.

Using Johansen Cointegration Method to test the long-run relationship among socio-
economic variables and the velocity of money. The empirical evidences reveal that there are at
least one set of socio-economic variables which can affect the M1 velocity (V1) in China, India
and Thailand. In contrast, there is zero set of socio-economic variables that has a long-run
relationship with the M1 velocity (V1) in the United States. Moreover, there are at least one set
of socio-economic variables which have a long-run relationship with the M2 velocity (V2) in all
countries.

Estimating both long-run relationship and short-run relationship using multivariate
analysis, the empirical evidences reveal at least one set of socio-economic variables associating
with either M1 velocity rate or M2 velocity. The socio-economic variables in the set may vary
across countries. There is no common pattern of these variables across countries. The change in
private debt (DPRD) do not have a significant effect on the change in M1 velocity (DV1) in China,
India and Thailand, but There is significant effect in the United States. In addition, the changes
in Core Inflation (DINFC) do not have a significant short-run effect on the change in both M1

velocity (DV1) and M2 velocity (DV2) at 95% confidence level in every country. As a result, the
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use of monetary policies in the form of inflation targeting can be ineffective during the study

period.
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