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0 ABSTRACT O

This study attempts to identify the significant macroeconomic variables that are considered
to generate larger or smaller variation in the velocity of money (VM) in Syria. The VM is one of
the most widely used variables by the monetary authority to estimate the safe limit of monetary
growth and to formulate a careful monetary policy. It is true that the change of velocity of money is
rather a long run occurrence, but it has a central place in monetary policy. It is therefore a matter of
concern for monetary authorities to have reliable information about macroeconomic variables that
have impact on variation of velocity. This study supplies an investigation in order to attain this
goal. It provides chance to examine the nature of the functional relationship between the velocity
and its macroeconomic determinants.

To this end, the study utilized annual time series data set over the period 1990 to 2010.
Econometric techniques include testing the stationary of data by applying (ADF) test and applying
Autoregressive Distributed Lag (ARDL) method of estimation. Moreover, Short run and long run
estimates were found .

The paper confirms a positive and statistically significant relationship between the growth of
per capita income and the velocity of money, which supports the quantity theory of money. The
real exchange rate, rate of population growth and the degree of monetization in economy have
negative relation with velocity of money in short and long run. The banking sector development
variable adopted, Domestic credit to private sector % of GDP, has a positive relationship with the
income velocity of money in the short run, but this relationship becomes negative in the long run.
The inflation rate has a negative relationship with the income velocity of money in the short run,
but this relationship becomes in significant in the long run.

The income velocity of money is appeared to be inversely influenced by population and
inflation rate. One may have an idea that given the limited resources of this region, whenever
population and price level will increase, it reduces income velocity of money having lesser
purchasing power as past, by cutting their expenditure on unnecessary items, keeping standard of
living changed, and also by changing their consumption pattern. Price level of country should be
cause of higher income velocity of money but due to limited resources and income of this region, it
has reverse effects. The results show that the monetary authority cannot obtain additional leverage
by issuing more money without generating high inflationary pressure .

Key words: (velocity of money, income per capita, inflation rate, real exchange rate, The banking
sector development, the degree of monetization, money supply (M2).
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Jushally sualll Ja¥) cBlalaa ab 350

1 2
Cointegrating Form Long Run Coefficients
Variable Coefficient Prob Variable Coefficient Prob

D(V2(-1)) -0.499865 0.0004 RER -0.026786 0.0047

D(V2(-2)) 0.095356 0.0029 RCPI 18.069387 0.0633

D(RER) -0.019691 0.0001 PG -31.047461 0.0271

D(RCPI) 17.817155 0.0004 FD -0.678720 0.0295

D(PG) -14.938849 0.0003 DM -2.107398 0.0031

D(FD) 0.232863 0.0067 IR 0.084617 0.6708
D(DM) -2.212390 0.0001
D(IR) -0.057350 0.0551
C 4.156244 0.0001
CointEq(-1) -0.984250 0.0001
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Critical Value Bounds
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Statistic ~ Value k 10
Significance Bound 11 Bound

F-statistic  49.49967 6
10% 2.33 3.25
5% 2.63 3.62
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1% 3.27 4.39
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Breusch-Godfrey Serial Correlation LM Test:

F-statistic 0.000834 Prob. F(1,1) 0.9816
Obs*R-squared  0.014998  Prob. Chi-Square(1) 0-9025
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