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Abstract:

The main roles of monetary authority are to safeguard the level
of money supply in the economy that spurs economic growth
and ensures price stability in the economy.

Economic theory and practice demonstrates that velocity of
money is a key element in understanding the nature of money
demand in the economy. Velocity of money is critical in
construction and application of monetary policies in the
economy.

In Syria, the low level of velocity of money during crisis that was
head to toe devastating -2010-2014 data taken- is
fundamentally affected by institutional and structural changes
such as robust terrorism, instability of exchange rates, others.

To this end, there was needed to investigate structural and
institutional factors affecting velocity of money in Syria.

This study is guided by a main objective of, to assess the
determinants of velocity of money giving particular emphasis to
terrorism effect.

The investigation was guided by Time series data from CBS
The findings revealed that terrorism index, was an important
negative influence on income velocity. nominal GDP had a
positive effect on income velocity.
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“Money Has a
Namely, Velocity”
Introduction:
While the money supply in the United
States of America grew by 33% along
with the output growth by 2% in the
period 2008-2013, the inflation rate should
have been 31%, though instead it was 2%
more or less, what is inferred?

Here raises the issue of velocity of money
concept, one the most vague indicators in
economy, used by economists to measure
the power of Economy, and it is defined as
“the relation between cash flow to the
money stock during a specific period of
time”, as it was defined by Fisher “the
number of times in which the average unit
of money in all transactions passes from
hand to hand during a specific period of
time”, This means that the velocity of
money is a connecting factor between cash
flow and quantity, as well as between the
volume of money in one hand and the flow
of goods and services on the other hand
through the process of setting prices in the
market.

Velocity of money reflects the craving of
individuals to keep the amount of money
to meet their needs in goods and services
and also their needs to meet their
emergencies. Though money velocity is
not constant over time as assumed by
traditional formula in the quantity theory
of money, nor is it a stable function for
permanent income as the hypothesis of

Second Dimension,

2 (F.Burns, congress testimoney )
®, (T.Selden, 1956)
*.(W.Angell.Money, 1933)
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Friedman or rely heavily on one specific
determinant as assumed by the
hypothetical Keynesians, but velocity is an
increasing function of interest rates, which
makes it difficult to meticulously measure
its behavior in the long run.

For the misfortune of the monetary
authorities, they are not phased out from
the entire world, had we known the M2 in
US is around 1000 million dollars in the
commence of 1990, the misjudgment of
the monetary authorities for velocity by no
more than 0.1% would have meant 100
billion dollar change in the output, which
would represent the gap between the
economic flourish or recession, Thus, the
relationship between changes in the
money supply and changes the induced
spending changes lead us to the velocity of
money with which has been spent “speed
of circulation” which is one of the first
tasks of the monetary authorities to learn,
as the monetary authorities do not resort to
change the money supply for the change
itself, but to achieve the ultimate goal of
total size required to spend to achieve to
reach a high level of employ and price
stability.

It was one of the objectives of monetary
policy to achieve stable growth in nominal
income, and inevitable for the decision-
makers of the embodiment of velocity
within their own decisions, as they
changed a number of ways, which
complicates the work of the monetary
authorities.

the Economic status in Syria post-crisis:
Syria is going through a different phase
from the preceding ones, the difference
lies in the global conditions that have an
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impact on all the countries of the world, a
crisis erupted in the social, political and
economic hard since 2011, As economists
say the economy is the lifeblood, this
nerve was severely affected by the
ongoing conflict in Syria, When the war
taking place in Syria, the economy
returned back decades, Syria has
witnessed a phase of stable growth in the
period between 2006 and 2010, on an
average of 5%, Then Syria came under
sanctions and significant economic
blockade, and Syrian currency has seen a
depreciation against the US dollar, and an
increase in the prices of goods and
services prices, with a loss of some, in
addition to unemployment upward trend as
per the halt of many businesses, the
budget, and It doubled the pressure on the
social security network, and increased the
burden of subsidy.

And the most seriousness has been
continued central bank financing of
government spending with the growing
need for public spending and lack of
revenue for financing almost stopped
exports as foreign exchange sources
retreated, has been confined to the role of
the central bank to intervene in foreign
exchange in order to maintain the pound
from the collapse, which depleted reserves
in the country.

The stages of Syrian _economy during
the crisis:

Stage (1): 2011-2012, economic activities
shock, reduction in growth, and the matter

>(http://www.worldbank.org/en/country/syria)
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seems more complicated in the frame of
the absence of the finance options that are
limited to deficit finance through
borrowing from the central bank, herein,
the Syrian economy has lost 664 billion
Syrian pounds in the gross domestic
product, in constant prices, and this
equates 45.7% of the gross domestic
product set in 2010, and as for the gross
domestic product in current prices it has
been estimated that the losses are 24.1
billion dollar.

Stage (2): the year 2013,

This year the Syrian economy started a
stage of shock absorption, seeking partial
advancement, and move to the conflict
economy, to ensure the basic required
materials like fuel and food, and here
commenced the economic activity cycle
upward, and as for the government
revenues, they dropped quite dramatically,
and the financial transfers have declined
sharply, of which the Syrian workers
offshore that amounted approximately 1.5
billion dollars in 2011, and the running of
capitalsand  the  Syrian  economy
contraction by Syrian businessmen and
women who fled, The flight of capital is
considered to be one of the worst
economic repercussions of the war, and
the Syrian economy contracted from 30%
to 40% in the year 2012

Stage (3): the year 2014,

Clearly marked advancement at all levels,
of which the export, however no more
than 30% of pre-crisis levels, and

°(http://www.heritage.org/index, 2013)
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international monetary fund has estimated
the GDP contraction for Syria by more
than 40% since the crisis commence and
up to this stage, and the unemployment
rates reach 50%.

Stage (4): the year 2015,

Some productive sectors started to
recover, and the effects of the crisis
showed clear evidence on the Syrian
pound and the exchange rate, when the
dollar has witnessed a clear appreciation
against the local currency, which
amounted to 20 billion dollar in the year
2010.

And as Syria is a dynamic country with its
economical, social and political status, it is
flexible to all variable-changing, Hence
must be reduced to economic
development, which represents the current
demand in the Syrian economy into a
single indicator, and it is the economic
development through increase the real
national income, and raise living
standards, and money supply control to
curb inflation.

The terminology of the velocity of
money:

Refers to how fast money passes from one
holder to the next, which is the frequency
at which the average unit of currency is
used to purchase newly domestically-
produced goods and services within a
given time period.

Alternatively it can refer to the
transactions velocity of money, which is
the frequency with which the average unit
of currency is used in any kind of

19 (st.Louis, 2013)
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transaction in which it = changes s 01,55 AST muas 31,8 o o @) cdlelazll ole
possession—not only the purchase of asell LT Y] Al 3532l olhss Aoy of Goladl olazed
newly produced goods and services, but 11
also the purchase of financial assets and

other items, If the velocity of money is

increasing, then transactions are occurring

between individuals more frequently,

Although once thought to be constant, it is

now understood that the velocity of money

changes over time and is influenced by a

variety of factors.

Bue Jalgay 3,5l 29 (3l e Baaie dad

money held is
the demand for
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money spent is the
velocity of money
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financial assets is high, people will not
want to hold much money relative to the
guantity of their transactions—they try to
exchange it fast for goods or other
financial assets, and money is said to
"burn a hole in their pocket" and velocity
Is high. This situation is precisely one of
money demand being low. Conversely,
with a low opportunity cost velocity is
low and money demand is high. In
money market equilibrium, some
economic variables (interest rates,
income, or the price level) have adjusted
to equate money demand and money

supply.
Theories of Demand for Money:

1- quantity theory of money:

Velocity of money is considered to be
constant in the quantity theory of
money.

The quantity theory of money in its
classic form, has gained the light before
the Keynes Economics in the thirties of
this century, Other things remaining
unchanged, as the quantity of money in
circulation increases, the price level also
increases in direct proportion and the
value of money decreases and vice
versa.” If the quantity of money is
doubled, the price level will also double
and the value of money will be one half.
Fisher, who was credited for this theory,
has an equation representing the whole
theory:

PT=MV+ M’ V’

Where P = price level.

M = the total quantity of legal tender
money;
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T = the total amount of goods and
services exchanged for money or
transactions performed by money.

V = the velocity of circulation of M;

M’ — the total quantity of credit money;
V’ = the velocity of circulation of M;
According to Fisher, PT is SPQ. In other
words, price level (P) multiplied by
quantity bought (Q) by the community
(S) gives the total demand for money.
This equals the total supply of money in
the community consisting of the quantity
of actual money M and its velocity of
circulation V plus the total quantity of
credit money M’ and its velocity of
circulation V’.

It is perceived that the monetary policy
with the classics is neutral, as the volume
of transactions is the determinant of the
qguantity of money needed to be in
circulation.

This theory was subject to the criticism:

1. Ignore the effects of the interest
rates on the price level.

2. Theory did not indicate the
reasons for the changes in the
value of money and the forces that
govern it.

3. Assuming that prices change
depending on the amount of
money supply and the change can
not be altered as a result of other
factors, and this is not true, the
prices change as a result of a
failure causes of non-cash growing
season.

4. Attention to the function of an
intermediary in the exchanges and
the neglect of other functions.

Despite these criticisms, this theory is
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considered a valuable step; it has
succeeded in focusing attention on some
important  quantities  that  reflect
economic activity, such as the amount of
transactions, and the amount of money, it
also paved the way for the study of other
aspects of the economy that controls the
behavior of the money and speed of
circulation.

2-Income theory:

Velocity of money is considered to be
constant on the long run.

Income theory combines the idea of
income and benefits to interpret
fluctuations in the value of money is of
the opinion that the price fluctuations
depend on private income and cash
income of goods and services of
movements, and that which affects the
price is the amount of money that
reaches the markets.

Here the term “money preference” has
seen the lightithat people tend to
accumulate money as a liquid form for
meeting their needs for the target of
buying goods and services, depending on
individuals demand to reserve idle
money and the equation is formulated as
follows:

MD=KY

MD: money demand

Y: Income.

K: Cash preference for a society, which
is the proportion of national income that
individuals want to keep it in cash in
liquid form, which is the cornerstone of
the equation Marshall, and with the
imposition of the use of money for the
purpose of means of firming cash
balance ratio K and as the velocity of
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money is constant in the short run, and
considering that K is inverted Y, it will
be a change in the amount of money a
bearing on the price level, P =f (M) and
thus the same transaction equation
analysis, which means a neutral
monetary policy, the impact of change
money only be on the general price level,
which means to be ineffective in
influencing income and interest rates and
the real side of the economy.

3- Keynes Theory of Demand for
Money:

Velocity is considered to vary through
time.

The two previous Theories proved
inability in the events of the Great
Depression in 1929, featured Keynesian
theory, where discussed Keynes effect of
money on various aspects of economic
activity, as Keynes believes that the
effective aggregate demand acquires the
status of independent primary variable
determined by the operating, production
and income levels as a dependent
variables, this request stops on three key
independent variables, is the propensity
to consume and the marginal efficiency
of capital and the interest rate, thereby
Keynes made the effective demand an
important and essential tool of economic
analysis.

Keynes explained that an imbalance of
equality between the price of natural
monetary interest due to the difference
between investment and  savings
eventually lead to fluctuations in the
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price level .

If investment overweight savings the
actual income level will increase and it
appears profits, and the opposite happens
if the savings overweight investment, it
will lead to the actual income shrink to
below income equilibrium level and
there it appears losses and whenever the
real production volume is constant, these
fluctuations in the volume of investment
relative to the size of savings equilibrium
is reflected in the price level that rises in
the case of the profits and it goes down
in the event of losses.

Keynes' theory built on the following
assumptions:

» Refuse Sai markets Act, and the
resulting rejection of the rule permanent
continued balance at full employment
level, and refused equivalent to saving
and investing constantly.

* Money is considered a commodity as
all other commodities, and is asked for
itself.

* Money supply an external variable
determined by the monetary authorities.

« State intervention in economic activity
to address the imbalances.

* Disbelief in full operation. The
economy can be defined more or less
than full operating condition.

*The savings and investment are
dependent on income and not on the
interest rate.

* It is hard to separate the monetary side
and materialized side of the economy.
Keynes has identified the motives that
urges individuals to hold cash , which is
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not limited to it the store value, but there
are two reasons defined as the
speculation motif and precaution motif ,
thus increasing the money supply and the
size of the production firm will not lead
to increase the level of prices the same
ratio, so that part of this increase will be
retained by individual motivated by
precaution or speculation.

Keynes show that money and bonds
constitute a store of wealth, that money
does not give a return, while bond
returns, it is the interest rate, which
consists of cash interest on the bond in
addition to the difference between the
market price of the bond and the nominal
price .

There is an inverse relationship between
the demand for money and market
interest rate; if individuals expect that
market interest rates on the bond price
will fall in the future, the market bond
prices will rise, and in anticipation of
them profit derived from it , the velocity
of money increases as a result of decline
in the possession of money today,
through sacrifice in the process of
buying bonds, and vice versa.

And that means the velocity of money
fluctuate with market interest rate
volatility and thus the demand for money
Is unstable and sensitive to change in the
interest rate function.

The role of velocity of money in
monetary policy:
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Is it the urge to hold cash in pocket rather than
spend; is the answer to the question “how to curb
inflation in phases of monetary base injection”?

In case of expansionary phases executed
by the monetary policy committees, it is
essential that this leads to inflationary
effects on the economy, through the
relevant tools for increasing money
supply, but in case of velocity of money
declining trend during these phases, it
will lead to offset the effect of money
supply injection and all in all this will
hold the inflation back, during the first
and second quarters of the year 2014,
the velocity of the monetary base was at
4.4, its slowest pace on record. This
means that every dollar in the monetary
base was spent only 4.4 times in the
economy during the year, down from
17.2 just prior to the recession. This
implies that the record monetary base
increase driven by the Fed’s large
money injections failed to cause at least
a one-for-one proportional increase in
nominal GDP. Thus, it is precisely the
sharp decline in velocity that has offset
the sharp increase in money supply,

“(Friedman, 1970)

U poll Ansogs Ansey Luadl) Llewd! iz o Loie
o it e Wl Jl @955 0 gl ed (2Ll
I o LU Luadl Awled! cloal cadsss 3ok
Olood depw olisil Jl> (3 55y «guddl (oyall 8oL
($o4iw g8 derwat)] Ltdd] duwlwd] )i SIS s9idd]
=S U B eosiy i) o el ol T uSe )
2014" ale oo Gy J5¥ o, ll PHlid L psentll zlex
b @ 8N uad @l 44 ssaill lags Aeyu il
oo Yoy IS ol Ga lday (&S Busill oY)
pladl s 50 4.4 dolus of ddpo @ guaill ulud!

liag 2007 ale ciwmiie § B 17.2; Ljlae ol
M e gl oyl 8ol § uad) dlewd) duxd
Soiun 3 sl s @ sdlly Jsua¥l b malin
3 sgag cedmadl o Al éi UM JLIJL'@)L’.‘:Y\

:Judl |

!> Data are taken from FRED, Federal Reserve Economic Data (https://fred.stlouisfed.org), monetary base
includes notes and coins in circulation as well as bank reserves.

The Velocity of Money in Syrian Economy

Page 16



leading to the almost no change in
nominal GDP (either P or Q). why
people would decide to hoard money
instead of spend it is answered by:

1- A glooming economy after the
financial crisis

2-The dramatic decrease in interest rates
that has forced investors to readjust
their portfolios toward liquid money and
away from interest-bearing assets such
as government bonds.

The unconventional monetary policy
has reinforced the recession by
stimulating the private sector’s money
demand through pursuing an
excessively low interest rate policy (i.e.,
the zero-interest rate policy).
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Determinants of velocity of money:

1. the share of shadow economy in

GDP:

In spite of the difficulty of estimating
the portion of shadow economy off
GDP, its importance is thriving, as it
constitute 10% off GDP in the United
Kingdom, and nearly 30% off GDP in
Europe, it had been evidenced by a
study done on the size of shadow
economy in 38 OECD member states
over the period 1991-2007, that the
higher the share of the shadow
economy, the higher the demand for
currency and therefore the lower the
velocity of circulation of money.

2. monetary policy ease, and its
effect on the access to credit:
If the monetary authorities follow
easing the monetary policy in the
process of money supply control,
the credit facilities will increase,
and individuals and businesses
will raise their credit, which
requires paying installments on
time, for this matter the timetable
will get more organized and the

receipts collocates with
payments, affecting on the
velocity of money which will be
higher.

3. General price level:
General price level is considered
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one of the most important
determinants of money demand
as per Kynes, thus if individuals
are expecting price increase in the
near future, they prefer to have
more goods currently over liquid
money, which increase the
velocity of money as spending
increase.

Inflation increases demand for
money because higher prices
requires more money for a given
amount of goods and services.
Higher inflation also increases the
holding costs of money. For
instance, if the inflation rate is
10%, then the cost of holding
money is -10%. So when inflation
is high, people will either spend it
or invest it before the money
loses value. Hence, higher
inflation rates increases the
velocity of money, which
increases inflation even more.
With low inflation, money growth
will usually exceed inflation
because the economy is also
growing and, thus, requires a
greater supply of money to keep
prices constant. This results from
the equation of exchange —
where a higher real GDP growth
reduces the inflationary effect of
money growth.

Y(Fisher’s, 1911)
(William C. Spaulding, 1982 - 2016)
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4. the effect of advanced
economies on emerging ones:

There are common points amongst years
1971, 2003 and 2010 for the united
states of America as an advanced
economy and its involvement in
emerging economies, as the interest rate
in USA had been low and the
predictions about the depreciation of
American dollar, that pushed central
banks all over into buying huge
guantities of dollars as a precaution to
their local currency depreciation, and
this concept doesn’t contradict the
basics, it is basically called export
inflation, namely when USA predicts
the hanging of inflationary lines, it
commences the quantitative easing
program so is printing out monies and
straight ahead to markets, which inflates
the inflationary and adds more pressure,
but with dragging interest rate to the
scratch, zero as it was, or to the minus
value of I, taking into consideration the
inflation at times, the investments
transfer to the USA straight from the
emerging markets with its lowest
interest rates ever with the dollar
depreciated and increasing prices of
local products hugely, and looking at
this way, these emerging economies
print more money to have more dollars
in hand, so the inflation moves or
technically spoken the inflationary
effect is being exported from the USA
to other emerging lands such as Japan,
China, or any trade partner, and when
the importing from USA grows up, the

! (McKinnon, 2011)
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QE prog effect will be on the light in
curbing inflation and withdraw dollars
from the American market, in this
framework the USA economy is based
on the local consumption through
depreciating dollar value and promote
spending and local consumption by
dragging interest rate down, which
increases the velocity of money with
more supply of money with inflation
been exported is the ideal mixture to
head growth in the USA.

5. national income per capital:
The relation between the velocity and
per capita income is inverse in advanced
countries, but the exceptional case is
when the relation is converse, evidenced
by Friedman(1959), when the elasticity
of demand for money is more than one.

6. interest rates:
Which is the opportunity cost of holding
money in liquid form, and it is agreed to
be an converse relation, and the higher
the interest rate is, the faster money
circulated as per the cost of holding
money increase, that why the relation is
direct and converse.
Some studies have taken the expected
inflation, as the option in developing
countries was between liquidly holding
money and real assets as opposite to the
developed countries where the option
was between liquid hold of money and
financial assets.
One of the important factors to explain

> Fry (1998),
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the high velocity of money in USA in
post world war 2 can be related to
higher interest rates on the alternatives
of monies, and the increase in velocity
in flourishing economic phases means
more cash flows at times monetary
authorities seek tightening growth of
money supply, while in recession times
—which are connected to expansionary
policies sought after by monetary
authorities- for growth in money supply,
the cash flows will not be off limits
drawn by them as per the lower interest
rates.

7. Government spending:
It is not conditional to increase the
spending by open market operations,
while when increasing money supply by
supporting individuals and businesses
through government spending without a
parallel increase in tax impose, so this
will lift velocity of money up, with
money supply increase.
8. Degree of monetization:

Which is a part from national income
that could be settled through cash
transactions. And for this purpose the
money supply in its broad meaning
(local liquidity) to the national income
ratio is used, and the degree of
monetization explains the varying ratios
of velocity between developed and
developing countries, as velocity in the
latter ones is depending on the
agricultural sector, and for the less it is
existed the more money demanded, and

?(A.Cochran, 1983)
®(Lahiri, 1983)
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hence the slower money circulate.

9. Direct and indirect taxes:
Reducing direct taxes will make it a
better environment for spending as the
better purchasing power that will be in
hands of individuals, and this will leads
to a better velocity, and reducing
indirect taxes which means lower prices
with have the same effect.

10.Moral suation:
Commercials sponsored by
governments are of a great importance
in enhancing velocity by encouraging
public to spend more on capital and
ordinary expenditures.

11.Advance payment:
Like reducing installments or extend
allowance periods, which increase the
tendency of consumers to buy via
installments.

12.Payments frequency:
Introduced by Canittlon two centuries
ago for increase the added money
without the need to inject more money
into circulation, by a small quantities of
money that are circulated more
frequently, and same goes for more
frequent pay of wages and salaries.

13.The denomination of currency:
It is perceived by Adam Smith that the
currency of high denomination is more
tended to be saved than circulated, that
is why the British government withdraw
any denomination higher that 5 pounds
from circulation to curb its velocity.

*®(RichradCanitllon)
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14.The role of commercial banks
The counter effect of tightening
monetary policy:

In the frame of monetary stock poverty,
commercial banks sell the government
securities in hand to the public, who
will pay from their current idle savings,
which will exchange the idle deposits
into active ones through extending more
credit by the money created without any
money supply increase, and this is an
effective monetary policy as it has an
effect on the velocity of money without
any injections of money to the money
stock.

Velocity of money in the financially
lagged developing countries:
Characters of the financial system:

1- Limited monetary and financial
markets, and the poverty of the
financial securities used.

2- Limited number of limited
corporations (LLC. PLC..)and
the banking ignorance of
individuals, in addition to the
lack of guaranteeing markets
which ensure a high degree of
liquidity.

3- Financial dualism: meaning the
existence of modern sector
(regulated market and shadow
banking activities) along with
unregulated market, which
limit the effect of monetary
policy.

4- Banking habits weakening,

*’(W.Rousseas, 1960)
*(L.Silber, 1969)
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which means more money
demand, Ileading to lower
velocity, this indicator is
measured by (current deposit to
broad money ratio, and
cheques usage ratio from the
payment in its broad concept).

5- The main motif behind holding
money in cash form in
developing countries is meeting
urgent needs, as most people
live in poverty and holding
money in financial securities
mean more time consummation
to transfer into cash money.

6- Velocity of money is more
fluctuated in developing
countries, as relying on
seasonal conditions, exporting
specific crops and importing
capital under the seasonal
conditions which means more
fluctuations in income.

Keynesian or monetary analysis
characterize the developing systems:
For the main common points among
developing financial systems which
diminishes the effects of interest rates,
makes the monetary analysis more
suitable to these structures, as they find
a direct relation between money
quantity and production level, apart
from the effect of interest rates which
connect the financial sector with real
sector in the economy.

Tools for decision makers to affect
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velocity of money:

@lgal pal o gaadl (ol ex> § wldl 8lal s

Money supply is an important tool of ol gainn Altarll Lalual gl Joumsll 2idll dulpdll

monetary policy to reach its targeted
goals of achieving growth at a high
level of production and income, and

velocity of money is crucial

determining the money supply, by

making it hastier or slower.

Increasing velocity of money has the
same effect of increasing money
quantities.

Exaggerating money supply leads
massively to higher prices, which
make it a responsibility of the
legislator to curb the money
circulated for avoiding  the
unnecessary increase in cost of
living.

policy conduct:

The role of velocity in monetary

Is increasing money supply as one
of an important tool of easing
monetary policy necessarily means
activating trade or raising price
levels?

Is deficit financing was a good
solution for USA in the thirties
after the great depression?
Answer: no.

When the receivers of the new
money being circulated are
unwilling to spend more, so the
velocity decreases and money
supply increases simultaneously
which will have a catastrophic
result on the economy.

Velocity of money is considered as a . vl Jas )

*2 (Einzing, 1964)
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mirror to the reaction of the economy
towards any changes in money supply
induced by monetary authorities. And
the changes in velocity weakens the
relationship between money supply
changes and income, as any change in
money supply will lead to have effects
on velocity changes rather than income
and spending.
Thus, the question are monetary
authorities able to know the effect of
money supply changes on income and
output is being raised.
Monetary authorities don’t changes
money supply for itself, as money
supply had been changed, it rather
would like to seek the final target in
the total spending required to
achieve a high level of usage and
price stability.
It is crucial to hint that there are two
types of changes in money supply and
this is a big a vague role to the monetary
authorities to conduct, so in case of a
temporary changes character of velocity
of money, it is preferable for monetary
authorities to set aside, as any reaction
or changes in money supply will lead to
harsh effects on income, so if the
velocity is fluctuating in two quarters,
the action taken in changing money
supply will never have the positive
containment on the level of income, as
of the temporary changes in velocity.
While in the opposite case of permanent
changes character of money velocity,
the intervening of monetary authorities

**(R.Blyn)

L.Ritter&W.Silber)
DalnielL.Thornton, 1983)
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will have an impact on keeping the level
of income, and thus necessary.

It is also important for decision makers
to distinguish between levels Vs.
Growth rate shifts of velocity,

Velocity growth rate is constant, and the
velocity level is decreasing, hence the
increase in money supply growth rate
and then return them back to the
previous levels will lead to growth rates
varying in the national output.

But in case of shifts in growth rates of
velocity, any changes in growth rates of
money supply is important for keeping
the levels of nominal income.

In the seventies, the relative stability of
velocity of money levels in industrial
cities was the reason for focusing on
growth rates of velocity, but the
difficulty of predicting the behavior of
velocity in the eighties pushed monetary
authorities to reevaluate policies.
Monetary authorities can achieve
targeted growth rates in national
income by controlling growth rates
in money supply providing that the
velocity of money is predictable.
Here it comes to the result that if the
monetary policy targeted an income
growth rate equal to 10%, and
predicting the velocity of money to be at
a level 6% rate after seeing the demand
for money and other important
economic relations, this will lead to 4%
required monetary growth rate.

Growth rate of money supply +
growth rate of velocity of money =

¥ (Rojas-Suarez, 1986)

*% (Faust, 1981)
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targeted growth rate of income.

4% + 6% = 10%.

But mistaking to calculate velocity will
lead to monetary policy decisions not
proper, as if the velocity growth rate
10%, an increase of 4% of money
supply leads to income growth at 14%
rate, which cause inflation.

What is the role of the general trend
of velocity in the effectiveness of
monetary policy:

The higher real income per capita on
the long run, the higher the money
supply on rates higher than the increase
in income, which means velocity
trending to be down.

So if the general trend of velocity is
downward, as in developing countries,
this makes it easier for monetary
authorities to issue more money or
expand in money stock, and vice versa
for the upward trend.

Literature:

Most researches focused on determining
the factors affecting velocity of money
in normal periods, and then its effect in
inflation ones mainly and other
monetary policy targets for concluding
some solutions for decision makers in
monetary authorities.

And also there are many researches and
working papers about studying velocity
of money in phases after crisis either
political or economical.

And finally, there are many researches
about the velocity of money in pre-
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electronic and sophisticated systems
application.

Most economists recognize Milton
Friedman’s influential 1956 version of
the function. Written

v = Y/M = v(rb, re, 1/PdP/dt,w, Y/P,
u),

it expresses incomevelocity as a
function of bond interest rates, equity
yields, expectedinflation, wealth, real
income, and a catch-all taste-and-
technology variable.

One of the studies about velocity of
money in transition periods — preceding
phases of reforms on the financial sector
and payment systems, and it is quite
complicated, explained the velocity of
money and predict it in Russia and
soviet union countries, in the period
1991-1996, paneled 24 countries when
the researcher studied velocity using
time series analysis using multiple
variables:

- Exchange rate.

- Price equation which reflects the
interaction between supply and
demand in commodity market.

InM — InP = klny — n(r + E{de/e})(1)
M: money supply.

P: price level.

Y: output.

r: nominal interest rate.

E{de/e: amortization of local currency.
e: the price of local currency.

The left side of the equation = money

*(Mark De Broek, 1997)
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supply.

The right side= money demand.
Demand increases with increase of real
output, and decreases with lower
interest rates.

The inflation equation:

d?P = ¢ + c[InP * —(Inp — Ine)] 2(a)

@ : Inflation rate.

And then adding the other inflationary
pressures when the real exchange price
Is lower than the market price.

And as the confession ¢ goes down, the
price elasticity goes up.

de = b[u — @] 2(b)

u: inflation rate adjusting constant
growth rate of money supply.

And as the confession b goes down the
gap between the constant inflation rate
and the actual inflation rate goes up, and
it is taken for the purpose of
creditability of monetary policy.

And here it reflects the lowness of
monetary policy.
Following expectations of Frankel

(1979) of the expected rate of currency
amortization:

E {%} = —a[lne — Ine] + u @)

the expected rate of currency
amortization equals the sum of growth
rate of money and constant inflation
rate.

e:equilibrium value.

Ine = (InM — InP*) — (Klny —
n(r+u)) @)

and the value of equilibrium value of
purchasing power with equilibrium
value.

P = Ine — InP*
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And that is why we can use equation (4)

. . de
with (3) to rid E{<}

. 1

Ine = InP — InP* + (1 + —) [Kiny —
n(r+ u)|©)
equation (5) carries enough of
explanation, exchange rate is overpriced
than the equilibrium level of purchasing
power when the real stock of money is

below balance level.
By subtracting (4) from (5):
Ine — In& = (=) [InM — InP — (kiny —
n(r+u)] (e)
(5) from (2a):
dp 1
S=¢+c(1+—)[InM—InP -
(klny — n(r + w))] @)
Which shows that the inflation goes up
as the money supply exceeds money
demand.

an (%)= v-4() = -0~
(1+ =) [InM — InP - (kiny —

n(r + u))](8)
the statistical methodology used in the
left side off equation (1) related to
demand, taking into consideration the
expected inflation, the expected
amortization rate of currency, the real
volume of transactions.

InM — InP = allny + a2E{dp/p} +
a3{de/e}+a4 (10)
And literature agreed on 7 standing for
inflation, while 6 for amortization rate.
InM — InP = allny + a2mn + a36é + a4

(11)

the real money and the real output are
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not stationary, and there is a possibility
for cointegration:
Aln(M/P) = alAlny + a2Am + a3A8
(12)
This relation is amongst stationay
variables.
But for the short run in money market,
should lag periods be used.
Aln(M/P) = alAlny + a2Am + a3A6 +
a4x (13)

And equation goes for:
Aln(M/P) = alAlny + a2Am + a3A8 +
a4x (13)

VAR to be used:

1- Real stock of money diminished
by the high inflation in pre-apply
of complicated financial payment
systems, and does vary the
velocity of money among the
countries.

2- Higher velocity of money in
tightening monetary policy.

3- Good fair in the relation between
exchange rate and inflation in the
same direction.

4- In the stage of launching payment
systems and financial
advancements, there will be low
velocity of money in value, as per
the inclination of public to hold
liquid Assets, and as times goes
in the studies countries it varies
amongst them, and it goes up
generally especially with
increasing of credit money and
higher up in deposits.

a study titled the economical effects of
credit cards and the modern application
has shown the effect of using credit

Aoy Bgmd ild Gilpaie e zigaidl sl
Aln(M/P) = alAlny + a2Am + a3A8 +
a4x (13)
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cards on velocity of money in 5 years of
time in Saudi Arabia, using the
description methodology, leading to a
result that using credit cards will lessen
the demand for money and increase the
velocity of money, as the card holder
can borrow from the bank in any
emergency case, and his demand for
money will be lower as he holds this
hard device, and as the income and
spending stays as they are, in both
cases- with/out the card- the velocity of
money increases when the held amount
of money decreases, and this increases
the liquid stock of money with banks
even more than required for to be hired,
making it able to invest in secondary
markets, for monetary and capital
markets, and rotate money faster, which
makes banks elaborate in issuing credit
cards, and faster velocity registers
One of the highlighted studies, was the
financial development and velocity of
money in Nigeria, which study the
effects of financial advancement on
velocity of money in Nigeria in the
period 1986-2010, by using the
multivariate co-integration and error
correction modeling approach.
The model used:
logV = @ + @,logY; + @,logr,

+ @sloge, + @4logd; + €
V: is the velocity of money.
Y: income per capita.
r: interest rate.
e: exchange rate.
9 :financial development.
And for the financial development it is

*(AKINLO, 2012)

o Bd U a9l Oloes Aeyu (e (lensY) bl
EoLl anstal w8y ogaad) 2ol 3Ll 3 Sl
o dl awhudl couasdl 8y cmadl aosdl gzl
de bl alasil J) gose olas¥l bl alusial
dol> 8 ells sedlelall adlig Lolas¥l aélay sgail
Al Wl &l § el o (ALAEY platuy 28l
dalusio] Bl Uadiie OsSuw 3saill e adb & LS
Ledl> e olan @layly JW dsall (¥ Lasla
Aoy Ol ALl of 593l alusiel WUl 3 slow
Laiiall U sm )l Sadinn Ledie 3l s9atll olye
el x> plagl I o9y 6350 g eaall g 4
dazy Lo teadseall e clidl 8,05 o daslall 2l
o aadll clyw Heilihl Blawd) iladsgs e aziy Wls
G ¥ty puguall wliles Janiudy (JUI Lol
dily sailas¥l wllladl jlass] @ st ordl Jaz

AST Sy 392801 )l y93 Aeyae 8305 )

coni Lpms 3 Lagha] o Lubatieldl lahudl oy
Piloms @ 09aill Gl Aepuy LU Sl yglazll Glgie
Aoy e JW slatll 3T Lopus &1 gyl Juledll
plazialy (2010-1986 57all § Lpzs & 29adl olseo
saate Al LSl ziseiy okl mas zised
Sl aaad

7390l aluseial,

logV = @y + @,logY; + @,logr;
+ @p3loge; + @ulogd; + ¢

SHCION
Headl ol deyww IV
de) e oyl as Y
S5 s tr

Ayl yace

The Velocity of Money in Syrian Economy

Page 34



measured using the ratio:

e total non-bank financial assets to

total financial assets ratio (rna).

e time deposit-currency ratio (rtm).

e currency-money ratio (rcm).

e the demand deposit-time deposit

ratio (rdt).

the estimated parameters of the financial
development variables are significant in
the long run model but not in the short
run dynamics.
Exchange rate has significant negative
effect on velocity of money.
Per capita income has significant
positive  effect on velocity of
money.where it showed a significant
relationship between velocity of money
and financial developments, an inverse
relationship between exchange rate and
velocity of money, and a significant
impact of per capita income on velocity
of money, and these results supports the
quantity theory ones, and as a result, the
monetary issuance authorities cannot
expect to issue more money without
inflationary pressures, and thus it is
clear how important the effect of
financial development on velocity of
money
From the Arabic studies which talked
about determinants of velocity in Egypt
in 1981-2011, using VAR and analysis
and extrapolation for predicting the
stationary demand function for the long
run.
Variables used: real GDP, exchange
rate, inflation rate, discount factor,
narrow money.
Cointegration testing showed imbalance
between money demand and all factors
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that have an effect on it, and that the

effect of monetary policy is not
reflected directly through money
demand.

R2 testing showed that the chosen
factors are the most effective on the
function of money demand in Egypt.
One of the most renowned studies about
the contraction in money demand in
early 1980 as per the financial
innovations was of which showed that
income elasticity using M1 was less
than income elasticity using M2 which
may be more than 1, and income
elasticity in case of M1 in developed
countries less than that in developing
countries, and the opposite is true in
case of using M2 as a result of financial
institutions advancement in developed
countries in addition to varying
financial and investment tools.

The general trend of velocity is studied
by a renowned working paper focused
on institutional factors in explaining the
global velocity curve, in the period
1952-1982 in 80 countries composed of
both developing and developed ones,
and the curve had a shape of U. that the
velocity in developing countries take a
downward trend and with increased
degree of monetization in the economy
and moving from bargaining system to
money system and with more
commercial banks being opened, the
velocity reached the trough, and then it
takes an upward trend with more
financial sophistication.

B (oms, 2014)

* (Roley, 1984)
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One of the studies about the variability
of velocity divided 60 countries into
two groups of developing countries 30
units, and other 30 countries as
industrial ones, from 1953-1968,
showing the coefficient of variation in
the first group to have been 6.3
compared to 3.6 in the second one,
meaning that velocity is more fluctuated
in developing countries, and this means
the inherent instability in the economy
of developing countries.

The Malaysia and Singapore status in
one of the studies done on the study
period 1950-1969, indicated that
increasing the number of working
branches of banks in areas that were not
existed before, will lead to pushing the
velocity up.

And for researches related to velocity of
money in financial crises or post-crises,
there is a study titled Accounting For
Decline In Velocity in The Japan
Economy, studying reasons of the
drastic decline in velocity and prices in
post-banking crisis in 1990 in Japan,
speaking about the effect of
macroeconomic shocks on velocity of
money, in the period 1990-2010,

An increase in theliquidity requirement
is the key driver of the decline in
velocity, Particularly important is the

*(Joung, 1986)
*®(Yung Chul Park, 1970)
*(Short, 1973)
*¥(sudo, 2011)
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channel stemming from households’
expectations about the future liquidity
requirement.

During the Japanese banking crisis and
the global financial crisis, Credit service
Is disrupted and households expect the
disruption to last long. Since they
demand additional money for a higher
liquidity requirement for current and
future

Transactions, the velocity and the price
level decrease, even though the growth
rate ofmoney stock then exceeds that of
consumption.
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Methodology:

This study aimed at knowing the effect of some
variables in the velocity of money in Syria in the
period between 2011-2015 on a monthly basis, where
the value of the velocity was calculated on the basis of
nominal GDP, the included variables are:

Terrorism index: is the statistical ranking for a
selection of countries around the world based on
terrorism and vandalism activities in them for making
a clear concept about the effect of terrorism during the
period of tem years.

Broad money: or the local liquidity, consisted from
circulated money off banks, demand deposits (except
for central government deposits), plus quasi money,
which includes foreign and local assets in the banking

apparatus.

Exchange rate of SP against USD: the price of Syrian
pound against US dollar in the parallel market.
internal state debt: the credit facilities granted to
central government right from banking system added
to the investment of banks in financial instruments
issued by the government and the participation in
international organizations.

Weighted rate of interest.

Monthly withdrawals: the monthly withdrawals
from working banks in Syrian pound and foreign

currencies.
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The used model:

VEL=a+ fl*xexch+ B2 xti+[3
* debt + 4 *xr + (5
* outs + ¢

TI: terrorism index.

Debt: the internal state debt.

R:interest rate weighted on deposits.

Exch: the price pf Syrian pound against dollar in
parallel market.

Outs: the value of withdrawals on a monthly basis.

€. term error.

Second: Time Series:

And as important as it is to talk about, M2 had been
taken into consideration for the affair of calculating
velocity as independent variable, before the crisis and in
the end of 2010 the ratio of circulated money off the
growth of local liquidity was roughly 27%, but with
beginning of the crisis was registered 60%, the decrease
in money supply in 2011-2012 was due to losing
confidence in banks leading to withdrawals with more
inclination to holding money psychology amongst
people. And the issued banknotes was shifted up clearly
in 2011-2015 at a rate of 98%, and the total deposits
grew at a rate of 57% in the same period, and money
supply had grown between 2013-2015 as per deposits
growth at a rate of 38% and issued banknote 58%.
Exchange rate path as shown in figure /2/ was upward
showing the declining trend of the price of Syrian pound
by at least 8 times from 2011-2015 ( from 46.8 to 391

Syrian pound against us dollar) as it pointed declining
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from 47 to 60 sp in 2011, which means losing
purchasing power of at least 28% caused by sanctions
on transfers denominated in dollar and the bargaining
and declining in exports on the account of increasing in
imports, plus the immigration of funds and decreasing in
foreign funds incoming the country, which puts more
burden on the exchange rate in the year 2012, declining
to 93 sp against dollar, rated 45%, and then comes the
real impact of Israel and American threatens in the year
2013 which made it exceed 300 sp/dollar but set to be
back to 146 sp/dollar in the end of the year thanks to the
procedures followed by central bank of Syria, but with
the insistence of the crisis in the years 2014 and 2015,
and the devastation in the security and army activities
and the continuous of the sanctions in the light of the
halt of production factors with declining in oil and non-
oil revenues, the exchange rate reached 210 and 391 sp

against dollarin 2014 and 2015 respectively.

Noted for state internal debt in the study period, that in
2012 and nevertheless of the increasing of its value, still
it was acceptable comparing to the next years,
registering 40% off GDP in the beginning of the crisis,
and itis lower than what was agreed by decree /60/ yr
/2007/, article 11” itis not in any way accepted for the
internal debt to be more than 60% off GDP on basis on
current prices for the year of data”, and in the context of
state internal dentincrease in next years was a proof for

lower investment rates and lower revenues in state
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budget let alone deficit financing.

In the chart /2/ noted the logical set for terrorism index,
where the highest value at the end of 2015 was driven
by the statistics of murdering and vandalism and
internal conflict with losing bonds with neighboring
countries and also confidence in other layers of the
society, let alone the number of migrants from
population, and the scope of terrorism activities,
rebellious actions, and the portion of military
expenditure from general budget, and in the year 2015

Syria was top one in terrorism.

And in the term of negative real interest rate for a high
inflation rate at that time, there was a a good gap created
by CBS for interest rates to attract clients and make up
for the loss of the value of their deposits, but the
rebound back was due to increase in cost of granting
credit to public especially to production sector, and in
the context of enhance the production for growth,
always had been a balancing between debit and credit
rates which led to relative balancing in the deposits
interest rates.

Noted the precautionary steps made by Syrian banks
toward sudden withdrawals which is presented by the
ratio of total liquid assets over total assets, the peak was

pointed in 2013 as per the crisis effect on the
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economical activity, for it to get stabilized in the years

after, noted here the growth of cash and reserves in

central bank in the study phase.

Noted from chart /5/in 2011 it had been a good shiftin
GDP at a growth rate of 15%, and even in the decrease
of money supply at a rate 7%, velocity had shifted up,
but with Shaun of deadly matter of consequences of
year 2011 as a first year in the crisis the velocity
decreased and people constrained from buying or any

transactions except for safe investments, but with

highest inflation through in 2013 it witnessed the lowest

value of velocity, as per less people staying in the
country, more violations and capital migration, as a
result money demand increased and fears exaggerated,
and forward a year, there was a relative settlement in
transactions for a good political atmosphere, growing
transaction in the local currency with less purchasing

power and gap in prices.
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Itis noted from stationary test that the selected variables
were stable at level, and others on first difference, and

thatis why VECM cannot be hired, and instead AUTO

REGRESSIVE DISTRIBUTED LAG MODELS will be in

place.

Fourth: long run relationship between variables:

Table 22g3al) jLad Cuui
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Lo Byatus dxly gaie e o Awludl olpasd
OSer ¥ JWly J¥ Guall wie 3Lly gsradl
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AUTO REGRESSIVE DISTRIBUTED LAG  z3sas

.MODELS
rladill o Jo¥ dligh @83all layl,

Test Statistic Value Signif. 1(0) I(1)
Asymptotic:
n=1000
F-statistic 9.585370 10% 2.08 3
k 5 5% 2.39 3.38
2.5% 2.7 3.73
1% 3.06 4.15
Finite Sample:

Actual Sample Size 53 n=55
10% 2.226 3.241
5% 2.617 3.743
1% 3.543 4.839

Finite Sample:
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n=50

10% 2.259 3.264
5% 2.67 3.781
1% 3.593 4.981

Noted from the table of long run relationship study
amongst variables that F value is higher that the upper
bound at level 1%, which meant that a long run
relationship is existed.

Fourth: co-integration between variables:

Noted from table below the short-long term relationship
between selected variables that exchange rate for sp
against USD in the parallel market has a negative effect
on velocity of money in the short run, that the
purchasing power declining makes people hat on their
transactions and increase money demand, and this as
noted has the same effect on the long term, where the
continuous deterioration in the purchasing power of the
local currency and the trend toward more inflation will
push people to decrease transactions hoping for safer
situation in the future in the relative stability in the
prices, and as noted, there is a good effect of the internal
debt on velocity lasting for two terms, as it is a converse
relationship in the short term, and a quarter of a year is
sufficient to leave an effect on a high propensity to
consume community as the debt is put to circulation by
the government and social support which will increase
velocity, while the effect is the contrary on the long run,
where raising the total deficit which is translated in the
primary balance will decrease the government ability to
serve the debt especially in the light of interest rate

exceeding growth synchronizing with the increasing
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value of debt in the last year, and with all these factors,
the people’s trust in the government ability to serve its
debt will diminish and the dealings with banking
channels decreases notably, and interest rate effect is
clear on velocity in an inverse way reflecting kind of
instability among people and the suspicious attitude
toward raising interest rates on deposits, which will
increase uncertainty on the liquidity status in banks and
the need to support it through these resolutions, and
with clear increase in inflation rates, people are more
inclined to withdraw more even with raising interest
rates for fulfilling the daily needs, while the inverse effect
of terrorism on velocity on the short term shows the
chaos left by terrorism on the behavior of people
increase money demand fearing of more deterioration on
the economy and decreasing value of local currency in
the form of safe investments or money mass smuggling,
while on the long term, the effect becomes converse,
which is in fact shown through the crisis with more time
to pass, more ability to adapt with the situation, for
withdrawals, the effect was clear in a converse way, as
this will contract the mass money in banks which is
either putin transactions in the economy or in the form
of money in had that are transferred in an illegal way
abroad, and allin all, the money mass declines twice,

which will increase velocity a much.
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Table 3 co-integration between variables

Variable Coefficient Std. Error t-Statistic Prob.
C -6.820222 1.070901 -6.368676 0.0000
LOGVEL(-1)* -0.485994 0.174935 -2.778134 0.0134
LOGEXCH(-1) -0.174285 0.036820 -4.733387 0.0002
LOGTI(-1) 7.829367 2.247667 3.483330 0.0031
LOGR(-1) -0.265807 0.057048 -4.659391 0.0003
LOGOUTS(-1) 0.234003 0.110191 2.123607 0.0496
LOGDEBT(-1) -0.952058 0.230044 -4.138587 0.0008
D(LOGVEL(-1)) -0.243367 0.205865 -1.182168 0.2544
D(LOGEXCH) -0.156595 0.045804 -3.418790 0.0035
D(LOGEXCH(-1)) -0.023923 0.053421 -0.447823 0.6603
D(LOGEXCH(-2)) 0.028990 0.052969 0.547300 0.5917
D(LOGEXCH(-3)) -0.020510 0.048617 -0.421868 0.6787
D(LOGEXCH(-4)) -0.096308 0.061655 -1.562051 0.1378
D(LOGEXCH(-5)) -0.045870 0.057325 -0.800177 0.4353
D(LOGEXCH(-6)) -0.072206 0.037321 -1.934744 0.0709
D(LOGTI) 44.90033 19.22894 2.335040 0.0329
D(LOGTI(-1)) -7.169224 20.40420 -0.351360 0.7299
D(LOGTI(-2)) 6.142599 16.42992 0.373867 0.7134
D(LOGTI(-3)) -33.62492 13.62506 -2.467872 0.0253
D(LOGTI(-4)) 22.30786 13.56114 1.644984 0.1195
D(LOGTI(-5)) -20.03661 13.83151 -1.448621 0.1668
D(LOGTI(-6)) 31.84999 10.39832 3.062993 0.0074
D(LOGR) -0.028555 0.020298 -1.406811 0.1786
D(LOGR(-1)) 0.217752 0.054989 3.959907 0.0011
D(LOGR(-2)) 0.153194 0.045489 3.367733 0.0039
D(LOGR(-3)) 0.057998 0.033713 1.720344 0.1046
D(LOGR(-4)) 0.024255 0.024158 1.004004 0.3303
D(LOGOUTS) 0.080928 0.027035 2.993472 0.0086
D(LOGOUTS(-1)) -0.129147 0.084930 -1.520631 0.1479
D(LOGOUTS(-2)) -0.058155 0.071253 -0.816176 0.4264
D(LOGOUTS(-3)) -0.017588 0.056894 -0.309130 0.7612
D(LOGOUTS(-4)) 0.036661 0.047181 0.777028 0.4485
D(LOGOUTS(-5)) 0.077818 0.037731 2.062460 0.0558
D(LOGOUTS(-6)) 0.050615 0.031522 1.605690 0.1279
D(LOGDEBT) -0.633371 0.239302 -2.646739 0.0176
D(LOGDEBT(-1)) 0.301749 0.163828 1.841867 0.0841
D(LOGDEBT(-2)) 0.198445 0.154964 1.280590 0.2186

Sixth: ARDL to co-integration test: oYl gl 739l Bag> tlwslu
testing the quality of the test, it is noted the itis of a Oz Gslus e 4l (nd zdgeidl Bagmd sLasl 3

goodness of probability value collocated to F test, and o 93% of LS oF Loy alall adlessy deuall
93% of the changes in velocity of money are explanatory,  83% ¢y « awad) dyld 3933l (1595 deyu § Slmaddl
and 83% of the model changes are related to the study e @ sl Jl i zisedl @ bl e
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Table 4 Ja¥! juad gaall o z3gaill 3350

R-squared
Adjusted R-squared
S.E. of regression
Sum squared resid
Log likelihood

Durbin-Watson stat

Seventh: Residuals and Stability test:

Testing normality, the residuals

0.929882
0.834268
0.009845
0.002132
192.9971
2.463221

enjoys normal

distribution as  probability overpass 0.05, and

autocorrelation between residuals is not inflicting, the

covariance is stable, and proper model as per tests of T

Mean dependent var 0.001849
S.D. dependent var 0.024184
Akaike info criterion -6.113098
Schwarz criterion -4.960663
Hannan—Quinn criter. -5.669927
12y piiu¥ g 31! oyl Lale
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Series: Residuals
10 | Sample 2011M08 2015M12

Observations 53

Mean 4.25e-14

Median -0.000837
6 | Maximum 0.014160

Minimum -0.013701
4 | Std. Dev. 0.006404

Skewness 0.097236
) Kurtosis 2.449072

Jarque-Bera  0.753795
0 | Probability 0.685986
-0.015 -0.010 -0.005 0.000 0.005 0.010 0.015
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F-statistic 1.938991 Prob. F(1,15) 0.1841
Obs*R-squared 6.066863 Prob. Chi-Square(1) 0.0538
F-statistic 0.221277 Prob. F(1,50) 0.6401
Obs*R-squared 0.229114 Prob. Chi-Square(1) 0.6322

Eighth: Structural Stability for the Model:
The related line is within the significance level which

means that there is stability.
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Results:

In the context of the crisis which shaped the whole
economy, a society with high propensity-to-consume will
move to unstudied spending in the light of terrorism
increasing year after a year, and in the same way,
withdrawals increase velocity of money through
transferring them to fulfilling the daily needs of the
people or smuggling this money abroad the national
economy, and in the latter one, velocity increases in
undesired way through the unsynchronization between

money mass decreasing with inflation increasing, and on
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the other hand the inflation increasing with exchange
rate decreasing will raise velocity fearing of more
decreasing of purchasing power, and debt is hired to
serve salaries and social support and here people fear the
inability of the government to serve its debt and
efficiently managing it on short and long run, and with
interest rate increasing accompanied by lower growth
and deficitincrease in primary balance for central
government, transaction will halt and people transfer to
safer channels in this context.

Recommendations:

Syria Arab Republic is set to be in a structural imbalance
clear from high unemployment rates( we can use the
high inflation rates as unemployment is not sure in an
infrastructure that is left against labor stayed) with deficit
in current account, supported by unawareness in velocity
of money, and here we must go back in track for the
closest point to internal/external balance far from debt
servicing for the target of controlling money supply
through the following:

The insistence on relative stability in exchange rates
(theoretically we can depreciate the currency but this is
not so useful in the light of inflexible production system
in the current crisis) and curbing inflation, but the ability
to appreciate the currency in parallel with government
spending increase on the medium term will balance the
economy as much as for real, which will bring back
velocity to its right track.

Economic policies may enhance velocity of money
specifically for the target of supporting growth and ideal
allocation of resources, an on the minor, the fiscal policy
should hire all its tools like lowering taxes and supporting

spending, while monetary policy create more credit
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directed to investment projects especially medium and
micro, and lowering interest rates on loans that are
channeled to this segment, on top of that, central bank
plays a core role in improving the financial system in a
way of encouraging depositing and lowing holdings, that
will eventually assist in e-payment system which fasten
banking operations, which will also provide huge data set
about participants, aiding central bank to make the right
decisions for controlling money supplied, let alone the
importance of the trading policies which support local
production by raising tariffs on imports, which all will
enhance velocity of money in case allocated ideally in
flexible production apparatus, which will activate local
economy and increase employment and production, this
policies are backed by a fair strategy of foreign exchange
management, which will end up with price stability.

In this all in all, we confirm on the short and medium
project-support as the turnover for seeing the results is
adequate, might enhance the rate of velocity, and not to
forget sponsoring local commerce and stability in
consumer price at the lowest possible inflation rates, and
this will lead to activating the economic cycle and
supporting the production turnover for creating better
employment and phasing out of the current recession.
Herein mentioned, that it is not harming to support long
term and big projects, but time is gold at the moment,
and this in its nature will take long time for high capital
and length of turnover.

Economic authorities are work-in-progress all time
though for the purpose of prioritizing on the macro level,

especially in the light of special dilemma in economy, in
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the available resources.

In the current circumstances, and in the frame of what is
being suffered by the economy, the real target is
activating the economy and production turnover, herein
the velocity of money and the accepted levels of financial
stability are of a bigimportance in the active economy,
Itis not of that impossibility to reach these targets in case
of a batter work is being done by economic authorities of
administering the crisis and preparing for a specialized
team to take the proper procedures to lessen the effects
of the crisis taking into consideration that these will be
forever and not temporary, putting off all solutions for

next stage in future.
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