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		In line with the transaction motive literature (Baumol, 1952 and Tobin, 1956), I postulate that financial innovations generate transactional cost savings by comparison to barter. Hence, the optimal velocity of narrow money is a function of labor productivity growth and of the differential between long-term and short term rates. A key parameter in that relation is the mean leverage ratio for depository institutions. I use a VECM for the U.S. (using M1, M1RS and M1S) from 1959-2007 and find good support for the model. The velocity of money tracks productivity growth at about 2% over the period. Setting the inflation target rate equal to the growth rate of velocity leads to an inflation rate near 2% and is akin to pursing a Friedman (1960) k% rule that takes into account a trending money velocity. While this rule is not shown to be optimal here, it provides flexibility to prevent deflations. A long-term Taylor (1993) type rule is also derived. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Inflation target, velocity of narrow money, M1, M1RS, M1S, real GDP per capita growth, barter, financial leverage

	
	

	
    

    
	

	
	
		JEL Classification: E40

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Faugère,  Christophe, Velocity of Money, Productivity Growth and the 2 Percent Inflation Target (June 21, 2010).  Available at SSRN: https://ssrn.com/abstract=1628334 or http://dx.doi.org/10.2139/ssrn.1628334 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Christophe Faugère (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Kedge Business School Bordeaux  ( email )

			

			
			
				
				
				
					680 Cours de la Liberation
Bordeaux, Aquitaine 33405
France

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research you’d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      123

			

		
		
		
			Abstract Views

			    1,110

		

		
		 
		
			Rank

			  414,204

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       57 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,899

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Helicopter Money: Irredeemable Fiat Money and the Liquidity Trap

                        
                            By
                                
                                
                                    
                                    Willem H. Buiter
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Two Naked Emperors? Concerns About the Stability and Growth Pact and Second Thoughts About Central Bank Independence

                        
                            By
                                
                                
                                    
                                    Willem H. Buiter
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Seigniorage

                        
                            By
                                
                                
                                    
                                    Willem H. Buiter
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Seigniorage

                            
                                By
                                    
                                    
                                        
                                        Willem H. Buiter
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Seigniorage

                            
                                By
                                    
                                    
                                        
                                        Willem H. Buiter
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Seigniorage

                            
                                By
                                    
                                    
                                        
                                        Willem H. Buiter
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            A Small Corner of Intertemporal Public Finance - New Developments in Monetary Economics: Two Ghosts, Two Eccentricities, a Fallacy, a Mirage and a Mythos

                            
                                By
                                    
                                    
                                        
                                        Willem H. Buiter
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Deflationary Bubbles

                            
                                By
                                    
                                    
                                        
                                        Willem H. Buiter
                                         and 
                                    
                                        
                                        Anne Sibert
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Deflationary Bubbles

                            
                                By
                                    
                                    
                                        
                                        Willem H. Buiter
                                         and 
                                    
                                        
                                        Anne Sibert
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright © 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.083 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
