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Abstract 
The paper aims to investigate the impact of the gap between domestic and international gold price on money demand in Vietnam, an 
emerging economy in the Asian region. We use a quarterly database collected from the first quarter of 2004 to the fourth quarter of 2016. 
The time-series database includes 52 observations. The money demand is represented by M2; Domestic income is the Gross domestic 
product at the constant prices of 1994; Inflation rate is calculated by the Customer Price Index from the General Statistics Office of Vietnam. 
The result confirms the existence of a long-term cointegration relationship between the money demand and the gap between domestic and 
international gold price as well as some variables including domestic income, inflation, and real exchange rate. The regression results also 
show that the gap between domestic and international gold price has a positive impact on money demand in the Vietnamese economy. 
Besides, the domestic income and international gold price have positive impacts on money demand while the inflation and real exchange 
rate are negatively related in the long run. This proves that the gap between the domestic and international gold price really has a positive 
impact on money demand in Vietnam during the study period.  
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11. Introduction  

 

Located in the Southeast Asia region, Vietnam has a 
motivated gold market which is amongst the countries with 
the highest demand worldwide. The Vietnamese people use 
gold as a traditional saving in year by year. Besides, in 
Vietnam, gold has been used as a money unit of account for 
exchange the high-value assets (e.g., automobile or real 
estate) or as a unit account for a transaction not involving 
gold. In order to against the high inflation rate over time, 
gold of value characteristic also makes it popular as a 
hedge against the depreciation of the domestic currency in 
Vietnam. The role of gold in Vietnam has been extended to 
a medium exchange of speculation, and betting on the gold 
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price has also been a popular activity, especially during the 
world economic crisis 2008-2010. In this period, the gold 
trading floors have been allowed to operate in the major 
cities in Vietnam. According to the statistics of the World 
Gold Council, Vietnam is in the major league of gold 
consuming countries. In detail, in 2015, Vietnam was ranked 
at Asia’s 6th highest in gold demand, at the quantity as 63.4 
tonnes, behind China (984.5 tonnes), India (848.9 tonnes), 
Thailand (90.2 tonnes), Saudi Arabia (84.5 tonnes) and 
marginally behind Iran (70.9 tonnes). In the world ranking, 
Vietnam’s gold demand was 9th highest globally. At the end 
of the year 2017, the State Bank of Vietnam (SBV) 
estimated that the Vietnamese people reserve a quantity of 
gold between 300 and 500 tonnes. 

However, monitoring and stabilizing of the domestic gold 
market have always been one of the difficult tasks of 
policymakers in Vietnam over time. Obsessed with the high 
inflation over the past three decades, gold has always been 
the first choice though by the Vietnamese people in the 
context of concerns about a depreciation of the domestic 
currency. It is from this phenomenon that the gold market in 
Vietnam has brought many profits for these precious metal 
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Figure 1: Top-ten countries in gold demand in 2015. 

 
speculators. Vietnam's gold market has become very active 
in periods of economic crisis or when international gold 
prices are significantly lower than domestic gold prices. 
When there is an increase in the gap price between the 
international and domestic market. The speculators would 
fast raise import gold at low prices in the international 
market, then processing and selling at a higher price in the 
domestic market. Thus, the gold speculation has brought 
many profiting opportunities for people from gold trading in 
Vietnam. However, when the domestic gold market 
becomes more active, the Vietnamese monetary authorities 
will hard in struggling in order to stabilize the financial 
market in particular and the foreign exchange market. 
Besides, the import of gold will change the supply and 
demand for foreign currency and leads to fluctuations in the 
exchange rate regime.  

In addition to the dollarization problem, the Vietnamese 
economy also faces goldization phenomenon which could 
reduce the effectiveness of the monetary policy. 
Fluctuations in gold prices will cause unpredictable 
fluctuations in the monetary market. Therefore, the study of 
the impact of the gold price on the macro variables of the 
monetary market is necessary to help policymakers manage 
more effectively. In particular, the relationship between gold 
price fluctuations and money demand is one of the urgent 
topics. There are some empirical studies focused on the 
literature of money demand in both developed countries 
(e.g., Mundell, 1963; Arango & Nadiri, 1981; Bahmani-
Oskooee & Shabsigh, 1996; Bahmani-Oskooee, 2001) and 
developing countries (e.g., Akinlo, 2006; Baharumshah, 
Nohd, & Masih, 2009). However, there is no evidence has 
mentioned the topic of the impact of the gap price between 
the international and domestic gold price on money demand 
in countries, especially in the top consuming gold countries 
in Asia. Therefore, in this study, we will try to fill with this 

research gap in the context of the Vietnamese market. Our 
investigated results are also useful references for 
policymakers to implement the management of the economy 
in the context of strong fluctuations in the domestic gold 
market. 

The content of our paper includes five sections. In Section 
2, we represent the literature review and some empirical 
studies. Section 3 shows the methodology and data 
description. The estimation results of money demand 
function in the long run and the short run are introduced and 
discussed in Section 4. Finally, Section 5 reports some 
conclusions and implications for the policymakers. 

 

 

2. Overview of the Gold Market in Vietnam 
 
According to Asian cultural traditions, gold always plays 

an important role to represent wealth, prosperity or even 
power of households. Naturally, Vietnamese households 
have a habit of using gold as a medium of exchange, store 
of value, and an informal unit of account. In high-value asset 
transactions, such as real estate, Vietnamese people 
especially prefer to use gold as a medium of exchange (or a 
payment intermediary). This is the basic reason for Vietnam 
to be considered a high potential gold market in Asia. In 
addition, hyperinflation episodes (e.g., in the 1980s) are also 
an important reason making this metal is a preferred tool of 
the Vietnamese households to help protect assets against 
the devaluation of the domestic money. Due to the large 
demand, gold is also considered a special commodity to 
help many speculators seek profits through the transactions 
of gold to benefit from taking advantage of market price 
differences between international and domestic market.  
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Figure 2: Comparison between the domestic gold price and 
international gold price in Vietnam in the period of 2004-2016. 
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In many periods, when people increase reserving in gold, 
this is not a positive signal for the economy. Instead of 
transferring resources (e.g., financial capital, assets) into the 
investment process as well as business activities, the 
resources sleeps in the gold reserves of households or use 
for speculation target in the gold market. Therefore, the 
Vietnamese government always pays attention and regularly 
control the domestic gold market through its policies. The 
government's market regulations are aimed at minimizing 
gold speculation in the market and reducing the goldization 
of the economy. 

In order to meet the rising demand for gold by the people, 
domestic gold enterprises will urgently import gold from the 
international market. After that, domestic businesses 
reprocess, manufacture and sell gold to the people. In 
Vietnam, the domestic gold price is always higher than the 
international gold price depending on the macroeconomic 
situation in the domestic market.  Many times due to the 
strong demand for gold out-distance the supply capacity as 
well as temporary delays or interruptions in gold imports, the 
gold price in the domestic market tends to go far beyond the 
gold price in the international market. In many periods, the 
large gap between the domestic gold price and the 
international gold price were closely related to the instability 
of the Vietnamese monetary market. During these periods, 
people tend to withdraw bank deposits into cash to 
participate in speculation from the significantly higher in 
domestic gold prices comparing international gold prices 
(VnExpress, 2017). For example, in 2014, there was an 
especial exchange session when the domestic gold price 
was higher than the international price over VND 7 million 
per Luong (Luong is an official unit of gold in Vietnamese 
market). 
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Figure 3: The gap between domestic gold price and international gold 
price in Vietnam in the period of 2004-2016. 

Due to the importance of the gold market for the stability 
of the monetary market as well as macroeconomic stability, 
the government has many legal documents to manage the 
gold market in Vietnam. One of the early documents is 
Decree 174/1999/ND-CP issued by the government in 1999 
to manage gold trading activities. In this decree, gold trading 
activities were defined as the manufacture, processing of 
gold products, purchase, export, and import of gold in 
accordance with the current law. In 2003, an important part 
of the contents of Decree 174/1999/ND-CP was adjusted by 
the government with Decree 64/2003/ND-CP in order to 
better manage some aspects of the domestic gold market. 

By the year of 2012, in the context of the fast 
development of Vietnam's gold market, the Government 
issued the Decree 24/2012/ND-CP to further improve the 
effectiveness of monitoring for economic activities relating to 
gold business in Vietnam. In particular, Decree 24/2012 
/ND-CP has expanded the gold trading activities including 
trading activities on gold accounts (based on the Internet 
system) and derivatives. In the post-crisis period of the 
world economic crisis (in 2008), the gold market of Vietnam 
has a strong fluctuation when gold becomes a popular 
speculative tool to make profits of many components 
including business companies, gold retail stores, and 
households. In detail, the Decree 24/2012/ND-CP 
emphasizes a number of important contents, (i) The State 
Bank of Vietnam is the focal point to implement the unified 
management of gold trading activities in Vietnam, (ii) the 
government implemented monopoly in manufacture, 
business, raw material gold export, and import of raw 
material gold for processing, (iii) This Decree allows the 
State Bank of Vietnam to implement to stabilization the gold 
market through licensing activities of gold trading in the 
domestic market, organization of export gold,  import of raw 
gold, organization of gold mobilization. In addition, the State 
Bank of Vietnam only recognized the brand of SJC gold of 
the Saigon Jewelry Company (the largest gold producer in 
the domestic market) as a national gold brand. 

The government's efforts have gradually brought 
Vietnam's gold market into stability process. However, due 
to the large demand in the gold market, the fluctuations in 
this metal market always brings much concern to the 
policymakers in Vietnam. Besides, the gap between the 
domestic and international gold price is always an attractive 
speculation channel for traders to make profits. The gap 
between domestic and international gold price, in general, 
has affected the stability of the monetary market through its 
impacts on the money demand of the economy to serve 
speculative activities in the market. 
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3. Literature Review 
 
The money demand is an important issue in economics 

so there are many studies have been done in both 
theoretical and empirical studies. However, there are very 
few studies that have taken gold as the explanatory variable 
of the money demand function. Especially, there is no 
research has mentioned the impact of the gap between 
domestic and international gold price on money demand. 

The theoretical framework of the money demand function 
shows that the earliest studies were conducted in developed 
economies. One of the first studies made by Mundell (1963) 
who argued that the demand for money depended on the 
income and the interest rate. However, the study result also 
implied that flexible exchange rate regime would have an 
impact on the money supply of the economy (and money 
demand) when the governments tried to control the 
exchange market by their monetary policy. The research 
result of Arango and Nadiri (1981) suggested that the 
money demand in an open economy was affected by a 
number of macro variables, including domestic income, 
domestic interest rate, and price expectation, as well as 
some foreign variables such as exchange rate and foreign 
interest rate. Bahmani-Oskooee (1991) analyzed the money 
demand function in the UK including real income, nominal 
interest rate, and real effective exchange rate. In another 
empirical study, Bahmani-Oskooee and Shabsigh (1996) 
examined the money demand function in the case of the 
Japanese economy. The function includes macroeconomic 
variables such as real income, nominal interest rate, and 
nominal effective exchange rate. Not only in developed 
economies, but studies of money demandwere also 
gradually being experimented in the case of developing 
countries. An example is Akinlo's research (2006), the 
author used the Nigerian data and showed that the money 
demand was cointegrated with domestic income, interest 
rate and exchange rate in this economy. In the case of the 
Chinese economy, Baharumshah, Nohd, and Masih (2009) 
analyzed the money demand with some determinants 
including real income, inflation, foreign interest rates, and 
stock prices. 

However, there are quite a few studies that have taken 
gold as an explanatory variable of the money demand 
function. Murphy (1992) from the World Gold Council had an 
overview of the important monetary role of gold in the 
economy. According to Coulson (2005), gold has gradually 
been used as a popular investment channel in addition to 
the roles of this metal in the store of value of assets. 
Besides, Emmrich and McGroarty (2013) also argue that 
after many years in the wilderness, gold investment has 
come back into fashion of investment. In empirical research 
in emerging economies, Liu (2016) also showed that middle 

class incremental acquire gold for both consumption and 
investment targets. 

There are some research questions will be expected to 
answer in our paper. For example, acting as an investment 
channel (speculation) so ‘Does gold price affect money 
demand?’ or ‘Does the gap between domestic and 
international gold price affect the money demand in 
Vietnam?’. In fact, there are only a few studies that add 
international gold price in the money demand function, 
however, we cannot any research has mentioned the impact 
of the gap between domestic and international gold prices 
on the demand money. Finally, our research will expect to 
contribute to expanding the theoretical framework of the 
money demand function in the case of economies having a 
large gold market as well as popular consumption habits in 
this important metal. 

 
 

4. Data and Methodology  
 

 

4.1. Methodology 
 

Based on the previous results, in order to study the 
impact of the gap between domestic and international gold 
price on money demand, we represent the money demand 
function by the equation form as below: 

 
Mt = 0 + 1Yt + 2INFt + 3REERt + 4GAP_GOLDt + t 

                         (1) 
 
Where: M is the money demand, Y is the Gross domestic 

product (GDP) which is a proxy for the domestic income, 
INF is the inflation rate and REER is the real effective 
exchange rate. GAP_GOLD is represented by the gap 
between the domestic and international gold price in the 
Vietnamese market. Finally,  is the error term of the 
equation.      

To test long-term cointegrated relationships, the paper 
applies the Johansen (1988) to examine the existence of 
this relationship in the long run between variables in the 
demand function. The Johansen method concludes the 
cointegration based on two likelihood ratio criteria including 
the Maximum Eigenvalue and Trace statistics. These criteria 
are used to test the number of cointegration vectors in the 
model. The likelihood ratio values are normally calculated as 
the following functions: 

 
)Tln(1 1rMaximum   r = 0, 1, 2, …, p-1          (2) 

 
p

1r
iTrace )ln(1T   r = 0, 1, 2, …, p-1          (3) 
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where, T is the sample size and i (i = 1, 2, ..., p;  1 > 2 
> ... > p) is presented as the Eigenvalue criteria. The 

Maximum statistic will check the null hypothesis (H0) of r 
cointegrating against the alternative hypothesis (H1) that 
there are (r + 1) cointegrating vectors. In the Maximum test, 
the null hypotheses to be tested are in a checking procedure 
of the following: H0: r = 0 against H1: r = 1; H0: r  1 against 
H1: r = 2; ... ; H0: r  p - 1 against H1: r = p. For example, if 
H0: r = 0 is rejected at 95% based on the critical value and 
H0: r  1, ... and H0: r  p - 1 are all not rejected at the same 
value, then the Maximum test statistic indicates the existence 
of at most one cointegrating vector.  

After that, the Trace statistic is used to check the null 
hypothesis (H0) that has at most r co-integrating vectors in 
the equation. The testing result implies the number of co-
integrating vectors is less than or equal to r. In the case of 
the Trace statistic, the null hypotheses to be tested are in a 
checking procedure including H0: r = 0 against H1: r  1; H0: 
r  1 against H1: r  2; ... ; H0: r  p - 1 against H1: r = p. For 
example, we have H0: r = 0 is rejected at 95% based on the 
critical value and H0: r  1, ... and H0: r  p - 1 cannot be 
rejected at the same value, the Trace test concludes the 
existence of at least one cointegrating vector.   

 
 

4.2. Data Source 
 

 
In this study, we use a quarterly database collected from 

the first quarter of 2004 to the fourth quarter of 2016. The 
time-series database includes 52 observations. The money 
demand (M) is represented by M2, sourced from the State 
Bank of Vietnam (unit is VND trillions); Domestic income (Y) 
is the Gross domestic product (GDP) at the constant prices 
of 1994 sourced from the General Statistics Office of 
Vietnam (unit is VND trillions). The inflation rate (INF) is 
calculated by the Customer Price Index (CPI) sourced from 
the General Statistics Office of Vietnam (unit is %).  

The real exchange rate (REER) is calculated according to 
this formula: 

 

wit
n

1i t

it
it )
P
P(eREER

                          

(4) 

 
In this function, e is the nominal exchange rate. However, 

in this study, REER is only based on the nominal exchange 
rate between VND and USD. In our function, P (Price index) 
is replaced by CPI (Consumer price index). The nominal 
exchange rate of VND and USD comes from the State Bank 
of Vietnam, the CPI of Vietnam is come from the General 

Statistics Office of Vietnam and the US’s CPI is taken from 
the IFS database (International Financial Statistic) of 
International Monetary Fund (IMF). 

The gap between domestic and international gold prices 
is denoted by Gap_Gold. The international gold price is 
collected from the database of the Federal Reserve Bank of 
St. Louis. The international gold price in USD is converted 
into VND based on the nominal exchange rate of VND/USD 
which sourced from the State Bank of Vietnam. Besides, the 
unit of international gold is ounce which converted into the 
domestic unit of gold in Vietnam (Luong). In which, an 
ounce is equal to 0.833 Luong. Accordingly, the formula for 
converting the international gold price into the Vietnamese 
currency is reported as follows: 

 
One ounce gold  

= 0.833 * one Luong * nominal exchange rate  (5) 
 
Domestic gold price is the price of the SJC gold sold by 

Saigon Jewelry Company Limited (this is the biggest gold 
trading company in Vietnam market and is also the brand 
defined by the government of Vietnam as a national 
trademark of the Vietnamese gold standard). The unit of the 
gap between domestic and international gold prices is VND 
million. The formula defines the gap between the domestic 
and international gold price in Vietnam is presented as 
follows: 

 
GAP_GOLD = Gold price in domestic market  

- Gold price in international market     (6) 
 
Besides, the descriptive statistics and the graphs of the 

variables are shown below. 
 

Table 1: Descriptive statistics of the variables 

Statistic M Y INF REER GAP_GOLD
Mean 2713.8 158.65 1.986 6827.7 1.6917 

Median 2270.1 140.41 1.630 6496.4 1.6397 
Maximum 7052.5 334.35 7.686 8825.5 6.6642 
Minimum 397.33 71.080 -0.017 5756.3 -0.5454 
Std. Dev. 1989.2 64.727 0.0204 1034.0 1.7957 
Skewness 0.6597 1.1645 0.8794 0.7391 0.5304 
Kurtosis 2.2324 3.6964 3.6338 1.9590 2.2681 

Jarque-Bera 5.0487 12.803 7.4283 7.0824 3.5995 
Probability 0.0801 0.0016 0.0243 0.0289 0.1653 

Observations 52 52 52 52 52 
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Figure 4: Graphs of the variables 
 

Table 2: Result of Unit root test of the variables 
Variable With intercept With trend and intercept Without constant 

Money demand (M) 4.517619*** -0.083879 7.635025*** 
Real Gross Domestic Product (Y) 1.963478 0.005374 3.427746 
Inflation (INF) -3.470367** -3.635631** -2.410484** 
Real Exchange rate (Reer) -1.835591 -1.129196 -2.033896** 
Gap price between domestic and international gold price(Gap_Gold) -1.550755 -5.605466*** -0.547895 

Note: * indicates significance at 0.10 level, ** indicates significance at 0.05 level, *** indicates significance at 0.01 level. 
 

 
5. Results and Discussion 

 
 

5.1. Unit Root Test and Cointegration Test 
 
The paper applies the Augmented Dickey-Fuller (ADF) 

method to test the unit root of variables in money demand 
function. According to Dickey and Fuller (1979), the ADF 
test is chosen because this method allows the less 
restrictive assumptions for the time series in the function 
than others. There are three conditions, including (1) with 
intercept, (2) with the trend and intercept, and (3) without 
constant, are applied for the technique. However, the testing 
results show that the money demand variable is stationary 
at a significance level of 1% (with intercept and trend and 

intercept), the inflation variable also is stationary at a 
significance level of 5% (with all condition testings). Besides, 
the real exchange rate is stationary only in the without 
constant form at a significance level of 5% as well as the 
Gap-Gold at a significance level of 1% with the trend and 
intercept condition. So the results suggest there maybe 
cannot conclude about the existence of the cointegration 
relationship at the level I(0) among variables in the money 
demand equation. The unit root test results are reported in 
the below table. 

The result of unit root test shows that the time-series 
variables do not stationary at the same level. This evidence 
leads to concern that the regression results of long-term 
relationships of variables will be counterfeited. To confirm 
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the long-term relationship between the variables of the 
money demand function, the Johansen cointegrated method 
(1988) was used for the testing process. The test results 
indicate the existence of at least two cointegrated vectors 
with Trace statistics and the existence of at least a 
cointegrated vector by Max-Eigen statistics at the 
significance of 5% level. The testing result of Johansen 
(1988) method confirmed the existence of a long-term 
relationship between money demand and real income, 
inflation, real exchange rate, and the gap between the 
domestic and international gold price in the case of Vietnam. 

 
Table 3: Results of the Johansen cointegration test 

Rank null hypothesis r  0 r  1 r  2 r  3 r  4

Trace test 99.33* 
[0.000] 

55.44* 
[0.008] 

29.23 
[0.058] 

11.15
[0.202]

0.912
[0.339]

Max-Eigenvalue test 34.88* 
[0.037] 

26.21 
[0.074] 

18.08 
[0.216] 

10.23
[0.193]

0.913
[0.339]

Note: ***, denotes rejection of the null hypothesis at the 5% 
significance level. Prob-value is added in the parentheses.  

 
5.2. Correlation Analysis 

 

The correlation analysis is always considered as one of 
the most simple quantitative methods, however, the results 
are really useful to fast observe the relationships among 
variables. According to the literature of the econometrics, a 
correlation is a single number that describes the degree of 
relationship between two variables. The correlation results 
show the correlation coefficients between amongst of the 
variables in the econometric equation. The correlation 
values between variables in the money demand function are 
represented in the following table. 

 
Table 4: The correlation matrix results 

Variables M Y INF RER GAP_GOLD
M 1.0000     
Y 0.0909 1.0000    

INF -0.3786 -0.3662 1.0000   
RER -0.7957 -0.6717 0.1482 1.0000  

GAP_GOLD 0.5705 0.5337 -0.1762 -0.7055 1.0000 
 

The results of the correlation matrix analysis have initially 
shown some issues about the relationships between 
variables in the demand function in Vietnam. First, the most 
important concerning in this study is the direction of the 
relation between the Gap_Gold and money demand. The 
relation coefficient between Gap_Gold and money demand 
is a positive sign (0.5705) which shows the consistency of 
statistics with the assumption in the previous section about 
the direction of the impact of Gap_Gold variable on money 
demand in Vietnam. 

Thus, the fact that the gold in Vietnam is known as a 
means of payment or reserve but also a speculative 
commodity to make a profit through trading in the market. If 
the gap between domestic and international gold price 
increases, it means that the profit gained from the gold 
trading in the Vietnamese market will also increase.  Many 
households will withdraw cash from their bank accounts to 
make short-term gold purchases aimed at making a profit 
with the fluctuated waves of gold prices. So, when the gap 
between domestic and international gold price increases, 
people will increase the demand for money (that is, raise the 
amount of cash held in hand). In the other hand, when the 
gap between domestic and international gold price 
decreases, the opportunities for finding profit decreases as 
well, as a result, people will deposit money into bank 
accounts and the demand for money will reduce. 

Besides, the correlation matrix analysis results 
continuously show that domestic income has a positive 
impact on money demand, however, inflation has a negative 
impact on money demand. These correlation coefficients 
are consistent with the theoretical framework as well as with 
some previous empirical studies of the money demand 
function. Finally, the real exchange rate has a negative 
relationship with money demand, implying that when the 
domestic currency depreciates relative to the foreign 
currency, the demand for money will decrease. This is also 
in line with the economic reality because the devaluation of 
the domestic currency will reduce the motivation of people 
to keep money and lead to a decrease in demand for money. 

 
5.3. Regression Results 
 
In the previous sections, some issues on the structure of 

money demand function as well as the relationship between 
some variables and money demand in Vietnam have 
gradually been clarified. The result of Johansen test (1988) 
has confirmed the existence of at least one long-term 
cointegration relationship among such variables as the 
domestic income, inflation, real exchange rate, the gap 
between the domestic and international gold price and 
money demand in the Vietnamese economy. Furthermore, 
the correlation results also help to fast analysis the 
correlation relationships among the variables in the research 
model. 

Next, in this section, we will estimate the equation (1) to 
identify the coefficients which exactly describe the long-term 
relationships between money demand and among macro 
variables in Vietnam. However, in many cases of 
quantitative analysis, we are not sure whether our 
regression result is correctly specified. So some diagnostic 
tests will be done for the estimated results to confirm that 
these results are free of the serial autocorrelation, the 
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heteroskedasticity as well as the normal distribution 
phenomenon. The long-term estimated results, as well as 
the diagnostic tests, are described in the below table. 
Besides, the next issue is the question that 'Is whether the 
regression is better if adding more independent variables in 
the model?'. According to Gujarati (2004) who has a 
recommendation about adding new variables to an 
econometric model, the suggestion implies that it is worth 
adding a new variable to the model when gives an Adjusted 
R square greater, and conversely (Gujarati, 2004, p.264). 
Based on the received results, we can conclude that the 
adding variables for the estimation are good because they 
increase the Adjusted R square values obtained from the 
estimated models. 

 
Table 5: The regression results 
Dependent Variable: Money demand 

Variables Model 1 Model 2 Model 3 Model 4
Coefficient 

Constant 977.012*** 
[5.3246] 

-946.452*** 
[-3.7977] 

-787.057**
[-2.5961]

3497.43***
[3.3077]

Y  17.6601*** 
[8.7875] 

17.1944***
[8.2257]

14.7463***
[7.8785]

INF   -4807.63
[-1.1398]

-7568.79*
[-2.0751]

REER    -0.5130***
[-4.1782]

GAP_GOLD 786.941*** 
[10.495] 

389.641*** 
[6.0401] 

392.804***
[6.0480]

206.009***
[2.8991]

R-squared 0.7054 0.8915 0.8921 0.9238
Ajusted R-squared 0.6990 0.8867 0.8846 0.9165

LM test 
 

White test 
 

Nomality test 
 

7.5579 
(0.0015) 
16.7446 
(0.0000) 
1.28876 
(0.5249) 

0.5723 
(0.5685) 
2.67543 
(0.0346) 
0.02203 
(0.9890) 

0.5941
(0.5567)
1.7784

(0.1058)
0.1616

(0.9223)

2.474 
(0.097)
1.1448

(0.3605)
0.4166

(0.8119)
Note: ***,**,*: indicate the significant statistics at 1%, 5% and 10% 

level 

 
First, the evidence is quite clear when the regression 

coefficients of the variable Gap_Gold are positive in all 
estimation results of the models. This proves that the gap 
between the domestic and international gold price really has 
a positive impact on money demand in Vietnam during the 
study period. Besides, the evidence also is quite obvious 
when the regression coefficients reach the statistical 
significance of 1% level in all estimated results. So the 
hypothesis of the research model has been confirmed in the 
case of Vietnam. This evidence suggests that, if the gap 
between domestic and international gold prices increases, it 
also will raise the money demand of households because 
gold is a popular speculative commodity to seek short-term 
profits in the market.  

In fact those households will withdraw bank deposits to 
participate in the gold speculative market to earn a short-
term profit before the fluctuations of gold price. This action is 
easily understood because the waves of the gold price 
always fast come and fast go as well. So if the gap between 
domestic and international gold prices drops, the gold 
market will gradually reduce heat and cash will come back 
to the bank. So gold also use as investment channel in 
Vietnam (see Coulson, 2005). Therefore, the decrease in 
the gap between domestic and international gold price will 
reduce the demand for money. Besides, Vietnam is ranked 
in low-middle income group so the Vietnamese people 
prioritize to the gold market is clearly understood (see Liu, 
2016). To clarify the relationship between these two 
variables, a scatter graph is drawn with statistics with the 
horizontal axis as the gap gold price and the vertical axis 
denotes the money demand. The observed results on the 
graph show a clear positive correlation between two 
variables during the study period. The analysis by the graph 
helps a good link with the regression results in the previous 
parts. 
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Figure 5: Graph of correlation between money demand and 

Gap_Gold price 

 
According to the discussion of Gujarati (2004, p.264), we 

have 4 estimation results which are well presented. 
However, which result is the best one? Compare the results 
of diagnostic tests (including serial correlation, 
heteroskedasticity and the residual normality test) as well as 
the value of adjusted R-squared obtained from the 
regression results. The conclusion is that model 4 is the 
best one with the existing statistics. The regression result 
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according to model 4 pass all diagnostic tests when 
concluding that the estimated model is free of serial 
correlation, heteroskedasticity, as well as the normal 
distribution of residuals. Besides, the adjusted R-squared of 
model 4 is the largest value compared to others, which 
indicates that this is the optimal model (Gujarati, 2004). 

In addition, the regression coefficients of other variables 
are consistent with the theory of money demand function as 
well as some empirical studies. The results show that 
domestic income positively affects money demand with the 
statistical significance of 1% level. This evidence is 
supported by some previous results (e.g., Arango & Nadiri, 
1981; Bahmani-Oskooee, 1991; Akinlo, 2006). This result 
reflects that the Central bank of Vietnam needs to balance 
the money supply to match the increase in the quantity of 
money demand in the context of positive economic growth 
in Vietnam in the coming time. Nextly, inflation has a 
negative impact on money demand, reflecting the 
Vietnamese people fear and oppose the depreciation of the 
domestic currency by reducing money demand. The 
evidence in Vietnam also is quite consistent with the reality 
of developing countries which often face with the speeding-
up of the inflation rate (see Baharumshah, Nohd, & Masih, 
2009).  

Finally, the regression coefficient of the real exchange 
rate has a negative sign that implies the negative impact of 
this variable on the money demand in Vietnam. The 
increase of real exchange rate indicates that the purchasing 
power of the domestic currency has relatively decreased to 
the foreign currency. Our finding in the case of the 
Vietnamese economy is assisted by some previous results 
in some other developing countries (eg, Akinlo, 2006). In 
this case, the Vietnamese people will tend to reduce the 
reserve of the domestic currency as well as replace it with 
gold, high-value assets (such as real estate) or foreign 
currencies.  

 
 

6. Conclusions and Policy Implication 
 
Factors affecting money demand is an important issue 

that policymakers need to consider in order to control the 
macroeconomic environment of an economy. Unlike the 
most previous studies, our paper aims to study the impact of 
the gap between domestic and international gold price on 
money demand in Vietnam, which now is a country in the 
top-ten gold markets worldwide. The research results 
confirm the existence of a long-term relationship between 
money demand and explanatory variables including 
domestic income, inflation, real exchange rate and the gap 
between domestic and international gold price gold in the 
case of Vietnam. Furthermore, the gap between domestic 

and international gold price has a positive impact on money 
demand in this economy. Our finding is a significant 
contribution to the expansion of the theoretical framework of 
the money demand function in the context of large gold 
consuming countries. In addition, some empirical impacts 
found in the study are relevant and supported by some 
previous studies. In particular, domestic income has a 
positive impact on the money demand, on the other hand, 
both inflation and real exchange rate also have a negative 
impact on money demand in Vietnam during the study 
period. 

Based on the experimental results, some policy 
implications are drawn in order to stabilize the money 
demand function in countries which have a large gold 
market. Our results conclude that the Vietnamese 
policymakers need to have an annual target about the 
stabilize the gold market to minimize speculation, thereby, 
enhance stabilize money demand as well as the monetary 
market. First, policymakers need to pay special attention to 
fluctuations in the gold price in the market in order to take 
stable actions through the use of national gold funds to 
stabilize the market. Second, market monitoring offices 
need to have repressions for the speculators in the gold 
market, which can be seen as a kind of financial crime. 
Finally, the policymakers need to stabilize inflation as well 
as reduce the fluctuation of the real exchange rate, are also 
efforts to stabilize the gold market and thereby stabilize the 
domestic monetary market. 
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