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Abstract

The knowledge about the money demand function and its effecting factors is
the most important ubject in Examination of the effects of monetary policies
on economiy in order that the monetary policy can help monetary authorites
to achive their goals by effecting money demand.

This paper estimates the demand of money in Iran over 1350-1390 period
using co-integration and error correction methodology.

The analysis shows that narrow definition of money (M1), domestic gross
production, real exchange rate, prices level and return rate on long-term
deposit are integrated. Thus, using Johansen-Juselius cointegration approach,
the long-term demand for money is specified and estimated.

Empirical results show that there are two co-integrated vectors among
variables. In this model the coefficient of error correction term is equal to -
0.52 which is found statistically significant. This means that 52 percent of
error in each period will be corrected in long run trend. Also we find that the
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income elasticity of demand for money is equal to 1.82 which shows that
one percent increase in income, lead to 1.82 percent increase in money
demand. The positive income elasticity of demand for money is consistent
with related economic theories. Moreover the coefficients of rate of return
on long-term deposit and real exchange rate equals -0.82 and -0.34
respectively, which shows that one unit increase in return rate on long-term
deposit and one percent increase in real exchange rate, leads to -0.82 unit
and -0.34 percent decrease in money demand that show substitution of
money in lIran is confirmed. Finaly results showed that money demand
function during this period was stable.

Keywords: Money Demand Function, Error Correction Model,
Cointegration, Stability
JEL classification: P24, E51, E41
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