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Investigating the mechanism of monetary tansmision,
considering the microfoundations in money demand, may
propose contradictory policy versus macroeconomic theories
since households do not hold money equally. Such pattern of
behavior can be explained by the new Keynesian literature,
which presents micro-based models with the behavior of
heterogeneous economic agents. Evaluating the stability of
money demand plays a critical role in economies dependent on
natural resources due to nature and effects of shocks, role of
money substitute assets, and developments in tradable and non-
tradable sectors. Here, the demand functions of real M1 and M2
balances were extracted using microfoundations and then
estimated by three methods of ARDL, DOLS, and GMM based
on quarterly data of the Iranian economy during 1988-Q12022-
QL. For this purpose, the composition of the common monetary
aggregate money and gquasi-money was revised due to the liquid
nature of some quasi-money components in the economy of
Iran. The present study aims to examine the variables affecting
money and broad money demand in the short and long term,
especially aternative assets such as foreign currency, housing,
and other durable consumer commodities and expected
inflation. The results indicate that the structural stability of the
demand for M1 and M2 during 2010s is considered as doubtful
and warning. Based on the error correction coefficients in the
ECM models, eliminating the effects of a shock and returning to
the long-term trend for M2 and M1 demand lasts about 9 and 5
seasons, respectively, meaning that the effects of shocks on
broad money demand are relatively long-lasting compared to
narrow mone)éé_ demand. Overall, selectin _monetar%/1 gregates
as the intermediate target of monetary policy can chalenge the
economy of Iran.
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