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Estimating the Demand for Money Function in Egypt
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Abstract:

The current study aims at estimating the demand for narrow and broad real
money balances in Egypt by employing the Autoregressive Distributed lag
(ARDL) approach and bounds test during the period (Janudry 2005-December
2019). Two models are estimated where the first estimates the demand for narrow
demand (M1) while the second estimates the demand for broad money (M2). The
independent variables include the real industrial production as a proxy for the scale
variable whereas a number of variables are used to express the opportunity cost for
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holding money. These variables include overnight interest rate, expected inflation
and exchange rate. The results revealed a cointegration relationship between the
included variables in both models. Additionally, both exchange rate and industrial
production have a positive and significant impact on real money balances in both
models. On the other hand, expected inflation has a negative and significant impact
on real broad nioney balances whereas interest rate has a negative and significant
influence on real narrow money balances. Furthermore, the impact of the latter two
variables is weak compared to the impact of both the real industrial production and
exchange rate. Moreover, the results indicated the existence of error correction
term to adjust towards equilibrium after a deviation from the cointegrated
relationship. Thus, it takes around 13 and 19 months to adjust towards the long-
run relationship in both models respectively.
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