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Abstract

This research aims to estimate the
narrow and broad concept of the dem-
and for money, and examine the extent
of its stability in the short and long run
during the past four and half decades in
Egypt, in order to analyze the behavior
of the demand for money and the fac-
tors affecting it, and to determine the
relative importance of each factor, the-
refore contributing to the decision mak-
ing in the monetary policy. the aim of
the research is achieved through study-
ing the demand for money in the econ-
omic literature, the evolution of the mo-
netary variables in Egypt, and then the
research uses the co-integration appro-
ach -ARDL model- to estimate the lo-
ng-run relations and the ECM to estim-
ate the short-run relations. Moreover,
the model stability is examined by (CU-
SUM) and (CUSUMSAQ) test.

Egypt's economy is suffering from
economic instability, at the national le-
vel represented by the high inflation
rate, or on the international level repr-
esented by the continuous decline in the
value of the national currency. This is
because of the growth rate of the money
supply was more than three times the
real GDP growth rate, which indicates
that the monetary policy does not suc-

ceed in achieving its goals, making a
negative impact on the level of econo-
mic performance.

The econometric model’s results
show that a long-run relationship betw-
een the demand for money and its det-
erminants exists in the long run. Mor-
eover, the effect of the real domestic pr-
oduct on the demand for money (M1 &
M2) is positive and elastic, whereas the
effect of the inflation is negative and
inelastic. Whereas the effect of the exc-
hange rate and the real interest rate is
negative on M1, it is found to be pos-
itive on M2. Finally, the monetary and
fiscal reforms have a negative effect on
the (M1) and it doesn’t have any signi-
ficant impact (M2).

The short-run results show that the
real gross domestic product has a pos-
itive impact, while the inflation rate has
a negative impact on the demand for
money with its two concepts (M1&M2).
The speed of adjustment is significant
and big in the case of M2, but signi-
ficant and small in the case of M1. The
demand for money function is stable,
the explanatory power of the models is
very high, the model has passed all the
statistical tests, then, the results are
reliable and the models are fitted well.
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60.0
%
50.0
40.0 M1 Growth M2 Growth GDP Growth
: y=-0.1455x + 19.146 y =-0.3342x + 25.703 y =-0.0677x + 6.586
R? = 0.0447 R? = 0.2247 R? =0.0939
30.0 -
20.0 H
10.0 -
' ~
00 =/—— —————————————— ——————— ————————————
O N < ©O 0 O N < © 0 O N ¥ ©W 0 O N < © 0 O N <
I~ I I I - 00 00 0 00 0 O O O O O O O O O O o o
o OO OO OO OO OO OO OO OO OO OO O OO OO OO O O O O O O O o
HHHHHHHHHHHHHHHNNNNNNN.N
=== M1 Growth =@ M2 Growth GDP growth < i)
(WD, 2012) cililys caV) 2y Jsandl calily alasinly cuald) slae) 2 jaaal)
(V) Ak Jsaa
BAAl jawg gililly QAT @patal) gal cN e clagia
(Y~\£—\ﬂv~)w\ d%w@uﬂ‘ BT
Bl Jaxa Jalza Jara sai Jaa Sl
Jara N 54l Jana ,
Afall | gadl) | adudl) S (M2) > €9 /
0 ¢ .. -
) &l (M1) % 3_ydl)
-4.1 3.7 7.8 3.1 21.7 19.5 6.2 1979-1970
-6.7 | 10.7 | 174 3.1 25.4 18.5 5.9 1989-1980
0.5 11.0 | 105 2.4 14.0 10.3 4.3 1999-1990
0.1 1.7 7.5 3.0 14.0 145 49 2009-2000
-2.6 7.0 9.6 6.7 11.9 16.6 2.5 2014-2010
-2.5 8.1 10.7 3.1 18.0 15.8 5.0 2014-1970

A(WDI, 2012) iy ep (1) sy Jsad) iy oasialy ectialdl slae) : juaal)
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2012, P. 184)
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:43all 3yl Je (5% ((Double Log Linear Function Form)
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(Y) e do
£isal) ciiad LLEN) cdales A siuans dbuasl) cls Lasy)

Ln Ln Ln Ln Ln .
RI Ex | INF | RGDP | M2/P | M1/P Variables
169 | 056 | 694 | 9.09 8.77 779 | Mean
312 | 120 | 7.37 | 907 8.90 778 | Median
1163 | 1.96 | 907 | 10.02 9.87 873 | Maximum
1040 | 094 | 461 | 803 6.96 6.66 | Minimum
567 | 1.09 | 143 | 058 0.82 047 | Std. Dev.
072 | -016 | 029 | 012 | -0.77 -0.40 | Skewness
289 | 132 | 169 | 215 271 308 | Kurtosis
390 | 552 | 386 | 145 4.65 124 | Jarque-Bera
014 | 006 | 015 | 0.48 0.10 0.54 | Probability
7596 | 25.04 | 312.45 | 409.05 | 394.81 | 350.35 | Sum
141570 | 52.05 | 9059 | 1459 | 29.82 9.76 | Sum Sq. Dev.
45 45 45 45 45 45 Observations
100 | Ln M1/P
1.00 089 | LnM2/P
1.00 0.97 087 | LnRGDP
100 | 097 0.95 075 | LnINF
100 | 097 | 093 0.89 065 | LnEX
100 | 045 | 039 | 0.30 0.30 001 | RI

2 (1) & saall cilily e Iolaie) ((EViews) lasy! galill aladinly caald) e 1 jaaal)

SV e Lo ) Gl g Cum o(Level)
o ¢ Jully ((Spurious Regression) i3l
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ol e Tian 35 1Y gl slae¥) oS
S8 wae iy e dpalai®y] eyl o
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IV Gl 3l LA e A il od s e
Ol ) g 13 oY) i) aogen]
(Sultan, <yl gy dal) ddygh LB
552 Lnaaly Saaw @l 2011, P. 71)
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(Vaz— {Error Correction Model} (ECM)
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\ 7 )
772% 6.26% _8.56% 0.00* 82.77* 2 d’y(,\%i;“"
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SEL) ]
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6.42 430 7.64 0.00 27.96 3
6.20 341 779 0.00 27.41 4

* indicates lag order selected by the criterion
LR: sequential modified LR test statistic (each test at 5% evel)

FPE: Final prediction error , AIC: Akaike information criterion
SC: Schwarz information criterion , HQ: Hannan-Quinn information criterion
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(Shahbaz, il culaayl 4)lae 48y <]
et al., 2008, P. 476)

(ARDL) 355 Aslaal Aalall 5y guall Jia
psedally 258l e thll J5¥1 & 3saills Aalally
JaY) b clbrid) 0 o et ) el Gl
CHLR) b aaaiidy laa pal) oY1y Jishl)
¢ Ul ey il o il Jalsil
Jal) 8 il o e JelSs Al a5n;
A Bypall e dade (e Jyshll

ol (saa (s 0 4y pusnal) (F-statistics) ded <l 13 ©
G s ot Al 5 LW paa saradll da el
i ld {1(1)} st S JAS3 A5 (5% v
) <l 1Y) Jial g blall 3 gaaldl Gabad Je ) all das)
e )l AR s (1(0)) il iial) JS JalSs
(Rahman & Salahuddin, 2000, Lsall 3 saad) Gl
P. 11)

:integration Tests)

P e i dal) Julall e oSl S

il iy ((Bound Tests) asaall clylial
st ¢ Al el fidall JalSill 3jala 39a5 (520
st i JaY) dlsh ADle Gl LS 1)
(Bound agaal) culylga) adiats Y o (puadsall
Ay & (PSS F-Test) Julas e Tests)
LAY Asbasy) (F-statistics) dad Gl
(JaY) gl il prid) laladd 48 i) 4 ginall
G Led 5,080 Ayl wlly Lt lie A (30
(F- ia <ailS 1318 cdlganll (PSS) il ol
il adll H5lam 4ys wall statistics)
@M (Ho) paall ()8 (b oy 4ld A saal)
o Y ik ABle dpay pre o aiy
@) (Hy) Bl (mpdll Jsy ez gl lyiaiia
b il g Ja¥) Ak ABe dsag ixy
(F-statistics) dad culS 13) Laiy . paad galll



(Yo 8 =18Y) 3580 DA jaa b aghill o callal) Ay pals

b Gl ds Jo /5

ALnM1/P, =

By + Yk B ALnM1/P,_; + Y* (By,ALnRGDP,_; + ¥¥ o B5; ALnINF,_; +

+ 210 ByALREX, _; + Yo B5iARI,_; + BLnRGDP,_; +

B7LnINFt_1 + BBLnEXt_l + B9th—1 + Ut ee ree ree res ees ees sea s owas was res res res ne

coass ey g dsailly Lialal) ALl Aslaally
spaall hlgal wili gadle (0) ad) Jsaad)
obial e alaieYL @iy ((Bound Tests)
(F-statistics) i sy (Wald Test)
wIL Al o2 a A lie DA (ra cygasnall
Agalse o (Hy) pandl apd HLoaY Lo dydsaal)
(M) daadl Gl
Hp: Bs=B7=Bs=Bo=0
Hi: Bs# B7# Bst Bo#+0

.(5)

shlall chi e Y s (K) o cos

25 W ] Lnms (b il a3l
Gl ) i (A) Al ssdlaal) 3 oy
Bii, Bai, Bsiy Bain Bsi «2h—siall J5¥)
gl ) Jeall i alal clded) S
Ly By il aall i alea ) d8LaYL
ialal) cilabedll Jisi 48 Bg, By, Bg, B
sty < il Tasll aa Jias U e Jyshall JaY
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—Pesaran, Shin & Smith, (2001), “Bounds testing approaches to the analysis of level relationships”,
Journal of Applied Econometrics, Vol.16, Iss. 3, Table ClI (iii), P. 300.
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029 347 6.77 9.46 2.7 2748.6 54 12374 116 9496 53 2263 2000
0.25 397 7.19 9.46 2.3 2811.0 35 12761 141 10592 79 2386 2001
022 4.50 6.60 933 2.7 2887.9 24 13120 123 11578 13.0 2624 2002
0.17 585 3.72 8.23 4.5 3018.1 3.2 13833 211 13416 234 3099 2003
0.16 6.20 -3.55 7.73 113 3358.3 4.1 14451 15.8 13964 9.6 3053 2004
0.17 5.78 2.36 7.23 4.9 3521.8 45 15291 115 14846 175 3421 2005
0.17 573 -1.63 6.02 7.6 3791.0 6.8 16294 15.0 15861 184 3762 2006
0.18 5.64 -3.22 6.10 9.3 4144.3 7.1 17972 19.1 17283 253 4311 2007
0.18 5.43 -11.73 6.58 183 49034 7.2 18263 10.5 16139 121 4086 2008
0.18 5.54 -5.27 6.49 11.8 5480.2 4.7 19018 9.5 15809 129 4126 2009
0.18 5.62 -5.03 6.23 11.3 6097.6 51 19788 12.4 15973 139 4223 2010
0.17 593 -3.31 6.74 10.1 6710.6 1.8 20432 6.7 15481 151 4417 2011
0.17 6.06 0.52 7.64 7.1 7188.3 2.2 21918 123 16237 143 4715 2012
0.15 6.87 -1.80 7.68 9.5 7869.7 2.1 22279 18.9 17633 271 5476 2013
0.14 7.08 -3.29 6.92 10.2 86725 12 22546 9.3 19265 126 6164 2014

( World Bank, World Development Indicator, 2015) bl e falaie Galll slae) @ juaall
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