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Abstract

An overview of the policies announced by the central bank in various cases
indicates that the demand for money is one of the key concepts in the analysis of
the Macroeconomic. According to the criteria of macroeconomics analysis, there
are important features of money demand that can mainly affect the efficiency of
monetary policy. One of the most important features of money demand is
stability. Monetary policy refers to the adoption of measures to control and
regulate the amount of money in circulation to achieve desirable economic goals .
This study examines the efficiency of monetary policy and money demand in Iran.
Data have been collected annually for the years 1990-2019. Hence, first, using the
Nonlinear Auto-Regression Distribution (NARDL) model, the asymmetry of
money demand with respect to changes in inflation has been investigated and
proven. Then, using the Vector Auto-Regression (VAR) model, the effectiveness
of monetary policy efficiency despite the asymmetry of money demand with
respect to the positive and negative shocks of inflation has been studied and
analyzed. The results show that positive and negative changes in inflation rate
will change the money demand asymmetrically. Also, the effectiveness of
monetary policy efficiency in relation to the asymmetry of money demand
changes along with the positive and negative inflation rate.
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Extended Abstract

1. Introduction

Today, money and the demand for it are
the key issues in the world's economic
schools, so that by examining the demand
function of money in a country, the
economic situation of that country can be
analyzed. In fact, economic policymakers
can adopt appropriate economic policies
with the right understanding of the money
demand function. Adopting appropriate
and efficient economic policies is
important in achieving the economic goals
of countries. Economic brokers react to
changes in economic variables such as
inflation and the demand for money and
assets. This, in turn, affects the central
bank's monetary policy. The stability of
money demand is one of the most
important macroeconomic criteria
according to which money will have a
predictable effect on the economy. When
the demand for money is not stable and
does not show predictable changes,
central banks will lose their ability to
implement efficient monetary policies and
anticipate the effect of changing the
amount of money on other economic
variables, and the possibility of
transferring the demand for money will be
strengthened as an independent source of
disruption in the economies of countries.
Money demand function is one of the most
important macroeconomic relationship
helping the monetary authorities to
understand what changes the motivation
of economic agents to keep money. Thus,
the monetary authority can decide how to
achieve a more efficient monetary policy.

2. Research Methodology

In this study, after collecting the data, the
model has been estimated using Eviews
Software. First, to ensure the absence of
false regression in the model, the Phillips-
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Perron unit root test has been used. Then,
we used the NARDL model to examine the
effects of rising and falling inflation on
money demand. According to the results,
whenever the inflation rate increases by
one percent, the demand for money
decreases by more than 0.03 percent.
While inflation decreases by one percent,
the demand for money increases by about
0.02 percent. Thus, whenever inflation
rises by one percent, the demand for
money decreases. Moreover, when the
inflation rate decreases, the money
demand will not increase. Also, the VAR
model has been used to investigate the
effectiveness of monetary policy in
relation to the asymmetry in money
demand. The results of the Phillips-Peron
unit root test show that all variables were
stable after one order of differentiation,
because all the unit roots were located in
the same circle.

The degree of co-integration between
the model variables was also tested using
the Johansen-Juselius method and
confirmed the existence of a co-
integration vector in the model.

The instantaneous response function
of the model variables shows that the
monetary policy with a positive impulse
of inflation had a positive effect on the
value added of the industrial sector and
led to an increase in it. This increase
reached its maximum in the second
period and then had a downward
direction and dampened.

Monetary policy with a negative
impulse of inflation had a positive effect
on the value added of the industrial
sector as well. However, this effect was
less compared to the time when inflation
increased. It first led to a slight increase
in the value added of the industrial sector
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and then decreased to zero with a
downward trend.

The analysis of variance related to the
value added variable of the industrial
sector shows that in the first period after
the shock, 100% of the changes in the
value added variable of the industrial
sector were due to the variable itself,
while the share of two monetary policy
variables with positive and negative
inflation rates created during this period
reached zero percent. In the second
period, after the shock, the share of the
variable monetary policy increased along
with the positive and negative impulses of
inflation caused by the changes in the
value-added rate of the industrial sector.
Until the twentieth period, the share of
the changes in the variable itself
decreased to about 54.65% while the
share of the other variables increased.

3. Research Findings

The results show that the money demand
changes asymmetrically when inflation
rises and falls, because the results of the
Wald test showed that people reduce the
demand for their national currency when
inflation falls.

Using the Juselius co-integration test,
the existence of a long-term relationship
between the research variables has been
determined. The results of the
instantaneous reaction function test
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indicate that the efficiency of the
monetary policy changes due to
asymmetric changes in money demand.

4. Conclusion

According to the findings, the research
hypotheses based on the existence of
asymmetry in the demand for money in
relation to positive and negative changes
in inflation and the change in the
efficiency of the monetary policy in
relation to asymmetry in the demand for
money are not rejected. Thus, this
asymmetry in the demand for money can
change the effectiveness of the monetary
policy. It is therefore essential that
policymakers strive to adopt efficient
policies that are appropriate to the current
situation.
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Response to Generalized One S.D. Innovations + 2 S.E.
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