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r -4.173621* -4.058611** -4.183922* -4.060861**

*, **indicates significance at 1%, 5% level respectively.
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ARDL Long Run and Bounds Test, ARDL(2,0,0,0)
Variable Coefficient Std. Error t-Statistic Prob.
Y 4.448453 1.217883 3.652610 0.0007
P 0.170766 0.082816 2.061994 0.0450
R 2.678215 3.460999 0.773827 0.4431
C -17.72966 12.39675 -1.430186 0.1596

F-Bounds Test

Bound critical Values (Restricted intercept and no trend)

F-Statistic k
Signifi.’IO% Signifi.S% Signiﬁ.’l%
(1) 1(0) (1) 1(0) I(1) 10)
5.306143 3
3.2 2.37 3.67 2.79 4.66 3.65
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ECM Regression
Variable Coefficient Std. Error t-Statistic Prob.
D(M2(-1)) 0.483695 0.090406 5.350230 0.0000
ECT(-1)* -0.178102 -0.957271 5.374849 0.0000
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(4) 02y Jga
:Breusch-Godfrey Serial Correlation LM Test
F-statistic 1.214032 Prob. F(5,45) 0.3181
Heteroskedasticity Test: Breusch-Pagan-Godfrey

F-statistic 1.214032 Prob. F(5,45) 0.3181
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Money Demand Function in the Egyptian Economy: Stability Testing
and Economic Implications

Ibrahim Mohamed Ali Alit

ABSTRACT

The stability of the money demand function has a significant importance at the stage of formulation and
selecting variables targeted by monetary policy to achieve its objectives accurately. This study applies the
ARDL approach in testing the cointegration between the variables of money demand function. It also examined
the stability of the relationship between the quantity of money, the real per capita income, the interest rate, the
general price level, the CUSUM and CUSUMAQ. The results confirmed the stability of demand for money in
in Egypt over the period from 1965 to 2017. In light of these results, it could be argued that monetary policy in
Egypt is likely to adopt a policy of direct Money Targeting instead of applying the inflation targeting policy
which appears to be effective in the case of instability of demand for money.

Keywords: Cointegration; stability testing; inflation targeting; money targeting; monetary policy.

1. Department of Economics, Faculty of Business Administration, Shagra University, Kingdom of Saudi Arabia; Sadat Academy for

Management Sciences, Egypt

Received on 24/2/2018 and Accepted for Publication on 13/11/2018.

—222-



