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13 243 27.9 10.1 14.8 46.1 11 2429800 268109— 733350 465241 0.62 2.9 2015/2014
12.8 25 28.4 10.4 16.6 48.1 12.1 2709400 326356— 817844 491488 2.09 4.3 2016/2015
12 253 28.9 13.8 33.6 55.8 10.7 3470000 372758- 1031942 659184 2.1 4.4 2017/2016
11.8 26 29.5 29.5 37 79 9 4437400 423273— 1244408 821135 2.03 4.2 2018/2017
10 26.3 28.9 14.4 33.4 92.6 8.4 5322300 434832- 1424020 989188 3.19 53 2019/2018
7.8 26.2 28.4 9.2 34.4 109.3 7.2 6162600 440135- 1574559 | 1134424 3.5 5.6 2020/2019
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2019-2003) 5580 JMA jaa A Ll ALl J gualyly doadtl) ALl ciligSa gkt (A-3) ad) Jgia
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diia O galally padl)
y .. M1
sall) Jara .::: o I\I\;Ié s salll Jama | Aol gl g | € A gl )| gl Jara M2 )
Al Alaally Eraall Sl
%17.9 317050 175 %8.2 18945 %14.1 48258 %16.9 384262 2003
%12.7 357305 17.8 %14.4 21673 %15.9 55933 %13.2 434911 2004
%13.1 404199 18.2 %23 26656 %12.7 63029 %13.5 493884 2005
%11.6 451082 19.5 %31.4 35035 %17.8 74239 %13.5 560356 2006
%17.8 531398 19.8 %26.8 44430 %17 86860 %18.3 662688 2007
%12.2 596085 22.2 %48.4 65923 %20.5 104656 %15.7 766664 2008
%8.7 648220 22 %1.6- 64845 %9.1 118146 %8.4 831211 2009
%8.5 703419 23.3 %21.6 78831 %18.5 135209 %10.4 917459 2010
%8.1 760704 24.6 %2.5 80820 %24.2 167887 %10 1009411 2011
%7.8 819898 25.1 %0.4- 80483 %15.6 194027 %8.4 1094408 2012
%16.1 951986 26.5 %28.1 103089 %24.2 241011 %18.4 1296086 2013
%16.2 1106047 27.1 %35.5 139698 %12.4 270856 %17 1516601 2014
%14.5 1266457 28.3 %47.7 206366 %8.1 292699 %16.4 1765492 2015
%20.1 1521565 27.4 %9.6 226082 %18.5 346853 %18.6 2094500 2016
%45.3 2210766 24.2 %27.6 288369 %20.8 419058 %39.3 2918193 2017
%19.1 2633747 23.7 %32.4 381717 %4.7 438857 %18.4 3454321 2018
%11.6 2940080 23.9 %19.4 436329 %11 487233 %11.9 3863642 2019
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Abstract

The dissertation aims to analyse and estimate the determinants of
demand for narrow and broad real money balances, i.e., M1 and M2, and
to explore the relationship between the demand for money and the
effectiveness of monetary policy in Egypt. Thus, it presented the
economic theories that investigated the factors that affect the demand for
money. In addition, it explained the objectives, instruments, and
transmission mechanisms of monetary policy. Additionally, the study
analysed the link between stability of money demand function — as an
intermediate goal- and the monetary stability as a final goal of monetary
policy. Furthermore, it analysed the main developments of
macroeconomic variables as well as the monetary policy changes in Egypt
during the period (2003-2019).

The autoregressive distributed lag (ARDL) cointegration technique
(or bounds testing) is applied onto monthly data, extending from January
2005 to December 2019, to investigate the existence of cointegration
between the demand for real M1 and M2 and its theoretical determinants.
Employed independent variables include real industrial production as a
proxy for economic activity, overnight interest rate, expected inflation,
and exchange rate to represent the opportunity cost of holding money. The
main hypothesis encompasses the following hypotheses: (1) the interest
rate channel is less effective than the expected inflation channel in
influencing the demand for real M1 and M2, (2) the exchange rate is an
effective channel in determining the demand for real M1 and M2, and (3)
economic reform program, implemented in 2016, has resulted in a fall in
the demand for real M1 and M2,

Two models are estimated for modelling the demand for real M1
and M2, respectively. The results confirmed the existence of cointegrating
relationship between dependent and independent variables in both models.
In the long run, signs of the estimated coefficients are consistent with
prior theoretical expectations. Concerning results of the estimated models
in the short run, the error correction term is significant with the expected
negative sign. The error-correction mechanism indicates that if the
demand for real M1 and M2 deviates from its long-run equilibrium path, it
takes about 13 and 19 months, respectively, to return to this path. Long-
run coefficients of exchange rate and the real industrial production are



found to be positive and significant for the demand for M1 and M2. The
long-run coefficient of the expected inflation is found to be negative and
significant for the demand for real M2, but insignificant for the demand
for real M1. Moreover, the long-run coefficient of interest rate is negative
and significant for the demand for real M1, but insignificant for the
demand for real M2. Thus, the first sub-hypothesis is to be rejected in the
first model whereas it could not be rejected in the second model. In
addition, the exchange rate is found to be the most important variable in
representing the opportunity cost of holding money in the long run. This
implies that the second sub-hypothesis could not be rejected. An increase
in the exchange rate results in a rise in the demand for real money
balances, which can be explained by the wealth effect. Findings indicate
that the third sub-hypothesis could not be rejected given that the economic
reform program, implemented in 2016, has resulted in a fall in the demand
for real M1 and M2.



