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Abstract ;

This study aims to investigate the stability and
behavior of the money demand function, by analyzing data
using the technique of unit-root tests and the technique of
co-integration to explain the behaviors of the variables of
the function of demand for money, in addition to using the
method of Ordinary Least Square to estimate the function
and the use of the Chow test for the stability of the function
of demand for money.

This research has provided us with consistent
evidence of a stable linear relationship between money in
the narrow sense, income level and opportunity cost
(interest rate). Also, the results of joint integration indicated
that the real money does not permanently move away from
the expected levels in the long run. The Chow-test
confirmed the stability of the function of demand for money
in the State of Kuwait.
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Dickey-Fuller Test Augmented Dickey-Fuller Test

Variable

First Difference Level First Difference Level

Constant and Trend Constant and Trend Constant and Trend Constant and Trend

-10.54 ** -1.23 -6.21 ** -0.94 M1,

-11.78 ** -0.84 -7.55** -1.02 Y

-10.15 ** -1.29 -5.85 ** -1.94 R¢

(1)Notes: Ml is real money balances; Y is real GDP; R is the rate of return.
In is the natural logarithm and A is the first-difference operator.

Augmented Dickey-Fuller statistics are from the regression:
Kk

Xt=a+pXt-1+st bsAXts+et

where X t is the pertinent variable; k the number of lagged first
differences of X t included to remove serial correlation in the
residuals. t is the t-statistic. The test of the null hypothesis

that p = 1. T is the number of observations used in the

regression. k is chosen by the final prediction error criterion
given in Akaike.

"*" indicates significant at the 5 % level. The 5 % critical value

fortis—2.89.
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