eI Ugo + AUl Lawlyo Jaglall Ja¥1 3 Ly 1aTu ] g Lpasgia ot a5l e callall Al
ol gle mlm/a-g}la.lld{aa adly /o

Jslalt (¥ By Wikl g lgaggde (p 39l s callall A
Cgsdl Agd : Al dwlya
@) onall Juda Al /i)
@) Sojlall GH all s / ypia !

Abstract ;

This study aims to investigate the stability and
behavior of the money demand function through the using
of money in the narrow and broad sense and the currency
circulating money (The payer of fiat currency transactions is
particularly important with regard to the demand for cash,
which is used as the common method of payment for cash
transactions in the country), in the form of different
monetary masses (CR, M1, M2). Then, analyzing these
different forms of money using the technique of unit root
test and the least squares method technique to estimate the
function and using the Chow test to examine the stability of
the money demand function.

This research provided us with consistent evidence of
a stable linear relationship between the money in the narrow
sense and the level of income and opportunity cost (interest
rate). Also, the results of joint integration indicated that the
real money mass is not permanently moving away from the
expected levels in the long-run. Chow's test confirmed the
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stability of the money demand function when using the
money in narrow sense (M1) in the State of Kuwait. The
results confirmed that the elasticity of demand for money in
the narrow sense (M1) in relation to income was close to
one, which means the effectiveness of monetary policy
according to the assumptions of this function.
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1) Q1:0120 - Q4:2020 :(Stationarity Test) csSed) JLEal gl (1) Jsal

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

YALAN - V,6% . LA VLAY . M1.
Ve - V,6¢ - V,¥Y - v 44 - M2
T LAY - 1LY - LAY - CR:
VY0V . L £,V - (AR Y
VY. V,00 - 0,£Y - VLAY - Rt

)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: X t =
a+ p xt-1+bs,xt-s+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 for t is

—2.89.
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