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Abstract

In this paper we investigate both the long and short-run relationship between real
money balances, real income, inflation rate, foreign interest rate and real effective
exchange rate with reference to Yemen over the period 2005:01-2014:11 using ARDL
approach which is a newly developed econometric technique. The estimated results
indicate that in the long-run real income, inflation rate, interest rate and nominal
exchange rate have a significant impact on real money balances in Yemen. The
dynamics of real money demand show that the effects interest rate and the exchange
rate are much smaller in the short run than long run. The results also reveal that the
demand for real money balances in Yemen is stable. The a stable demand for money

function is essential for the conduct of effective monetary policy.
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Dependent Variable: In(RM,)

Regressor Coefficient t-values p-values

In(RY,) 0.9956 6.1920 0.0000***
INF, -3.6805 -2.7014 0.0080***
In(Ex,) -0.9320 -2.1437 0.0343**
In(TB3,) -0.1498 -2.5958 0.0107**
constant 3.4913 2.1053 0.0376**
trend 0.0037 8.1077 0.0000***
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Dependent Variable: Aln(M,)

Regressor Coefficient t-value p-value
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Trend 0.0010 4.8955 0.0000***
adj R*® 0.4175
SE of Regression 0.0199
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