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Analyzing the Long—Run Demand for Money and
Its Stability in Korea: An ARDL Approach
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Folo] mEA] = F3lol tigt 4871 712 0= ofgA B, F4E 38
57t AR gt A2 A9 o JHAL S stuglct 53], IA RS
HIES) g2 =7heo] Sk BRAIE AlFste] fitte HolA Seleaol tigt A7
ARZBASE BofollA] F- Q51| thFolA giet. T2t 1980 0% F8Ap3let 38
ZlAlo] ool A TRt F8-Ee] WE el wet SEkE A Fa gl dis
2 Hjo] Igiet. oo 1998l fEluzte o2 v w7HEAd B3k BHAIE
27|t FEiSAl B7IRMEERAIE Aslelrt. olF Salao] thit A= Aukae
2 YA AL & 4 ek

T2 200040l S0 A8 AE7E 7127} ASEEA E7RPIEEA] o] o
gt oJu|7} EJsL7] A1Zkstgiar, 2008 22 F-8-917171A] WiletEA g2 S4 A
4 STl o ol faskA| eftke ool v A|E A A ol
2014). B 22 SIS FH3N] AT Hete s F2 242 B DA AR
oF FERfe} ZYE TloldA 5 HIAEE FepgAsdo] 45X 48U &
3|, AR A S T JHaTEGE F92YY TEgeR =3 i
B3l APl f57dE AA SEIHE HollA 7129] g AE didE. E& o2t
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B R 717kos QIS Yehd & Qle B9 ISAI] "t AAIE 249 EAIRS
ot} 124 olF A-E0] 1Y) ol Ei= o]F FHiE 5 7RIS thde s
HA4E SRSkl Utk oA Hoh AARA ZRdoA 7] 7ig o] Sl asheet 11 Qb
e vFAL sk Hlols AV A2 4 Sl ololl & A7k selele] ATl
3 AL FYAAS A E 1A B47]7t0] Bt B 1970~20219S tiACE 92
et 53k, olAkg, E7MGE 5 AIAIE AmE AR

B 89S A= AR B shRl Meltzer(1963)= B3K-a7t A4 9 A%
(e L ABZERD, ofke, 18 758 o B ol2fdt 119 A=
Sl=a 7} AR $20] Wgg A% = 11 7t QP Aoleh= Friedman(1956)9] 5%
of 7|zt 2y ShElaeigol ol dAste] kol titt £50] JE =5t
A FJAAES] EHAS 1.82 343t Friedman(1959)9] AFA70] Meltzer= &S
ZHEED olofl thsf = Sh|E-fofl tiet 7]3]H8-2 & Q1418 Baumol-Tobin®] ¥4
= Hgote] B3l2.9] FpollA 3(-)9] TAE 718 olAREe] HdE Al AwEYL
ok = 242 #1380 1900~195899] AIAE AAaE ol8stl o, shztarel Apit 3
(7)) oA R&(H 2 E) 7 BAE log-log FEIQ] PO 2 sto] B3I a3 5
SIAT. 71 At Foto] High At e S5 R of walo] WAQlo] 19 gtz ]t
gHo|gloH, o2& TP AR FoulotHA 2 £ digohs ()9
ol k. e, Sakgo] FoloA Folg jEs o|xk&2] §HEl4do] Aotx|= 33k
< Holqloh

M, Lucas(1988)= Meltzer(1963)9] 75 HiEo=R ZEA77H A5t
1900~1985¢12] A|A|E AtaE E-8stoirt. T18]al FokR0f ot = Meltzerd]
AFoMAE AefH o g Hed AHASE 14 d e+ gl A5HS AMES 1125
t A= ol Stk Lucas(1988)= &3¢8% 787 #-s)o]
1) Meltzer(1963)= Friedman(1959)°] F7gataA} sh= B8k A7]|9Htime deposit)

T XA EASITEA B71dEe AlYAE Aol e A5HE0] U 4 9

A0 sl Qg 7
2) Lucas(1988)% A5Hel Fasto] £5WR0] AARro] bl wisf A7]HE] o

gol Bkt 27| Sitke ¥ AAsheA o2 uealth YHASHTL o £2

Al
% QIERL Shgiek. ol thel & it BEshE ASWSS Audt HP WeiE So) WA
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Meltzer(1963)2t= THEA o|Zke M= 7|7} ofd 6711 CP 915 SHSE & ¢
7] oXR &S ARESICH, 211 FEPZL ofd sEHSsE ARESie] M1 E3te] tid
0.05~0. 1] sigsh= oI*&2] E&=d(semi-elasticity)& 5Tt o] s=2]°] B7}5}
A} Sh= oA (%) 2 F9HH S oR ke oMY ojxfe HE S 1 4 3l
o T3t Lucas(2000)= 1900~1994 A|AE Atz tisfl log-log FEIS] 318 =
F= 710 = 11 45 9 oxkg ©eido] 217} 134 0.5¢Y W s AF&o] 7P Fekeith
3L 513AH: oof 2 Aqte FEuEY] Eeka 3ol HisiA . Lucas(2000)7F AAIRE
45 9 ol gElio] A EE=A| ERlstalA} etk
S, 1980~1990¥HE SolA A Bkt H o4 P A0A] Yths= ol
7F A71=U=H, ololl B3l M1o] A&t SIA|#IX|] thet =217} St 7+
19809 o} A3} A AFAAE SR S84l UehtiA Sk A ®
M19] /dAo] F33} gepFiet. olof tiet ZAR FA| HAIYS X a5S4lo] wet A=
& T87dE0] v SAIEET, g w8 3E2] A0l MIYol= o]Zo] M1 A3
A= HFF =] odths M2 S 4 Ut 1 A3 F49] GDP tiB] M1 Hl&o] A4
O & UolxA| == Z2AE YT TEt M1 $4H0E 3 B3l a3k0] E9H o]
e 12 ARESigiE Mio] ¥ SeRIEEA B ol RashA| fsto] UEhd Aito]
™, Teles and Zhou(2005):= SF82% B3l 3E fl8l 1980 o]%of tsirl=
71E M2 diAlld Mz FElol S8kl Bashks T4l ool AN A=
S5l A #= MZM(Money Zero Maturity) O & M1 QIAIE &S &= 9lo] v7|7}
A 091 F88ES 718t FEiolttd) Lucas and Nicolini(2015)% B3k=a3k:
o] QMg/dat st Miofl iRt Mz Sk A3 NewM12 AASI%=H], ol 71
Z29] M19) AFEEHR FAYEFA 9 Money Market Deposit Account; MMDA)
< Z3ASh= Aol
A A4 GDPE 3ttt 2 ol=fst A4 A3 GDPE S8ke89e] He= A
8% 23, Lucas(1988)9] 2ek= 22 s $3l4=89] I&A7F Ad GDPY| AAgh
=3 E’\}iﬂ"qt}-_@} &R Hct o EX& Yobx AF GDPY| AARgES Eskradel W

3) MZME Mlo] AEAHAZMMDA E3Hy H7|FGAIFHE(Money Market Mutual
Fund; MMMP)Z 3315t &ejo|ch
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529 A7 TAL} Qg g0l gt At oM = gis] 1
AR 3E Z27oke Aok U ATE St v = F2 A 5l
o &} A& GDPE} o] HSE Aeki4E 1 Ao] 7B golglon o5
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# QPgHQAE 2 A7l
olefet AT Slslel Bl FHATE 2 178 AAD A2E o] g, o] F
231994 1972.3~1993.387] 5249] AAL A4S 0lg3te] Johansen B

(co-integration) 7733} WE @ X}=F X F(vector error correction model)& 0]-8-9]

o A1 3, AU GNP, SAFR0)E, 2 olZolate 1k 17e) A7l Fgee 2
Astoict. T, 471Gl elgolates] et 24447 BAH R olstA o
of 4 Fal, 47 GNP, SPAIolE 7 348 AHS thi] AAlslgict. ol s
BSE 1 71E0] AT HolF, Balead] that 45w o4 0
248 2174 1,13, 1.28% F4319h

E0150340] 253} o] 59| 7R o] 2 WeE F715le] Baa 0] ]

X S AR A750] T 9tk 1 % 948 HTH2000)E TIF M1 A vt
o B5500] 7|4 WAS Asnoked), g | Rugo] sha U2 B3ty
S W D B 10] PHe A GG AL S YSS HelRolt. oloh 44}
317 3k FAAQ002)E B0 3H40] 4714 AS W] $istel A2 M1z
M20] Thel A HEsAET ARMIAIA|S/PPI 59] FLES0} o482 7|2
o2 & ¥ ShA AR 2o 44 ARSE WeS W Lol o5e
1980.1~1998.4%7] AAG A4E ol83to] 7hAler 71910 B Eolas TAE
9 oAYRFL ol galo] 2gaioict Eet Aol ()T A2 et e
& 2457] 919 GARCH(1,1) 232 B8319ch. B2, Basasko] 4714
B2 wely] o) BeHAe A AERES Tk Fo] U ATE 4L 5 9]
o, Baiat AAA0R Pgaoleki S g1 Baleao] thet o]
RS 150 23, o]0 SR 99 FLoR Ueitout, Lyt W]
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we} kel o] 7]l o]t 919
Q4318171 4(2008)2 1999.1~2007.79 7+ L8 AAD A2E ol8slo] IMF 28
), Seluet BaRas

M2 80] thet Feizl2e] sepgol ankT sigict. TRk 54 R REAEoR £
o FEAYSIHT FY- 749200248 GARCH(L DE S48 A2 9 2seold
15 Wil iRt Baleat BEsita stk
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HH, A¥A(2001)2 1980.1~1982.28712F 1997.3~1999.28710] 42 M
A1Z(the case of the missing money) A4S Argotal B5k=Q0] tist o=
T U= v AFAAL B S TFd=t, o] A7 94 Sk 8.9 A7 14 %
glo] gopal o = Qlrh. = s A A2 #1719 Chow H4¥ Johansen
Ao 7 EAEE AAsEA e, ol 745 ] $18 Hansen(1992)¥ Seo(1998)2]
A AR ARSSIAH: o] AR A71wtE Al "] JoJTH S TS
B F2HE AHAE ARESke Aol olef B2 AIgYe] At AHA(2001)

g S711% QPFg/del thet JFE @l

2 A7e e are A7A AFUAS TH] Hste] AISAARRE R
(Autoregressive Distributed Lag; ARDL, ©|s}, ‘ARDL ©|2} §h) 233} o]& vig oz
714 TA, & F8E] ddt bounds F4E AYS AR £ A9 ARDL 23
off 71x3t HIR2 7129 4% A4 9 AR g o R Hdshs o] AIEH
AR} A ZA) 502 AAIE Ao o7} S| 2 - A7 18A A RS
ghs|= 9] A7 1S 4= dok= F mjlEo]tHGhouse, Khan and Rehman 2018). ©]
o]l thsh AHA(2001)% 71&2] Johansen(1988) 34 H7go] A|AE Zol7t &2 4%
1y Ado] wpe} 847t WIS 2EiE AASHI olFk 719 Ay g
2] sokra o] 714 BAl sl slolA= ARDL 2= AR A527F ATHT
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<E-ol9Igh 2007: Ol¥A 2018). °lF AT T I oWEH2007)> F2kF Aol
gt 2349 =2 HAet Esto] IMF 9J$H)7] ASo] 44 AM13 AIM2 25
oA QAR A7t Y AT AL I 0] (2018)2 1996. 8~2016. 8
o] SEuet €l AlmE gy & ARDL 23 bounds &2 A4, 12|l ZHRREA]
= AAIsto] B3l M22t S-6713-5/d(Lholl sl QP84 Ql A7+ BAE EAkE
HojFQlt}, 1183l o] = S3kF W] Higt 45 ©EAS 12 ASlshaL, oAk ©E
3 HHOE UeheE HofFgit

2 1529] ARDL 2@ 71%3t 343 47|+ BAIRE #5109 Pesaran, Shin and
Smith(1996)9} Pesaran(1997) Johansen(1988) 3-21% 7ol thet theto& ARDL
SRR AZ AN 7129 Johansen 38& AA-Z 7S 2+ 1 o9 7]
k2 4] g VAR B9 3AISH] Ziiolet & = et o]ofl thsh Pesaran(1997)2
A4l9] o] o|2o] w2 ARDL 2g A4 i AA7|8A /0l 7|29k &5
I3} Pesaran and Shin(1999)2 7|&9] Phillips-Hansen2] &84 2| 4X55(Fully
Modified OLS; FM OLS) H|w5lHA] ARDL E ol wet 71+t g AE Uetdi= &
AArE2 49 LA (consistency) 0] O EEA] HfZAREEE o185

M S o s Aol AL STt of&e] Rl ek Wl AAGA &
Ao] [(0) = 1(1) 259 284 4= ok 319th Pesaran, Shin and Smith(2001)=
Y| 719t WAL Tste] MeE] AAGA E40] 1(0) = (DA 224
2 o) 4714 BAE B5l= bounds 38R AAE /LS, o] A8 F- % -4
g ARl 7123t olF SABY} wsto] A71wE WAV flvke AR HEstol B

Foll Z3H AAE 571 10) E= (DJAAICE BARlC] ST HESAZol vlEEAY
ol @} Pesaran et al.(2001)2 1(0) E+= 1(1) FHE| Z2to]l Ftoh= ZAH AAAIE A
SOt ol2et YAA ALz 10), (1), A= Bl A7dtE ¥A 62 =7 =
oh= thdst TR Aol 7ozt 82lskH, ARDL E32 A71+3 #AE
ol ol AALG ®pEo] BT 1(1)¥E 7Fgsh= Johansen?] 321 HH T AlAE
Apgo] o7} Al AAE W40 270] 1(0) Ex= I()QJAA7F 24T v 1 -840l
] Aohal s
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B AFE o33 o] A" IFoA AIAIE Akwet Bskrao] e =95t
[l A+= ARDL 283 A2 GDP, H5 o|x}g, QlEdo]A, & ¥ 52 0|83
T ASEA rgS AARHEY. [VAOIAE G A8 22 28-S ¢t bounds &

2 A= S 0] 714 BAI9} PYAE B4 5H Slsl Rk BASAIRNAH
(ECOS)ollA &=k, GDP, E7H3#(GDP H&eole]), dge] gha 59 AABAR®
£ I A= FHE FESP] ARGS9 EAVIEE 7|EdTtE g
1970~2021'd°[ck. ofe} FAste] F3lf M2 H40] 39 Fh1-230] 1986\ H A%
SEAL Qo] & ARe] RAZIEETE Fth o]F HelaiAt 2 A= 1970~19850
3l Benati, Lucas, Nicolini and Weber(2021)2] M2(Broad Money)S ZFA|ZL}4)

BE oA W= 323 ECOSOIM e E5E(19), CDO1Y) R CPO12)
wel, T4 52 52 52 4 3=t olF W B 19909 o] e AlFEAl 9l
t}. o]o] & A= 19909 oA oAk AHmol HisiAe =AlE S 15 (IMP) ] =Ale-8
E7) dlo]eH|o]A(International Financial Statistics; IFS, ©|5}, ‘IFS g gHE 0|85
o I A=mE Y55

of=et F Apz 9] Agtol tisf IMFS] IFS} 3t=-28% ECOS7} Al53h= oAk HE
vl w3t Ay} TFSQ] discount ratex ECOS7} Algol= 42349 (AH)PR1E, money

market rate= FEHE ZF2(19), deposit ratex= CD &&|, government bond rate

+ 471 =A== SET AR ol o2t 7%l S5 1990dH] ol ofAkg &

4) ol T AR 7 Aole] FE Awsl] gl B ATE T At mE B
1986~20154 7+ ARE A2 H|wslrh I 23 Benati et al.(2021)9) M29} =2
% ECOS| M2 7ol 0.6~14.7% A= Hol7k QIgiek. ole] ojzie] & A7e] WA= &
8 = 980 R9ek] ik
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= IFSY] o Fe|AtaE 2400 ZIAF. webs 2 Aqbes B olAE ¥
2, S5, daad, 471 SAaE=E st it

1970~202199] BAHY AAQG A5E HH, S2ute] A4 GDP= A% 6.4%
S7VoFtE. M1}k M2+&= Z42F 16.6%, 16.5% 57t GDP HEdolEE o835t &
THEEES ABH 6.5% OIS &, AW FE GDP 37HEl Hls B35
o] f &2 fFo[t}. o]fgt ZHAA & f (Figure 1)°l4 HE GDP thH] E3KF vl&
(oI}, “B3F-GDP H|E o]g}t o) g=5Fo] ANk 07 AF5ol= A7 UehdS &
AUt BHH, Figureo] Z3HE ARled 7] siadls 9 sol= 47140 % sl
Sl etar sk

(Figure 2)+= $8Fgd-GDP H& A& 9 7] sxfigd] 1F IAE AL: JHi=
HojF=a1 QU FigureolA A Q] f5k¥oles A4S FolR1 AL HEAE HIE
o7 g9 AF E=gAHAS Uehdt). A2 ARIRS] §648 ABolES Qulsk=
A1)l 7123} 4102 1A Zlo|tKTeles and Zhou 2005).

M -V
(P: =a¥,(i,—i}") (1)

AN M,/ Pz tAEOINS] A SRR, Y, A GDP, i, AgelAhge]
B, if' = Sl BAgel tet @ S SolEE Shufo] M ]88 ket
Shi ol w2 Ezo] Sojo] girkd Fs] i = 0.0% AFshd Hek,

2, 15H9] 1900~19944 A8 M1} 7] oRR(CP F¥) 7t 7] BAIS B4
Lucas(20001= (DA i} = 0& 7HIFA] v = 0.57+ HATHE F43H9ck. ol
79 742 sk A (M,/P) = a Vi, "* 02 HgHH, ol 44 Faiea

Nl

5) Teles and Zhou(2005)7} AIASH A28 EsleF MZML $Ht2-3o| Al Zatil Q= Esle
MI1-MMFe} 11 AZS o] gitt o]F4(2018)2 M1¥t 34 M1-MMFe] tieixe &3}
0] gt £4& Atk olo] 2 AFolAE MI-MMFE o83t M1% 5%t
42 FYstloy, Mol titt B30 7wt wACt A At A H=A
ool Ero] EAZ|A] edsttt. St M1%k M1-MMF| #°]7} (Appendix Figure 3)
o] 9oy Fzsly| Tt

6) —E—%’Cﬂ' ?_1%0] %41\}1:—_‘ —c:’—_]_' %‘E‘Oﬂ/ﬂ ‘ﬂ'—}‘f—fﬂ E’@% ‘%ﬂ%}:’_ﬂ_ ‘GDP’_I‘:___ ‘:5% 7H1§?J0ﬂ ‘(I?rg]_é_]_
7] vt
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of tisf Ad GDP9] gHgl/do] 1, o]Ak&9] §e/d2 0.57F H& & 5= Utk &'t o] A&
(M,/P,Y,) = ai; "° FHZ Aglst] 215 3P (Figure 2)9] A4 2jo] Ht}, 4]
(1)ollA log(a )= (Figure 2)9] log-log T A4 2ol A Apdto] ok,

Heh O 2 (Figure 2) (a)= 1970~20214 5219] M1-GDP vl&3} ©7] ozk&
ol RS TH THAIE HojErh M1-GDP B2 9 A+t 4550 24.2%%19], 20154
ol wi=2A| F7IstaL Utk 71 1970~1999¢ &<t it Ble-2 B+ 15.2%, 2000~2021
W& 36.5%, 2015~20201'32 47.3%F 7155}kl ik, ARIE-2 1970~2021'A°] hsf 3
Tt 5.8%= 715313t 22 A1l sl 8.9%, 1.5%, 0.5% ~<=°lH, 2008~2014
o= 1%, o1F 0%t $Fo= Yot g, (Figure 2) (2)9] AREE Avjel A
log(M,/P,Y,)=3.7—0.5log(i,) = 8202 & uj v|wz & Hgsl= Ao Hlth
ol P-EH=He Lucas(2000)9] F4A19 A4 szt M1of dfsf 44 GDP ghi/do] 1
0|1 7] o2& §EA2 0.5%1 A7 14 TAVE YT 4= Y-S HolErhar st

(Figure 1) Trends in money/nominal GDP and nominal interest rates
(unit: %)

— M1PY
- M2/PY

s J Discount rate

= || e Long-term government rate

100
|

50
|

Year

(Figure 2) (b)= 1973~202140] T} M2-GDP 183} 4] 2432 7t BAlS v
ofz ALEwolth. M2-GDP Hl&-2 2] 7Iztol o8] Bt 85.9% S0 etk
o] & 1973~199940f|&= 11 H]E0] 55.0%, 2000~2021¥2 123.9%°|H, 2015~2021
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W2 144.4%= YePt. 7] s8] 2 1973~20214 &2t B+t 10.8%, &2
AR 17l = 22 16.3%, 4.0%, 1.9% $==°I3itt. Figure (2)9] 23} IR 2
S AR e IR0 et A 2l A4S UeRfie, & A2 F Ad Sl M2
of thall A& GDPO &S 1, A7) =g 2l9] ©48E 0.58 7yste] 19 Zlolth
o] A/l that log(a) 9] Fh2 FigureollA EAE tiz k2 A A7Jsi3ir.

(Figure 2) Money/nominal GDP and nominal interest rates

(unit: %)
(@ M1/nominal GDP vs. discount rate
< 1970-1999
2 BN 2000-2021
---=- M1/PY =359- 2. i
) —  log(M1/PY) = 3.7 - 0.5%ogli)

50

—
[
=
T T T T
o S 10 15
Discount rate (i)
(b) M2/nominal GDP vs. long-term government bond rate
— £ = 1973-1999
o VS e 2000-2021
=== M2/PY = 1422 - 527
v e ——  log(M2/PY) = 5.0 - 0.5%og(i)
=l —  log(MZ/PY) = 5.5 - 0.5%log(i)
=
=

Long-term government bond rate (i)
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(Figure 2) (b)2] A% F A4 BF Fold ARE AZA|o] it Fitohs Frt
Figure (a)°l Hs} tha =itk 2& & 4 Qleh7) 71 A3 M2-GDP Bl&of| tigh 0.5
9] ojxbg /o] F71H 0 R JHTA | thef HE3t Tk of2f 9] Helrk wizEA]
2 oA AbmE M1 digt A4 GDPeF E1&2] e 4% Lucas(2000)7F AAISH €
/ol Fafohe shl=a7t 714 08 AdYsh=Aol i Hrt Wds] AwE et 9l
th. oo £ AT FAIH AFHES Agste] fEluet B3lere] 7] 289 1 QF
/go| oiaf A B 1At gk

|. XP|ZHAIXIRE(ARDL) 28} 7|sSAH 12

1. ARDL 2

ARDL 292 Q155710] 9P ol 2(2)2 22 7179412 WA Al

y: = ,Blmt 2

714y, t AHONA AA 8§, of wet S golsl, 2, 3717F4]
< ke A HE ot o] i 4(2)E RSt AYIwtgel AdshAl . ol
FH5}o] AA gL y, = ofEel Zo] A=t 514,

v =y tu 3)

o] wf A1(3)oIA u, 7} 0°] ofd - 23} Bt Aol U= Hol, u, = Ewtd
o] 715 vehdich. 1211 y, 9 2, 9 AAIEA EAo] BF @9l unit root)E 7H=
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2401 €, ~ i-i-d-(0.0° )= 23 error term}& 7FITh p, ¢, 8= B A

FHE S Uehdch. 2= 4(4) S5 y,= ARDL(p, ¢) 2ol wet 24419 p7f AR
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(Table 1) Descriptive statistics

(units: billion won, %)

Variables Obs. Mean Std. Dev. Min Max
Real M1 52 238,952.1 308,981.7 272.6 1,281,614.0
Real M2 52 811,393.4 962,180.0 761.5 3,430,442.0
Real GDP 52 805,809.1 605,628.1 72,102.7 1,910,745.0
GDP deflator 52 58.2 34.1 3.9 107.7
Discount rate 52 5.8 5.1 0.3 19.0
Call rate 46 8.4 6.2 0.6 22.9
Deposit rate 52 8.7 5.6 1.2 22.8
LTGBR 49 10.8 7.3 1.4 28.8
Inflation 52 7.1 7.4 -1.2 32.1
KRW/USD 52 877.8 290.4 310.6 1,398.9

Note: LTGBR refers to long-term government bond rate.

(Table 1)< ARDL 4384 o] ZtEl= AARFES] 7|&BARS Holsrt
E = 9bA AF3TE BieF Zo] 1970~2021WLS EATAL 71710 = it} ofgt 23
=1976~20214, &7 ZAFE)= 1973~2021A009F £A)5tch A8 M13F M2+ 3jigt

BEES GDP HEo[H 2 Adsfsiglon, E7HVE5E Altlle sid t&olEE
ol-85t3tt. hH, MI-GDPO] Bt Hl&Z 7|&3ATY F2Bd 7IE2=E 29.6%,
M2-GDP Hl&=2 100.7% =°ltt. o*R&2 IRIE, E5¢, da=d], 471 =4=H
T HE7|TE BT ®EBFo] 247 5.8%, 8.4%, 8.7%, 10.8%E Ukttt E/MISES
7.1%01H, g a2 D2ig 877.8900]31tt. o5 WSl iRt AR AIAIE Fo]
= (Appendix Figure 1>¥} (Appendix Figure 2)S &Z35}7] vt

1. ADF Cie2 2%y

- OO

A AGSE B} o] ARDL B8-S 53 T2E A2 AJAE #42] Z&o] 1(0)9]
A of™ (1)RIAI7F B&HT 1| Johansen AFET B |f-8ota E A tox=
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ARDL 23S 3743t obA Bl 23k 59 AAIEE E4
St} o]E Q) & 9d4t= ADF(Augmented Dickey-Fuller) @ HAS AAISHATE
AAIL §5= 2z, ol tigk ADF 789] 7|42 o A1(7)x} Zt.

{Table 2) ADF unit root test

) Optimal No .

Variable Type ks constant Drift Trend
Level 1 7.654 -1.464* -1.282

Log real Ml ) ) ]
1st-diff 1 -3.205™* -5.853™* -5.956™**

Level 2 2.87 -2.076™* -0.37

Log real M2 eve > 379
1st-diff 1 -2.130™* -4.116™* -4.707**

Level 1 10.308 -5.763"* 0.240

Log real GDP

1st=diff 1 -2.268"* -4.489™* -6.899™**

Level 3 -1.371 0.839 -2.072

Log discount rate

1st-diff 2 -5.400™* -6.191™* -6.413%**

Level 1 -1.058 0.302 -3.167*

Log call rate ) )
1st-diff 0 -6.679™* -7.063™** -7.136™*

Level 1 -1.950* -0.283 -2.258

Log deposit rate ) )

1st-diff 0 -6.300™* -6.662%** -6.653™*

Loa LRGER Level 3 -2.040** 0.319 -2.543
o8 1st-diff 2 -5.240*** -5.961** -6.010™**
Level 4 -1.349 -1.247 -2.259

Inflation

1st-diff 3 -5.685™ -5.687** -5.620™*

Level 1 1.732 -2.627%%* -2.324

Log KRW/USD

1st=diff 2 -5.432%* -5.763"* -6.015™*

Notes: 1) LTGBR refers to long-term government bond rate.
2) ** ¥ are significant at 1%, 5%, and 10% level, respectively.

-1
Az, =17+t + vz, _ 1+ZwAzt,z+77t (7)

ADF 842 A(7)°1A 2,12 ARl ~oll Hisf Dol SARtT= 2nlols Hy:
7= 0< VMR fith 23 i AESAITS ¥ A0l 2ELAE e
v/ SE(y) @Elolth. ADF @ A& AAleH ] 98] &2 A7 BAT A4 B
22l sl Ao R A7)0l 7Hd 5&291 AlXHoptimal lag)2] 7] I (KTable
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Agaso] 25 Aefol utet 194 P-2eIAY AAX SRkt o] Uk 7]

F9 WAS AL o ATAHES J2tstolor stol, AL BHRAL 194 F-

A4t SUsH, oA 3EAE AT A, p— 03kl B713F BANIAS 24

A pe A8 Bl AT P MRSl BAK e M Mrse 5
X

Aoz 7G4 (A LA} EsH Hit

(©)

Interest Money| Model ARDL F-test t—test
rate model | Stats. | Z(0) (1) | Stats. | 1(0) (1)

ML | @ | (1,1,0,00 | 9.84 |[0.000] | [0.000] | -4.64 | [0.000] | [0.002]
Discount @ | ,1,4,1) | 6.37 |10.000] | [0.004] | -3.51 | [0.001] | [0.036]
rate M2 | 4 |(21,3,0,2)| 11.82 | [0.000] | [0.000] | -5.58 | [0.000] | [0.001]
4 |(2,1,0,0,2)| 13.48 | [0.000] | [0.000] | -6.09 | [0.000] | [0.000]
4 |(,1,00,2) | 6.03 |I[0.000]|[0.005]| -4.24 |[0.000] | [0.015]

Call rate| M2
4 |(2,0,00,2 | 6.85 |[0.000]|[0.002]| -3.99 | [0.000] | [0.026]

Di;‘f” M2 | @) [(21,4,02) | 11.87 |[0.000] | [0.000] | -6.20 | [0.000] | [0.000]
@ 1(2,1,0,0,2) | 13.35 | [0.000] | [0.000] | -6.48 | [0.000] | [0.000]
Ml | @ | (1,1,0,0) | 4.57 |1[0.004] | [0.025] | -3.57 | [0.001] | [0.033]
@ | 2,240 | 959 |10.000] | [0.000] | -4.51 | [0.000] | [0.004]
LTGBR

M2 | 4 |(3.0432)]| 7.45
4) 1(1,0,0,0,2)| 75.40

0.002] | -4.08 | [0.000] | [0.020]

[ ]
[ ]
[ ]
[ ]
[ ]
[ ]
@ | 2141 | 7.60 | [0.000]
[ ]
[ ]
[ ]
[ ]
[ ]
[ 1| [0.000] | -4.36 | [0.000] | [0.011]

[
[
[
[
[
[
[0.0011 | -4.02 | [0.000] | [0.012]
[
[
[
[
[
[

Notes: 1) LTGBR refers to long-term government bond rate, and p-values are in brackets.
2) GDP deflator is used to transform nominal values into real values and calculate
inflation.

(Table 3)2 4l(6) 3832 ARDL(D; 41545, 43,q5) T30l 23 FE o]
T W&, a9, daad, A7 A= A4l disl sig sskradr W 47H4] 3
Bjo] 7414 2 445t bounds 3% HAS AARH Aot} 10) BHY(1)-(4)ol
= A4 5351550 27| 3] HSofct A GDPE} B oA 71EA o7 Egskal Q)

10) £ 74 ARDL 29 § A4aiat 2430] gie Felcase DE A8 e g
o] ARDL B3 47|78 WAS Wrsks 240] 44 glot & dvolx] AListeir
oleigt o] & <i7o] WAL B FsHel e Wl
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ot o] F 2Z(1)°] 7 712A< FHolx, EF(2)% 332 E7MISES & Tt
27} 23t gHjolot. XY@ =7 MISET g8 s Bt ek AJeolt

23(1): ARDL(p; 41,4>)
ZH(2): ARDL(P: G121 G3)
ZH(3): ARDL(P; G525 94)
T%(4): ARDL(p: ¢4 95 43-44)

(Appendix Table 1)°14 23(1)-(4)°ll4 A& ARDL 232 AICS} BIC ZE7|&
of w} 71 7HAsE 24 mEge] FHLoE HYE Q). dlE £, (Appendix Table
I-DolM ZFQ)= AIC 7|&°28E ARDL(2,1,3,1) E¥E, BIC 7|&oz2:=
ARDL(1,1,0,0) o] 4 mg9| 12} FHFLOZ Aeig ol

E 4= (Table 3)2 53l (Appendix Table 1)o4] ARDLY] ¥& =¥ T RIS
o g foE 5%E 7102 bounds FHE HA F F-AT t-AH0NA BAH
o2 FoJgt & 13719 mYET A 718 ER1&S 285t ol dig] 4
SkF M19] 3<% Z8(2)014 ARDL(1,1,0,0) B0l 713 FAV 248 & 5
Ack Ad B3k M2ol disiAe 23(2)9) ARDLR.14.D)%  EF(DY
ARDL(2,1,3,0,2)2+ ARDL(2,1,0,0,2)°1M 4715+ A7 EAshs A= Uebth

0|9} 22 A0 & bounds FAE HAS Bl 2 Ak, Faol tefAls Ml digh
A7 BAE EAT 5 AL, Mzoll disiAlRt A7 TAE A 2349
ARDL(2,1,0,0,2), ARDL(2,0,0,0,2)7} A== 1t o529 3-9-%= M2o] tisfARt &2
F(2)9] ARDL(2,1,4,1)3 2&(4)2] ARDL(2,1,4,0,2) ARDL(2,1,0,0,2)°l14 A71a+d &
A AT 5 Uk A7) FAFE Y] B9 M1olA] 28(2)9] ARDL(1,1,0,0), M2°il4
TF(2)9] ARDL(2,2,4,0), 2&(4)2] ARDL(3,0,4,3,2), ARDL(1,0,0,0,2)7} A& =|2ict.

U AR

bounds 342 A% & 4715 F4]0] 3 AoF AE R S RIS



(116 [EEEEEERHR

Hoto] HPo=HE
(heteroskedasticity),
o= AP0 R =0 ot TR AT AL Q] S

F2d e AARE.
A7V dautocorrelation), 87/d(normality) 8 F55 ¥
Aol diek 4 5= &

o el

QI5H7] 9I5te] CUSUM(cumulative sum) A7 AAJSH}

(Table 4)= (Table 3)2] 2FZ o|-&s}o] ZEAEA

ofe}. HolH olRAL AV, BT 5 AAEAS] ANE Ay, Ao 03

_,4_ o]—x%/g AR _% 1/\]

o] BEAM], A4 no autocorrelation), A+ 5ol & HSskal
aoke oufeitt ot A7) w359 A9 M1
el 10% F-elaeollA 238(2)9] ARDL(1,1,0,0)00l4 B2AMSE 7Pg%t A571Hdo] 712
=, M2olA= 23(4)2] ARDL(1,0,0,0,2)0014 FAZVEES] AF7Ho] 712¥=|9iet

Eht}. ol AlEiEl ARDL wHo] 5

(Table 4) Residual analysis

I
R

Fleroz oAby

-

BHEHE

= Aoz 1}

Heteroske- | Autocorre— .
dasticity lation Normality
Inte{est Money | Line | Model ARSH Durbin’s Skewness/
el oS White test | alternative ;
Kurtosis
test
M1 1 @) (1,1,0,0) 20.74 1.39 1.64
Discount 2 ) 2,1,4,1) 48.00 1.81 0.05
rate M2 3 ) (2,1,3,0,2) 48.00 0.35 0.61
4 4) (2,1,0,0,2) 48.00 1.14 3.39
5 4) (2,1,0,0,2) 42.00 1.70 2.73
Call rate] M2
A rae 6 @ | 20002 | 4200 2.01 2.06
. 7 @ | @14D 48.00 0.62 271
D’i‘;‘f“ M2 8 @ | 21,4002 48.00 0.61 0.87
9 4) (2,1,0,0,2) 48.00 1.18 3.09
M1 10 ) (1,1,0,0) 28.74* 1.71 0.61
11 @) (2,2,4,0) 45.00 0.41 0.25
LRGBR
M2 12 4) (3,0,4,3,2) 45.00 0.55 1.70
13 4 (1,0,0,0,2) 41.68 2.20* 3.54

Notes: 1) LTGBR refers to long-term government bond rate.
2) *  * gre significant at 1%, 5%, and 10% level, respectively.
3) Durbin’s alternative test for autocorrelation is a F-statistics, building on a lag
order of 4.
4) The normality test is a joint test considering both skewness and kurtosis, according
to D’Agostino et al. (1990) and Royston (1991).
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SLi2t S3L3+0 IRY MAY o ARDL Rae s402 [EEF)
o P8 A4
ARDL 2gE $3f T3 47| WAV PARIAIE Aok | 98 2 A7 Lt

< ¢

2o Wo| ARE= S (recursive
¥} CUSUMSQ #7g2 A+&3ttt. CUSUM
UEAE g5lE Flolal, CUSUMSQ= 4 gAoll AAA 2| ek AVdsiAl
Zot S| ARSI =A1E 228 Brown, Durbin, and Evans, 1975). (Figure 3)<
(Table 4)9] 1~13¥°] sjddl= 1E 5 CUSUMIF CUSUMSQ S L5 TiSolo] It
B F79AI0l sl P/ IS RIjE ASEA RS Hojsal Qlrt 1D

=

ol

<
(Figure 3) CUSUM and CUSUMSQ test

1. Model (2) for M1 and discount rate: ARDL(1,1,0,0)

(@) CUSUM (b) CUSUMSQ
o h \/ - -~ e § w - o e -
o g //// —
B T
2. Model (2) for M2 and discount rate: ARDL(2,1,4,1)
(@) CUSUM (b) CUSUMSQ
TN g T
. T \\/ o P % - ///J
< . Lf//
11) 7AK9] QPe 15K Bol= 2EE2] CUSUME CUSUMSQ A% & Figure:= A1 AT

ARV I= St ool dish =10l 84 Al W= S FigureE ARSE: = 922 BiRith
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3. Model (4) for M2 and discount rate: ARDL(2,1,3,0,2)
(@) CUSUM (b) CUSUMSQ
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=4 RJ/A / ‘ N 4 /r -
. | 'g/_/ _
7. Model (2) for M2 and deposit rate: ARDL(2,1,4,1)

(@) CUSUM (b) CUSUMSQ

Vs TV . g ,//
< 4 ] T —

11. Model (2) for M2 and long-term government bond rate: ARDL(2,2,4,0)
(a) CUSUM (b) CUSUMSQ
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12. Model (4) for M2 and long-term government bond rate: ARDL(3,0,4,3,2)
(a) CUSUM (b) CUSUMSQ

ECCLIM

i
L

7

RECCISUMSE

B
L
|

Year Year

Note: The dotted line refers to critical values at 5% significance level.

SAAIRY] oFgA AL TESH= (Figure 3y 2 CUSUMZ}F CUSUMSQS] Zro]
T AA| 717kl tisl] AR o] Foixl Ko 5% g AR "ol &3 A=
< & 4= 9} FigureollA gl tish M12] 23(2) ARDL(1,1,0,0), M29] 2F(2)
ARDL(2,1,4,1)3 23(4) ARDL(2,1,3,0,2)7} QP84 24& W50l Qa2 Hojsal
et dlEZeo] deiAs M29] 23(2) ARDL(2,1,4,1), &7] =x2go] s M29]
H%(2) ARDL(2.2.4,00% H3B(4) ARDL(3,0.4.3,2)7} Fggt Zo= yeht Sich
(Table 3)9] E=gol thet M2 2F(4)9] F 2] tefjrle B5F g 24 =
SFA] Sotoirt.

(Table 5)~(Table 6)< bounds &&& A% A3E v 2 A4 F3l=kol dis] &
7198 BAH EA5k= ARDL 23 715784]9] Zx}o]t}.12) (Table 5)= A714 ¢t
38 7 A0 wEls ARIES ARSS B ARDL(1,1,0,0)9] AtE HolF=
o, A B3k=F M1 izt A3 GDPe] g8/do] 0.946, AR1&9] 8442 0.413202

12) £ 979 23t 58 9 ZFOF o|FojX ShAoA2] golmg Foi A
71BAARA oA Ao tigt WA (endogeneity)#F 1o wE WO|(bias) A7}
A71E & Sk olo] HiE] AAIY BEAoAe ol kg H4Eo] PAAIGel ALY
= @92 (unit rootyE 7HE (Dol dfg WHE 7ho) 38 Eo] AHT A% 1 *
A7t LA (consistency)Z 7HA Aot E5], 1(1) FH9 348 AAE Yote &
2] AL BEA AFY AT N0l P HhEr FHR| 9 BAalo] wi2A| h4sh
= 54% 7Kt & dFolldm B8l ojake #igTE TS 7R (DY 7Fs/go]

£2 it} bounds 38E HAHS E3) oI5 W 7ol AVE TAVE SARE Hol

A O Ao xAdo] ULS BiRich olof tig] f-2lst =S 54l Q] AARRL

oA A=t

7




(PAN 2HIZAT M3 K4S

Uepth 121 ol ®EAL 1% oA BFE |OSIGith ol %A dagt
Lucas(2000)9] A4 B3k M1°] gt 19] A5 w2437} 0.59] o|2h& ©= At 4ol
FARIHL & Alofot. T3 4714 P 71l A2 ofA|gt 7] = fgE]ol] gk i
@ ARDL(1,1,0,0)% A& GDP2] ©&&4Jo] 0.986, o|AH&-2] Et4o] 0.507=2 YErdt.
g, o] & By oA E7MIsEC] dis E5tEAde] 2442 0.033, 0.0212 Heht
E7MESEC] =255 Ad M1l tigh =8+ FrAoks 0= UEhtt ol iy
sket Al B3ROl 25491 FAITAES] 3971 §HgE Zolet £t ol (Table 5)
£ 53 A Mlof| gt B3l = dge] Ee2 & 9T oK Eoks 0= Hlrh
A AFT Hpet o] LE|uete] B A= F AL IEVIE e A7k oHE
2 ghgo| nA E314=Q0] thet RS I4] kS Ao wokdd) ofed EHy W
Y Al ol 29| = 28AS — 0= 2471 -0.202, -0.207= YERt #B o= 49

7]
717k0] = By BT 5HO] 25 & H|R= 20l AH:

(Table 5) The long-run demand for real M1

o ARDL models
Deze”lgsnrte;fr,'\j?'e' Model (2) Model (2)
(1,1,0,0) (1,1,0,0)
—0 -0.202%** -0.207%***
(0.044) (0.058)
(LR equilibrium)
Log real GDP 0.946*** 0.986***
(0.006) (0.010)
Log nominal interest rate
- Discount rate -0.413™*
(0.071)
- LTGBR -0.507%**
(0.097)
Inflation -0.033%** -0.021*
(0.009) (0.012)
Stability Yes No
R? 0.812 0.798

Notes: 1) LTGBR refers to long-term government bond rate.
2) Standard errors are in parentheses, and ***, ** * are significant at 1%, 5%, and 10%
level, respectively.
3) In the long-run equilibrium, the dependent variable is log real M1.

4) R” is the coefficient of determination in ARDL model.
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Appendices

(Appendix Table 1) Best models and bounds cointegration test

Dep. Info. ARDL F-test t—test

variables| M9 |criteria| model | Stats. | 10) | [1) | Stats. | #(0) | 11)

(a) Discount rate

AlC | (1,1,3)
(1) G | (113 2.40 |[0.085] | [0.2311 | -1.61 | [0.101] | [0.418]
® AIC | (2,1,3,1) | 3.45 |[0.016] | [0.084] | -2.60 | [0.012] | [0.176]
Real BIC | (1,1,0,00 | 9.84 |[0.000] | [0.000] | -4.64 | [0.000] | [0.002]
M1 @) AIC | (1,1,3,1) | 3.13 | [0.025] | [0.116] | -1.13 | [0.221] | [0.684]
3 BIC | (1,1,3,00 | 3.05 |[0.028] | [0.125] | -0.80 | [0.336] | [0.784]
@ AIC [(2,1,3,1,1)| 2.52 | [0.046] | [0.220] | -2.06 | [0.041] | [0.419]
BIC |(1,1,0,0,00| 7.94 |[0.000] | [0.000] | -2.95 | [0.005] | [0.161]
W AIC | (2,0,3) 6.69 | [0.001] | [0.004] | -1.15 | [0.215] | [0.588]
BIC | (2,0,1) 6.07 | [0.001] | [0.007] | -0.887 | [0.310] | [0.690]
o AIC | (2,1,4,1) | 6.37 | [0.000! | [0.004] | -3.51 | [0.001] | [0.036]
Real BIC | 2,0,3,1) | 5.93 |[0.001] | [0.006] | -2.72 | [0.009] | [0.149]
M2 AIC | (2,0,3,0) | 5.23 |[0.002] | [0.013] | -0.90 | [0.301] | [0.759]
®) BIC | (2,0,0,0) | 4.43 |[0.004] | [0.028] | -0.84 | [0.329] | [0.792]
@ AIC |(2,1,3,0,2)| 11.82 | [0.000] | [0.000] | -5.58 | [0.000] | [0.001]
BIC |(2,1,0,0,2)| 13.48 | [0.000] | [0.000] | -6.09 | [0.000] | [0.000]

(b) Call rate

W AIC | (41,1 1.68 | [0.197] | [0.423] | -2.11 | [0.037] | [0.236]
BIC | (3.1,1) 1.70 | [0.193] | [0.416] | -2.20 | [0.030] | [0.212]

AIC | (2,1,1,3)
Real 2 BC | 2113) 2.46 | [0.065] | [0.234] | -2.11 | [0.037] | [0.319]
M1 AIC | (4,1,1,00 | 1.22 |[0.328] | [0.653] | -1.74 | [0.078] | [0.457]
G 1 pic | G0 | 124 | 103231 | 06461 | -1.72 | [0.081] | 0.469]

AIC | (2,4,1,3,4)
@ BIC | (24134) 4.61 |10.003] | [0.029] | -2.61 |[0.013] | [0.211]

AIC | (2,0,0)
1) BIC | (20.0) 7.89 | [0.000] | [0.002] | -2.78 | [0.007] | [0.087]
® AIC | (2,1,0,1) | 6.60 | [0.000] | [0.004] | -2.62 | [0.011] | [0.176]
Real BIC | (2,0,0,00 | 591 |[0.001] | [0.007] | -2.70 | [0.009] | [0.160]
M2 AIC | (2,0,0,2) | 6.75 |10.000] | [0.003] | -3.28 | [0.002] | [0.059]
®) BIC | (2,0,0,0) | 5.86 |[0.001] | [0.007] | -2.68 | [0.010] | [0.166]
@ AIC {(2,1,0,0,2)| 6.03 | [0.000] | [0.005] | -4.24 | [0.000] | [0.015]
BIC |(2,0,0,0,2)| 6.86 |[0.000] | [0.002] | -3.99 | [0.000] | [0.026]
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Dep. Model Info. ARDL F-test t—test
variables criteria|  model Stats. | 70) | 1) | Stats. | f0) | n(1)
(c) Deposit rate

AIC | (2,1,3)
6)) BIC (2.1.3) 1.73 | [0.183] | [0.406] | -0.96 | [0.278] | [0.649]
) AIC | (2,1,3,1) | 3.03 |[0.029] | [0.130] | -1.91 | [0.056] | [0.395]
Real BIC | (2,1,3,0) | 4.65 |[0.004] | [0.024] | -2.95 | [0.005] | [0.102]
M1 AIC | (2,1,3,0)
3) BIC | (213.0) 2.05 | [0.108] | [0.336] | -0.54 | [0.437] | [0.841]
@ AIC [(2,3,3,0,3)| 4.50 | [0.003] | [0.026] | -2.02 | [0.045] | [0.418]
BIC |(2,1,3,0,0)| 3.64 |[0.009] | [0.063] | -2.44 |[0.017] | [0.294]
AIC | (2,0,3)
6)) BIC (2.0.3) 6.59 | [0.001] | [0.005] 1.54 | [0.114] | [0.443]
) AIC | (2,1,4,1) | 7.60 |[0.000] | [0.001] | -4.02 | [0.000] | [0.012]
Real BIC | (2,1,0,1) | 6.14 | [0.001] | [0.005] | -3.26 | [0.002] | [0.061]
M2 @) AIC | (2,0,3,0) | 5.10 |[0.002] | [0.014] | -1.41 | [0.143] | [0.592]
BIC | (2,0,0,0) | 4.43 |[0.004] | [0.028] | -0.96 | [0.285] | [0.760]
@ AIC {(2,1,4,0,2) | 11.87 | [0.000] | [0.000] | -6.20 | [0.000] | [0.000]
BIC |(2,1,0,0,2)| 13.35 | [0.000] | [0.000] | -6.48 | [0.000] | [0.000]
(d) Long-term government bond rate
AlC | (1,1,2)
1) BIC | (112 1.56 | [0.226] | [0.463] | -1.98 | [0.048] | [0.285]
2 AIC | (2,2,4,3) | 2.65 |[0.049] | [0.196] | -2.97 | [0.005] | [0.095]
Real BIC | (1,1,0,0) | 4.57 | [0.004] | [0.025] | -3.57 | [0.001] | [0.033]
M1 @) AIC | (1,1,4,00 | 2.56 |[0.056] | [0.210] | -1.44 | [0.134] | [0.571]
BIC | (1,1,0,0) | 5.79 |[0.001] | [0.007] | -2.25 | [0.026] | [0.292]
@ AIC |(1,1,4,3,00| 2.77 |[0.033] | [0.173] | -1.41 |[0.138] | [0.641]
BIC |(1,1,0,3,0)| 4.91 |[0.002] | [0.016] | -1.09 | [0.230] | [0.767]
AIC | (2,0,0)
1) BIC | (200 7.06 | [0.000] | [0.003] | -1.79 | [0.071] | [0.358]
) AIC | (2,2,4,00 | 9.59 |[0.000] | [0.000] | -4.51 | [0.000] | [0.004]
Real BIC | (2,1,0,0) | 7.33 | [0.000] | [0.001]1 | -3.25 | [0.002] | [0.062]
M2 AIC | (2,0,0,0)
3) BIC | (2.0.0.0 5.23 | [0.002] | [0.012] | -1.70 | [0.085] | [0.498]
@ AIC |(3,0.4,3,2)| 7.45 | [0.000] | [0.002] | -4.08 | [0.000] | [0.020]
BIC ](1,0,0,0,2)| 75.40 | [0.000] | [0.000] | -4.36 | [0.000] | [0.011]

Notes: 1) p-values are in brackets and the analysis is done over the period 1970-2021.
2) GDP deflator is used to transform nominal values into real values and calculate
inflation.
3) Building on the bounds cointegration tests at 5% significance level, the ARDL
models are in bold that are likely to have a long-run equilibrium.
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(Appendix Table 2) The short-run dynamics for real M1

_ _ ARDL models
De‘f”ffgtrg;”iﬂbf ' Model (2) Model (2)
(1,1,0,0) (1,1,0,0)
A Log real GDP 1.188*** 1,157
(0.288) (0.317)
A Log nom. int. rate
- Discount rate -0.084™***
(0.020)
- LTGBR -0.105%**
0.03D)
A Inflation -0.007*** -0.004
(0.002) (0.003)

Notes: 1) LTGBR refers to long-term government bond rate.
2) Standard errors are in parentheses, and ***, ** * are significant at 1%, 5%, and 10%
level, respectively.
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{Appendix Figure 1) Trends in macro variables for analysis
(unit: billion won, %)
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{Appendix Figure 2) Trends in nominal interest rates
(unit: %)
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{Appendix Figure 3) Real M1 vs. real M1-MMF
(unit: billion won)
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Abstract

In this paper, we estimate the demand for money, M1 and M2, using
1970-2021 time series data with real GDP, interest rates, inflation, and
exchange rate (KRW-USD). We then investigate the long-run relationship for
money demand function and its long-run stability. As in Lucas (2000), we
estimate the elasticity of real GDP for M1 close to unity. In addition, the
elasticities of discount rate and the interest rate to long-term government
bonds and securities are about 0.4-0.5. The elasticity of real GDP for M2 is
higher than unity, although the elasticities of interest rate are insignificant.
Inflation would affect negatively the demand for money in the long run.
Finally, the long-run demand for M1 and M2 proves to be stable using the
bounds cointegration test.

% Key words: Monetary aggregates, Real GDP, Interest rates, ARDL model,

Bounds cointegration test





