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Abstract Real Money Balance indicates the impact of the changes
in real money stock on real variables of the economy. This paper
estimates the real money balance effects on private consumption and
aggregate demand by using a structural estimation approach. The data
that we use is Iran’s annual data and runs from 1990 through 2019. The
variables are real private consumption expenditures, M2 money stock,
CPI, GDP, population, central bank’s one-year interest rate, the arithmetic
mean of growth rates of the price of durable commodities, the exchange
rate, the price of gold, and the price of one square meter of land. The
estimation shows that the parameter that indicates the importance of the
real money balance effect on private consumption is significantly different
from zero (0.952 and 0.814 from two different normalization estimations).
In addition, the amount of real money balance effect on aggregate
demand equals 1.691 which is significantly different from zero. These
results indicate the importance of real money balance effects on private
consumptionandaggregatedemandinlran’seconomy. Thismeansthatreal
money influences all macroeconomic variables and has an important role
in monetary transaction mechanisms. This result indicates the importance
of monetary policy and shows why we cannot ignore money’s role in the
monetary transaction mechanism. It also illustrates the negative impacts
of price rise in real variables on economics by decreasing real money
balance.
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Dep. Variable: Euler Hansen J: 6.847e-10
Model: GMMEuler Prob (Hansen J): nan
Method: GMM
No. Observations: 24
coef std err
sigmainvers_c 0.9860 nan
Chi 0.9389 7.38¢+09
mu -0.0739 3.73e+07
rho 1.0600 nan
sigmainvers m 1.9599 3.99e+08
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Dep. Variable: Euler Hansen J: 1.035¢-10
Model: GMMEuler Prob (Hansen J): nan
Method: GMM
No. Observations: 24
coef std err
sigmainvers_c 0.9859 1.58e+08
Chi 0.8030 3.94¢+09
mu -0.0746 nan
rho 1.0609 4.71e+10
sigmainvers m 1.9614 nan
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GMM Euler Results

Dep. Variable: Euler Hansen J: 7.997e-16
Model: GMMEuler Prob (Hansen J): nan
Method: GMM
No. Observations: 24
coef std err
sigmainvers_y 0.7775 nan
Chi 1.3147 2.7e+09
mu -0.0071 nan
rho 1.5460 nan
sigmainvers m 2.6873 nan
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GMM Euler Results

Dep. Variable: Euler Hansen J: 7.997e-16
Model: GMMEuler Prob (Hansen J): nan
Method: GMM
No. Observations: 24
coef std err
sigmainvers_y 0.7775 nan
Chi 1.3147 2.7e+09
mu -0.0071 nan
rho 1.5460 nan
sigmainvers m 2.6873 nan
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