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Exchange Rate Change and Nonlinear Error
Correction of Money Demand in China

SONG Jin-qi, LEI Qin-li

(School of Economics, Jinan University , Guangzhou 510632, China)

Abstract: This paper analyzes the money-demand function in open e-
conomy by introducing a variable of exchange rate change. Empirical evi-
dence indicates: 1) Exchange rate change is the key factor to stabilize
China’s long-term money demand and has a positive impact on money de-
mand; 2) A linear error-correction model fails to describe the dynamic broad
money demand and the nonlinear ECM can appropriately explain the short-
term dynamic mechanism of broad money demand in China.

Key words: smooth transition regression; nonlinear error correction
model; exchange rate change; money demand
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