
Abstract: This study is an attempt to empirically investigate the role of infl ation 
on the money demand function in Iran. The main purpose of this study is to focus 
specifi cally on the relationship between infl ation and money demand, that is whether 
the relationship is non-linear and as well as to estimate the threshold level; at which 
the sign of the relationship between two variables would switch. In order to achieve 
the objective, there were used time-series data over the period 1980 through 2013 in 
this study. Empirical results provide the evidence that the nonlinear model presents 
a better fi t than the linear model for Iran’s money demand. This non-linearity is 
explicitly modelled using threshold regression procedure. Also, exchange rate and 
real income explain some variations of money demand. The results obtained in this 
study suggest that the Central Bank should carefully monitor the exchange rate and 
infl ation as two most important indicators of monetary policy, because these two 
determinants are the main drivers of demand for money in Iran.
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