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Considering the vital role of money demand in monetary and economic policies and its
importance in economic stability, it is necessary to know the factors affecting it. By
focusing on the increasing role of new technologies and financial developments, this
paper examines the effect of financial development and the expansion of information and
communication technology (ICT) on the demand for money in developing countries. This
study uses principal component analysis (PCA) to calculate the ICT index. The research
model is estimated using annual data obtained from the World Bank and International
Monetary Fund from 2002-2021 for a selected group of developing countries. The long-
run relationship between the variables has been investigated in a panel-ARDL model.
The research results show that ICT and financial development both have a negative and
significant impact on money demand. These results point to the development of ICT
infrastructure and financial resources to control money demand. In other words,
increasing access to financial instruments and widespread use of ICT technologies has
reduced the need to hold cash. These results indicate that structural changes in the
economies of developing countries, caused by financial and technological growth, lead
to changes in monetary behaviors. Therefore, policymakers should adopt strategies that
can help adapt to these developments and better manage money demand.
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Introduction

Money demand, which refers to the amount of cash and other liquid assets held by individuals and companies, is
influenced by several factors, including interest rates, price levels, income, as well as new developments in finance
and information technology. A deep understanding of the determinants of money demand is important in managing
monetary policy instruments for predictable effects on economic growth, price levels, and other macroeconomic
variables (Zehra et al., 2021). More recently, evidence from empirical studies in multiple economies suggests that
traditional money-demand relationships have changed, and a good explanation for this is ongoing developments
in financial innovation (Levin, 2005). In other words, due to the high speed of financial and technological
developments in recent decades, developing countries have faced new challenges and opportunities (Verma and
Giri, 2020). Each of these factors independently has significant effects on the financial and economic structures of
these countries. Financial development can lead to increasing access to financial resources and reducing financing
costs. On the other hand, the expansion of information and communication technology (ICT) provides new tools
for liquidity management and financial transactions.

The paper's contribution to the literature is to provide empirical evidence of financial and technological
developments in the demand for money. Considering the rapid changes in technology and finance, the
simultaneous examination of the effects of financial development and ICT on money demand can identify new
opportunities and challenges caused by these two factors. It can provide effective solutions for policymakers to
improve liquidity management and financial stability. While some previous studies have examined the effect of
electronic payment tools, the innovation of this study is to use a composite index as a measure of ICT expansion,
considering the comprehensive developments of information and communication technology. Furthermore, this
study considers the role of financial development simultaneously with ICT development on the amount of money
demand.

Methodology

The purpose of this research is to investigate the effect of ICT development and financial development on money
demand in developing countries. The data used in the research is the data of 16 developing countries from 2002 to
2021, and the purpose of the research was investigated using the Panel-ARDL model.

Results and discussion

Based on the results of this research, the factors affecting money demand, including national income, interest rate,
inflation rate, and exchange rate, have the expected effect. Also, the ICT index and financial development have a
significant and negative effect on money demand in the long run. The development of ICT by improving the
efficiency of transactions and reducing costs, increasing financial access, facilitating liquidity management, and
changing the consumption pattern will reduce the demand for cash. Financial development also reduces the
demand for liquidity by expanding financial instruments and payment methods, reducing various costs in accessing
liquidity, and improving financial services.

Understanding the simultaneous effects of financial development and ICT expansion on liquidity demand can help
policymakers make better decisions to improve the efficiency of financial systems and reduce risks associated with
liquidity fluctuations. This is especially important in developing countries that face many economic challenges.
Based on the results, it is appropriate for governments to strengthen their financial markets with policies and
structural reforms to increase liquidity and transparency in the financial markets. It is recommended that
policymakers and financial institutions pay more attention to the development of financial instruments so that
individuals and businesses are more willing to use them. Considering the negative effect of ICT development on
money demand, it is suggested that governments and financial institutions increase public access to these services,
especially in rural and less developed areas. Policymakers should adjust their monetary policies in a way that is
based on creating a balance between using new financial instruments and maintaining monetary control. In order
to prevent economic instability, developing countries should strengthen their financial supervision and regulation.
These measures could include structural reforms in the financial sector, improving legal infrastructure, and
ensuring the safe and efficient use of financial technologies.
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