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The results of this study imply a number of important policy implications as they 
suggest that as interest rates increase, the demand for money tends to decrease. The 
lessons learned from this are useful in formulating  and implementing monetary 
policy in Sri Lanka. The Central Bank of Sri Lanka may formulate sound monetary 
policies that will ensure a stable demand for money function, thereby encouraging 
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deepen the market and make the market more dynamic and amenable to monetary 
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for money and thus there is still a basis for monetary policy. It is something we 
cannot run away from and as such, CBSL should be prepared for it as and when 
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money and nominal interest rates is clear.

This paper takes a step forward from the current literature on monetary policy 
dynamics by examining the dynamic short-run and long-run linkages between 
demand for money and interest rates in Sri Lanka. The methods applied in the paper 
are advanced and complete in capturing monetary dynamics in the short and long 
run. However, this study is limited to only one area of monetary policy dynamics 
in Sri Lanka. In order to fully understand  monetary policy dynamics, one needs to 
empirically examine in the Sri Lankan context the linkages between money supply 
and interest rates, and the nature and development of the monetary transmission 
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areas for further research.  
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