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Baumol:

*William Baumol presents an inventory model of the demand
for money.

* An approach to establish a firm's optimum cash balance
under certainty.

Theme:

* Opportunity cost.

* Relationship between transaction demand and income is
neither linear nor proportional.



Formula:

K= v2by/r

r= rate of interest
b= broken age fee
y= 1income



Criticisms:

It dosen’t reflect real-world uncertainly
and variability.

Baumol’s model is static.



Tobin:

The combined market value of all the companies on the

stock market should be about equal to their replacement
costs.

Theme:

* Individuals portfolio holds both money and bonds rather
than only one at a time.



Formula:

R=B(r+g)

M=money

B= bonds

r= rate of interest
g=expected capital gain/loss



Criticisms:

The model dosen’t account for
transaction costs.

Tobin’s model assumes all investors
and risk averse.



THANK YOU
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1. Introduction:

A branch of economics that studies money and
ItS use In an economy.

|t examines theories of money, Its functions,
and how It can be accepted as a public good.

* |t also analyzes the impact of monetary policy,
Including how It affects iInterest rates and
Inflation, and the consequences of central bank

actions.



2. Money:

« A word derived from Latin ‘moneta’ the
surname of Roman Goddess of Juno

* It Is any item or medium of exchange that
symbolizes perceived value. As a result, It Is
accepted by people for the payment of goods
and services, as well as the repayment of loan



3. Demand for money:

* Holding money

* Medium of exchange and store of value — by
functions

 Scale view, impact of income

substitution view, relative attractiveness of
assets



4. Theories of demand for money:

=) Keynesian approach

=) Monetarist approach (Milton
Friedman)



a. Keynesian approach:

* Used a new term “liquidity preference” for the
demand for money

Transactions demand for money

)

W Precautionary demand for money

Speculative demand for money




Transactions demand for money:
 Arise from medium of exchange function
* Direct proportional and positive function of the income

 Varies directly with the level of income and inversely
with the rate of interest
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TRANSACTIONS DEMAND
FOR MONEY



Precautionary demand for money:

 Desire to provide for contingencies requiring sudden
expenditures and for unforeseen opportunities of
advantageous purchases.

« Depends upon the level of income, business activities,
opportunities for unexpected profitable deals, availability
of cash, the cost of holding liquid assets in bank
reserves, etc.




Speculative demand for money:

 For securing profit from knowing better than the market
what the future will bring forth.

« Bond prices and rate of interest are inversely related to
each other.

< L=fn )

Total Demand

L=*f (Y, r) \ g for money




liquidity trap.
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b. Monetarist approach:

* Milton Friedman’s theory 1s capital or wealth theory

* Demand for money is a function of following,
» Total wealth

* The division of wealth between human and non-human
forms

* The expected rates of return on money and other assets
* Other variables



Human
capital

Physical
goods




* Income Is, capitalised income and permanent
Income

M/P =1 (Y,W; Ry, Ry, Re, 9, U)



5. Conclusion:

* Monetarist approach is a post-keynesian
approach

« Keynesian approach Is critisized and
developed by Baumol, Tobin and etc,.

* Friedman’s theory Is superior than keynes
theory.



6. Reference :

» M.L. Jhingan and B.K. Jhingan, “Monetary
Economics”, 2019






Any Doubt
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CLASSICAL THEO.

ToPIC



Fisher’s Quantity Theory of Mioney:

American economist Irving Fisher
developed this theory in his well-known work

entitled 'The Purchasing Power of Money'
published in 1971.

Fisher primarily emphasized the role of
money as the medium of exchange and ignored
the function of money as a store of value.



According to Prof. Fisher;

*Other things remaining unchanged

as the quantity of money increases,
the price level also increases in
direct proportion and value of
money decreases and vice-versa.



Formula:
MV=PT
M=Money supply
V=Velocity of circulation of money
P=Average price level

T=Total amount of goods and
services




CRITICISMS OF FISHER APPROACH:

* Assumption of Full Employment
» Velocity of Money
* Real Output
» MNarrow Definition of Money
» [/gnoring Expectations
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INTRODUCTION

* Moneu is a liauid asset used to Tacilitate

transactions of value.
e |tisused asa medium of exchanae hetween

individuals and entities. i
 [t'salso a store of value and a unit of account @

that can measure the value of other coods. —

2~ Money
[ma-né]

A system of value that
facilitates the exchange




Definition

It studlies the conduct and efiects of
. e monetaru policu. includina it's
" imnact on interest rates and
A" inilations and the conseauences of
"~ nolicu actions bu central banks.

Milton Friedman

Investopedia



LIOUDITY THEORY OF MONEY

* Develoned bu John Maunard Reunes in 1936. is a Reu macroeconomics
concent that exnlains how interest rates are determined and how neonle and
Investors cecide to hold moneu instead of investina It.

* The theoru's main idea Is that neonle nrefer to hold assets that are liauid. or
can be auicklu converted to cash at a low cost. like moneu.

 When economic conditions are uncertain. such as durina a recession. neonle
mau want to be more liauid. which increases their liauiditu reference.



MOTIVES

® Transaction Motive
The moneu needed to buu aoods and services.

® DPrecautionaru Motive
The need to hold cash to deal with emeraencies and unexnected

chandaes.



® Soeculative Motive

Peonle hold cash to take advantace of future investment
onnortunities. such as when interest rates or market conditions
chanae.



GURLEY-SHAW

He's One of Modern Economists. Both are the imnlications o
the ranid arowth of financial intermecdiaries in the nost-war
1 neriod.Theu were particularlu insoired bu the work of
Raumond Goldsmith which showed that while all Tinancial
Intermediaries arew ranidlu durina the first half of the 20th
Centuru.




THEME

® Non-BanRina Financial @ Store of Value

Intermediaries (NBFI)
® Weiahted Sum 0f ® Substitution relationshin amona
Demand currencu. Demand Denosit. Time

Denosit. Savina Bank Denosits.



EXPLANATION

o Gurleu and Shaw suaaest a liquiditu definition of moneu in which
moneu Is recarced as “a weiahted sum of currencu and demand
denosits and substitutes with welahts assianed on the basis of the
dearee of substitutabilitu ranaina irom one to zero™.

o The more imperiect substitute. the less the weiaht.



CRITICISMS

Gurleu and Shaw araue that the assets of non-banR financial
Intermediaries have increased more ranidlu in recent uears than the
assets of commercial banks and this trend and the role of financial
Intermediaries have undermined the efiectiveness of monetaru
nolicu based on the control of moneu sunnlu created bu the banRs
alone.



RADCLIFFE-SAYER

* He's Also Modern Economists.

* Radclifie Committee was annointment bu British Chancellor of
Excheauer in 1957 to inaure into the workina of monetaru and credit
sustem and to make recommendations.

* The rrenort of the committee was nublished in Auaust 1959.




THEME

* Near moneu concent.

o Medium of Exchanae/Substitutes.

e Note+Bank Denosit (Time denosit.Savina Bank Denosit of
Buildina societu et..



EXPLANATION

* The Radclifie annroach durina severe nilation is not to restrict the sunnlu of moneu
alone but to strike hard more directlu and ranidlu at the overall liauiditu o
snencers.

* A combination of control of bank advances. of canital issues and of consumer credit
has been advocated in this connection.



CRITICSMS

Oversimoliiication

Lack of emnirical foundations

Interest rates and aovernment exnenditures
Interest rates and smaller firms



CONCLUSION

» Both the Radcliife-Sauers and Gurleu-Shaw theories broaden the traditional
understandina of moneu bu emphasizina liauiditu and the role of financial
Institutions in creatina and manaaina it.

o These theories hiahliaht the comnlexitu of monetaru economics and the imnortance
of considerina the interconnectedness of difierent financial instruments and
Institutions in influencina economic outcomes.
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