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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= √2by/r

r= rate of interest

b= broken age fee

y= income



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.
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1. Introduction: 

• A branch of economics that studies money and

its use in an economy.

• It examines theories of money, its functions,

and how it can be accepted as a public good.

• It also analyzes the impact of monetary policy,

including how it affects interest 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

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 

Lt = kY





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.

Total Demand 

for money

Ls = f(r)

L = f (Y,r)





b. Monetarist approach:

• Milton Friedman’s theory is 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 



Forms 
of 

wealth

money

bonds

equities
Physical 

goods

Human 
capital



• Income is, capitalised income and permanent 

income

M/P = f (Y,W; Rm, Rb, Re, gp, 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
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TOPIC : CLASSICAL THEORY
FISHER APPROACH 

Seminar 



FISHER APPROACH:
Fisher’s Quantity Theory of Money:

American economist Irving Fisher 
developed this theory in his well-known work 
entitled 'The Purchasing Power of  Money' 
published in 1911.

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

• Narrow Definition of  Money

• Ignoring Expectations
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