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tt.aia ,...,_.toM a Uiet l'ftlW o£ uu. aat.o Utlentue 

Oft •!be Quat& tr THur of tba Yal• or Moftq'. nse eeoc:md..., 

AJeo._.._ ... to w- tb8 &Dt.erUMt.na .._. o1 tblnldns ot tile 

enat ~t.a ..... lltuatun w rnlfte4. It la tboqht 

tbat u.ae lSoka eboW tbe iDMnat. oooU.maiQ' end eYOlat£• ot 
• 

tbe llalD e1-u ot u.. • .-.utr u..,.. 
Na won wa --.leted UDie• PNfa v. a. Cbltn. l 111111 

ati'M8l:r ara'-hl to hill tu b1a auJA_.. ucl eaaou.raa-nt. 

h~ to~ b1a Ult.leal GGABIDte ProblDa qUHUOD8 and 1nala...._ 

oa &1•• uu olent.r, t\d.a won VCMdA b. ...... atneo ~·' a 
ooatualora ot 14••• I • abo tib.alltul to PNt. B. a. a. aao 
tor tbe U..· ~Gb be a-. • tor Cllaouaallal eon ot ., clUtS. 

014\ lea. 

1 upreu 1W _.a'dttlde to Pnl. Y. Me DaadU•t 1lbo taft 

•• opport\lld.t~ Go ~oiD tbla K.hll. oeune aa a teaeber r.u.ow 
\Jft4ef' tile "'MUlt,. x.,....,....t ...... -. 

I • at ... tlJ' tbMt&fal M tU IMtal tr ot the OOIIbale 

X..t.lkte ot PoUU.oa aD4 hoaorlioa to~ tlldr p&daDOe1 

ualat Moe Md •noollhl_, 1.n ., aold.-o puald.t. 

I • t.b..rdtttal \.0 _, oolleqMa Pnfe z. Pe PaW ea4 

rot. • • Pathan tor tbe t ift lltbiob ther ••• • to• 41e

ouaelOD. 
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It 1a ... .u ... t.o •• that I onl.7 • re•poDalble tor tbe 

ewrora ln ~ a1aaertat1oo. 
~A. 

I •ut upreaa 19 deep aenae ot...._at.~&....Se t.o Prot. tt. v. 
Kauad-a, Pr1Do1pal ot s-..aner Haa•pallka uta, D. 1. 

Malp•l, c_..rae .a4 B. 11. sar.S .. Botenoe Ccalleaa, laDgamer, 

outr1ot Ablhdnagar vho aenotioned • the stW11 leaYe to Join 

Ulla O<Nfte. 

I • tbanJct\11 to all tbe •taft ot tbe Ookbale Institute•• 

U.t.ral7 • 

A. 1.. Doltocle 



IIJIOPVCI191 

AD at.t•pt la •• beN to •ue a or1"1oal rewtw ot the 

literature oa the •HDtlt J" tbeol7 ot 110De7• Alllast. OYe,. a 

penoti ot tbne oeat.ariea, tbe oon~rcwen7 ataout. the relatlon

abip bew .. a the quanti .. ,. or IIOJieT antl the prioe level hu ooo

t bYecl unabateel. J.1ri quat.1\J' tbe0J7 of 110n81 1a nlat.ed. t.o 

tbe d.eaud tor .... ,. 1n tbe tlra t 1M tuoe. netel'ldDaUOD ot 
the general prloe lnel ancl ot tbe tluotut1ana 1n it, la 

pQSelble wl th tbe help of t he quanti t.J' tbeo17 ot IIODeJ' • But 1 t 

doea not ul].aie tbe ObM181 1n tbe nlat.ift prloea. 

'l1le paper la dl¥1484 1Dto aeveD obaptera, Flrat. Chapter 

at.\npta a brief but orlUeal explanation of pre-Piaberl• 

q.-aaat,1 t.7 the0171 raaln17 wltb rererenoe to J'otm Looke an4 

Rlcbar4 cant S.UoD. tbe Seoon4 Chapter cllaouaaea at lenatb 

FS.aberlao qUDt.l\7 tkeol'7• The v1ev1 of A. c. P1sou ancl o. a. 
R11boruon are taken u npreaentative ot t be C•bri<l&e School. 

and an u•1De4 1n Cbapter III. '.the enal7als of tbe nlatioa. 

eb1p be tween pnoe leYel UCl JJOnq aappl.J' alven bJ' 3 • H. K.,nea 

1 eaalliae4 ln Cbapter IV. Milt.oA Frleciltllft1 a Yleva Oft qt18nt.l~ 

theory are u pl.atae<l br1et1J 1n Cbapter V ,toUowed bJ a bl"let 

re•1ev ot t)on Pat inldn' a vleva 1n Cbapt,er vz. Conolll41n& 

naaru e:re g1ven in Chapter VII. 

(iY) 



SIA!Dm J 

1. S! LOCQ 

Koat of t.be Rero•tWat. tblnlutra bel1a'Ye4 that ••one7 

etillulatea wide•. the lntrod..aotlon ot •OIMtJ NIIOYea tbe lack 

of clou.ble oolnc1denoe ot wants vblob birden trade. Tbls trade 

au..ulatS.Da etteo\ ot •oae7 1a ew14eat 1n the MOD_, wb~n 
fiODe t ieat.loo 1a t.ald.D& »J,aea at a t• t p.oe. Locke upnaaed 

the prlno1ple ln. t.bo tollowlna vom. •l'bla abow the neaeaa1tr 

or a011e proport l• of •oaer to tr.S~t 1Nt Vllat proport ion tb1a 

te, ls bard t o cleteninea beoaue lt. 4epen4a not banl:r on the 

quant1t7 ot aone71 but the qdoJmeaa ot ita auoW.at lon.•1 

Here, Looke ...... t.bat. fl0n41J' la neoeaaa17 tor t.•*'•• 1n 

proportion to t r14e. Daat , be tdle4 to clet.erQ.ne tbe pnolae 

propor tion .-Kl hence, t.be • .,.,. clnanded tor t.r.Se. ne a tate4 

that , 1t u 41tt1CN1t an4 OOtaplea to cletendne tbla proport ion. 

Act ual qunt-1- ot ••q nqUUa4 t• trtde wUl 4epencl upcm ita 

Yeloo1 ty or tld.oluaeaa ot o1roUla\ 1on. 

'l'be tollowi.Dg at a'--nt, reveala a OMh balanoe approacb 

1D Locke•• theory. • h ei'J' •• ••t have at leut ao •aob •one,, 

or eo tillelJ' z-eor.lta, u •• lD hand or in a ahort 4l8t anoe ot 

ilia, eat.1af7 b1a oreui tor vno a\lppl1ea bill vitb the oeoueltJ.ea 



a 

ot lite, Qr ot b1• ~ •• •• ao \bat. lt 1a nqwlte to t r.te1 

t.bat tbere should be so rlliCb aoaq, u t-o keep qp the lan41or41 a1 

labourer•• aD4 brok~r•a orecllt.a and tber•ton reaq •oner •ut be 
. .. 

ooaet.anut uenanca4 for v••• aod labow, Gr fc.llow vlthlD a 

abor' u.e attar .... a 
Fro. tbe aboYe • t.at•ent va oa aot.e Looke • • tcaU.odaa 

Yleva on •••• 

1) Monq is eaaentlal to ne17 person tor exoban1• ot 

oons••r goode tn 1enera1. Tbls ooeponent reneots oona•ora• 

cleaand tor •OMF• 
2) Moae7 ••t be 1a ba'lfl 1n oub or '' ••' be eapeeteel 

t o be so vi t.b1n a abort pedo4 ot t.S... 

J) Morl87 1a uaecl u (a) •ecU.• or aehuse an4 (b) •an• 
or NP8J'I•t ot loana • 

.. ) be mue7 oldu ot lucllcmta, labouua and bNken 

4eterld.De tbe l.e•el ot ..__,. aappl_y. 

SobD Locke explaioecl . ibe nlat.loubip bew .. a tbe q.nt.i\7 

t •cmq and tbe prioe 1 .. •1 or the •alu of •one7 u tollons 

"tbe YalM ot .. ., ln reapeo' ot tb•• ( COIIIIOdlt.lu) 4epende 

only on be pleDtTt or aearoity of IIOD87t 1D propol't,ion to the 

plent.r en4 acarclty ot tboee tblnce.•3 

Fr011 tbe abate stat...,.t it to11ow tbat, vlt.b a pftlt 

upply ot coaodlt 1ea1 t.be Yalue ot 110ney vl11 taor••• lf 1t0D8J 

s upply <leoreu.. and nee YeNa. 

2 Ib14. t p.5B. 

3 lblaat p. 62. 
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FIIJ'tber, h po1Dte4 out. that. ~· ao0e7 le. nott a cooa•abl.• 

coeaoctlt te but 1t. oao tet.oh ~t1•• in t he •al"ket. 'lbla 

14oa 1s eY14ent holt t.be foll.ovJ.II& quotat.lOD ot Locke. ttHoaq 

bu a value, as 1 t 1a oapdl.e lay a0banae1 to pr>lcUN ua the 

necoa•arles or con'lenl"noea of lite, and ln tbla lt bu the 

nat.u-e cd a eo~~~~Ocllt71 0D17 vitb tbla difference, that i t. aerna 

ua oou0fll7 bJ' i ta eaob~1 oeYel' alJioa·t. by lta oou•pt~oo.•a. 

Ricbard Ca_ntlllon vi'Ote an •••• ant1t.led1 " .asal sur la 

nature 4t~ ooaaaeroe u general• • In tbla eee-r, he stated t hat 

an ~en•• in •• e&u.ant.ltF ot raoaey sappq lnonuu t.he pice 

le• 1 1D t.be •.net. H1a orl&lnal • tat.laern. ia u toUowa. "It 
111no• ot sold. or allYer be founct ln a etate and consl<terable 

quantltiea ot -'neral• 4~ t~ ~.. the proprie~r of tbeae 

Ida••• t be unclertuva, M4 all tboae vho vork then, v111 not 

taU t o lnoreue tbelr eapenaea 1n Pz"oport.1on to tbe vealLb 

and p:rotlt tb•7 aakea thq vUl also lend at lnter•t. tbe suu 

or aoney vld.cb t.hq bave nel" ad aboYe what th., need to 

.,. •. 
All tble • ..,., wbetber lent or spent, will enter into 

01roulat1ora ancl vUl not ta:U. to Jllalae the price ot proc.haota 

and. •••ohandlae ln all t be ebaaela or olraulatlon ~- 1\ 



.. 
enten. Inon•e4 ~ v1l1 brma iaore•e4 apeDClltun ID4 

tbia vlll oaus• • !Don•• et •an•t prso ... •,. 

W• baYe ••a JobD t.oou•a Al"&-.rtt tbat1 lt tbe qMDt1tJ' 

ot •one, supifl17 1a peatu than t.be 4•8ft4 ffW 110Jlq1 tH Yalue 

ot money clecu·e•ea, and nce-Yena. 8&at1 t be proceaa bT vbicb 

1 ' bappena1 •• DOt. ••.PldDeel bt h1rl. CaotUlon u plalned t.hla 

roo••• •J'atuattc.U,. Proe tbe quotat 1on a1Yen abow1 we caD 

4er1Ye tollowia& propoal t.ion•a 

1) The lnonaaed. 1Dc011e 4tae to 1nonue4 vealtb and 

profl ts lead• to ·laonue ln con.-ptlon u,.Ddl tt~re. 

2) Tbe total tnonuecl •one7 lnoa• 'Vlll not be spent 

oo cons•pt.ioa pupoeea. lhere b a Uru1• ot uae ot ln.,.. 

aa tQUovaa (a) aou part. ot 1nooae tor oona .. ptlon and ( '-) Ule 

naa1D1ng portion ot tnoae tor leDU.na. 

3) eretore, tbe 4....,4 to'l 100<1• 1nonuea1 beaee1 the 

aarket prtcu lnonue further. 

The 1n41rect ancS direct Nlatlonablp bet.wen quaat.ltJ' ot 

.., and tbe prloe lev 1 u S"C&•a\84 b7 Caot.UJ.oa, • ., be 

ea lalne ln tbe tollovins • anner. 

lnt, we oon•14•r bla 41scualon ot tbe 1n4lreot nl.at1on

ab1p, beoaua•1 Cantlllon hl•••lf aav• .on bportanoe to 1 t tb.n 

the 41root on • It tbe iftereued •oa•r sup~ 1Dlt1ally pu••• 



' 
tbroup iDYU tore, t be res\11 t1nc ettect.a on the price level, 

are, lndlreot an4 it it lnlt1allJ puaee tb~ouab eoaaWMn, 

tbo reat&l t1aa etf ec ta are 41not.. 

:nappose a pl4 or a.Uwer ld.ne is found. Die Uaoowel')' and 

actual opera&.ioa of the ~tine nqU.rea •laeable lnYeatllent.. naa 
le.ta o the aoreue 1D moner aupl\17. "' bi.a wlll lel4 to 1D

creaee4 pr-ofits and 1nonue4 wac• ld.ll. Tberefgre, 1 t 1a an 

laoreaseel •OMJ" ... ,plf- t bi'O\a«b ilrfeatllent (ill rd.n1ns). rue t 
1 t loan••• t.be lno-. or t hat 1n4uetl7. ?hie leada tbue 

engaged 1ft that I.Dd.W~t.ry t o oon- 110n of oonawaable soocla • 

.t anton, the prot'l ta ot aarioult ural prod.uoen lnareue. But. 

real v •• deonue. so, there 1• pnaa..an trot~ tbe workers to 

lnereue ~~onq vaa••• 

In tbia eue, aoooNlna to CaDtillon, tbere 1a opens1on 

of e•pl.01flhtDt aloa1 w1 th 1Doreued lnoomee Be Arl\lecl hen t.bat 

Ule Obatl&e 1D detaan4 18 DG't. •ftl¥ (lt&alltit.at 1Vet but 8 t.l"'iOt "ral 

aleoa bao&LlSe pat.Siei'D ot COBawapt.10D alae ohanpa. leople 

This · ve OGD o.U the lftOOM ott eet.. 

b) p,lggs( l\e1Ml9PfN.p 
. .''_ 

l a b1a oue tbe lnoreuecl IIOM1 auppl.J 1n1 ttal~ paaaea 

t broU£b tbe conswaera. s o, a\ltaaat.loal.ll' 4dan4 tor oona•pt1em 

g a increases , vhlob 1 ada t o lnc••as• 1n tbe pr1oe• ot tbo•• 
c od1t1ee. 
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For ex•pl• 1 a&~ppose a ton1en •buSJ' is •tart.ecl 1n t.be 

count.ry. f be em~usy v111 eapl.OJ' a011e peraona 1D 1ta ottlce. 

Tberefore eome 11441 t 1oual vorkera vUl get 1ne~e. 'nlU 1IODq 

1noCMie l ! in the han4e of eonsUMra. It vlll direct ly attect 

tbe price level in tM •uut. It abould be noted. tba' lD tld.a 

cue, the lnonue 1D •OMJ" a~apPly vu 4wa to an aot.1Y1~ vblab 

la non.~cd\10t1••• Beoae, l ta etreota oD prloe leftl are Yla 
' 

conaupt.1on aot1'¥1t~ an4 thus 41net. 

In abort, the supply ot •onq rat.aea tbe prlcee as also 

t iltt lnc•••• But Cent.lllon ae14 that 1\ ia not pGSalble to 

detenSne eXMtl7 tt1e utent ot theae etteota. Be catetJOr1oallJ' 

a t.a t.e4 tba' cl\le to lDerueau ln ._., auppl.J' tbe prloea or 
COIIrtOdlt lea 1Dcreue1 but DOt. the»ae ot all. In b1s op1D1on, 

prioea ot superior o~odl ties 1nonue due t.o rln 1n 4elhlll4 

and t.be pl1.cea of interior cOIIII04l U.u fall because a deoreaae 

1ft cteman4 tor tba. CantUlon also a"J)pOI'tad the Ylw that the 

deraan4 tor aoney depends \lpoD ·the • rap1d1 ty ot elroulat lon". 

Thla Ylev ls the ·- ea that of l.tooke and Pet t¥ W O spoke 

alaout • q\d.Oidleea of clroulatlon•. 7be only ~fterenoe 1a ln the 

approach. Tbe approach ot Locke and Pettt7 1s ~ally tbe cub 

balance approach vbUe Cant won• a app~Ub la t.~anaaoucm 

appr oaeb. 



:W!IIa l'J'JBB 

Prot. Irvtna Fiabe• wrote a 'book on "The Pu.ebuJ.na PCNe• 

Qf MOD8J" 1D 19U. l n tb1a booll be at.te•pt.e4 a ox·lt1oa1 .ad 

4etalleel u.-lnatiOD of t.be vanatlona 1D i.be price le-rel, aa4 

tbe oauaea t.benot. He dl'f14ed bls aplana·t.1on reaar41Da prlee 

1 vel Yarlat.lona lnto tbree oatesorl••• Then ue, 

a) erop aeuonal vartauou, 

b) oN41 t oyolloal vulat1ona, and 

o) aeoulaJ' Yariatlona 

a) Crgp s ayooal. !M't"W 

In each banea tlfta .seuora, tbe prloe 1eYe1 talla eberpl.J' 

dtae ~ ~PGI'U7 bat oonalsclerable lnoreaae in tbe oupplJ ot 

a&r1o\4t.val proauoe. on the otber hanc11 ln tbe ott-••••• 
the prloe level rlaea ebarpl.J- Clue to e1plt1oant 4eon•• 1D the 

e"pp!J" ot tbe •-· The 1fttenslt7 ot tbla etteot la obYlouely 

more 1n • HODGit1 vtwn ept1clll. tual •ector pre4oai.Dates. 

1sber hu not elaborat ed t bla t7P• of ·ett eot 1ft de taU. This 

1a u 1 t sboul.Cl '-• beoauae, pr1ce tluetuatlona ot tb!a type 

are not 4ue to obanaea 1n the qUAtlty ot aon.,, t.hoaa&b aeuonal 

pl"loe t l uct,uat l ona l ead t o seuonal nuatuat.lona 1n t.he value 

ot on~. But aooordlq to Pleber, tbe cbuap in tbe quant.l\1 

'I 
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ot IIODeJ' 1s tbe adD oauee ot t.be eb.oa• 1D t he purobMlDS ponr 

of •OHJ'• 

the var1at1oaa ot tbe r .. ainlns two t JPU, arlee cener~ 

Cl&&e t o vanatlona · ln the 1no011e tlov tra. wal~b and pnpert,.. 

Tbe abort period. ( t rMaitlonal ped.oc:l) YU1at 1on• l.e. 

tbe o:~.U. t. c;rcUoal. YariaU.oaa and thtl loaa period Ya:r1at.10Dat 

1••• eeoular ver1at 1ona 1n tbe prioe leftl an e&pldnecl w1 til 

tbe bel.p ot the ~-111 u eflUt.lan ot e&obanp. 

.,., 
• • ••v• • r pq 

K • tbe qu.ntl \1 ot .etual •one.r 
V • t be ve1Gcllt7 ot ut.ual IIOMJ 1D olrotalat icm 

K• - total 4epoelt.a s\lb3eot to tnnater bJ cbeque 

v• • t.be wloo&.t.r of o1roulat.1on of l»ank depoelta 

p • tbe averac• prtoe ot aale ot etrt putlc\&lar . 
&OOdt puab•et 1n tbe li••n _..unl_. 4unnc 
tbe sJ.•• r•ar 

Q • t.be t ot al q••t l l7 of lt. purobuecl 

~ • q~~bol ot au.auon. 

Tbe equat 1oa bu a t10ne7 • 14• and a aoocta o14e. The l ett 

beo<l 148 1 . o. tbe oney a1de 1a tbe total •on., paid, vb1ob 

e qGaJ. tbe " roduot. ot t h qwan t.1 t7 ot •o.ne7 •l.ll. t ipUed b7 1 ta 

Yeloc1 tF ot c1roto&lat.1oa. .Lbe rlgbt bancl e14e ot t he equa lOA 
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l e tbe •• ot proc1\lct.a of q\IUt.l U.ea of looU UObanp4 •lll t i

p11e4 b7. ttteir na,.ot.iwe p:r:loea. 

Be elue1t1e4 all. gOOda lnt.o tb.Ne P'OUPa 1 1••• ...,., 

4epoa1t . c.arnnc, or depod taa ancl all ot bor &004•. bcb_,e 

be ¥MD theH three poda tallea pl- lD dX vera. !bue aN 

1) • •• ,. ..... t ~. 

11) Depoaita qalu\ 4epoalC411 

111) Oooda qainat. aooda, 

lY) MOMJ' agdUt 44tpoa1ta, 

y) MoneJ' qat.u t loodet 8Dd 

Yi) »epoelta aaainat. aoocta 

I n F111her' a oplo1on, uehanaea of the ts.n t aD4 tblrd 

aro.ap n pr•ent ~~<mq oh•dns and barter reapeot.1Y.q. 

Slld.larl)', Uw exobangea of tbe aeOOD4 and f<MU'tb groap ••rel7 
represent banlda tranaaotJ.ona. Aa auoh, l.be7 do aot conat it\ate 

tbe circulat 1on ot ounaa,, t.W. fact or vb1ch aaiol7 atteot.a tbe 

price l evel . 1bereton1 t.-be ••ob•ae• of tbe lu t two sroapa an 

consl dend. • atteoUDa tbe prloe lnel t bl'o'ls\l ch• a•• 1n the 

o1rotalation ot . m oY\ ~ • 

the ore41 t. 07olleal YUi.a.Uona an abort p•r1od wu1at.1oaa 

(aocordins to 1aher the period 1a near abov.t. 10 r eara ) . In 

rana1t.l onal. per1ocl1 otbsr coapooeAt a ot the e qa.aat1on ot ucban&• 

l . e . •,v,v• and Q'• alao chana• alona w1tb P alter a on•c• iD 

" · AocOl'din to l ebel" tb••• ohort period •arlat lf)fta are duo t o 

a) V ulat.lons 1D t.be pr iee l evel or 1n t.be pYrabUlnl 

power or •oney, an4 
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b) Yar1at.lone Ia tbe rate of ietelf(•t.• 

Flre·t, ve b&Ye to a4eretand the etteot Gf rlalac or t.:U.. 

lD& pr1oea an the rate ol lDter••~ IID4 alao tbe P80Yl.tu be

havlo• .of tbe rate ot 1Dtereat, vitb t-he help ot l'q'petbetioal 

---·· s uppose t.ha~ the prlou an ,ftsins at tbe rate of 3 P• 

cent per year. 'rben1 \be penon wbo 1en4e Rs.lOO at t.be beglnn

J.Dc ot t he 7ear •ut ••' the 1ntarut, an the aot.ul pl.ll'obulD& 

pwer. Let tbe rate or lDtenet lMt f per eat per arm•. Then-

fore• be ••t real•• back tbe total aaount vltb 1Dtenat wbicb 

1e ns.l03 plua S per oent 1nten•' oa tbla a110uat1 vblcb 1a equal 

t o Ra.lOB.l,. ~beretore, 1D tbe aboYe .... plet tbe 1n41v1dual 

at~~t earn a.O.lS not Re.5.oo 1t be bu to eam a nal lnt.erea' 

rate ot S ,.r oea' wbicb la oaloYl.ate4 on tbe purObtllloi power 

1D Yiev ot 3 per cent 1nonue in tbe pr1oe 1••1. 

suppoae l):rioea are t'all lns at. tba rate ot 3 per oat par 

7GU'• I t uana t.ba' at tbe end ot tbe 7'tU the purOhuins pove 

ot ••91 vlll be equal t o aa.lOO at present. Tberatore, 1o ·~bia 

cue, the lueler •\&It eam Ra. ~ .as onlJ' lt be hu ·1;.0 .., a l'eal 

iftterest rate ot S p•r oent . 1'011 U'lla it 1a olear tbat \be 

real rat. ot 1ntereet 1 tb• noa1nal (IIOneJ) rate ot int.ereat 

oorree t ed tor tbe prioe l Yel cnanaea. Fro. tbe aboVe eaplan .. 

t.1on we set tbe following oonoluaicma. 

1) Dt.ll'1n tbe period ot r1a1ng pr1c:ea t.be real rate ot 

1n ereat, ia love-r tban tbe ·~ J'at. ot 1nten•t . 
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2) DurJ.ag tbe pel'lCJtl ot tal.Uns prloea tbe nal nte ot 

tatern' 1a snater *• *•..., rate ot ifthrMt.. 

Wl tb the help ot the Yar1c.t1ona 1a tbe priae loftl •4 

•arlationa 1ft tbe nt.e ot 1Dter•t• Fieber uplalna ~olio~. · 

....S.at.ioo• u tca1..lon. 

11 aoaq a&JJPll' aUgbtq iDon••• t..- the 1Dlt.lal 1n•11 

the prioe lnel alao riaM 1a tbe •- proport ion.. Bulneaa..., 

se t tbe 1noreueel aon.,. p4'ot'1t in tbe •- proportion an4 t.be 

real prot1 t a abou14 &'MaiD ooas tent, it ve Mau. the ••• 

proport.ion ot 1Rere•e4 pr1eea tor t.b• tblqa be ptanbMea and 

t.be tblaga be a.ua. But, u a •at\er ot taot, tbe t.r.S.ra• 

pr o£1 t,a 1U rlae 110re · tbiD t&ll1 INteau• tbe nal ~a'&A ot 

1Dt.na ~ (wblcb 1a a part ot t.otal ooat) le 1•• t.n• tbe ••• 

rate ot iDtenat.. t b1a et111ulatea tbe widen t o 1noi .. ue 

their pi"'f1 ta further bf iDVeaUDa ._.. s o, tbelr clallaad to .. 

loana 1noreuea tvtber. Tb1a 1a a boa. period. or expaDS10D 

pb-. J.1le l'lae in prloe 1•••1 beOOHI o•uattve. 
Detore an&1.7a1Dc t.be tollovift& at-a, we have to at t.t47 

tba ohanpa 1D ot.ller OOIIPODeDt a ot tbe equat-ion ot •••••• 
I n tta• be«* penocl, bank Clepoelte ( M•) ~aoreue relat 1ft17 

t o M because, as we have alre~ •••• tb• real ••te ot int.erea t. 

ls l eas tbu tbe • oney rate ot 1Dterut . Aa a nalllt, 1:be 

prott ta of t he bualneseaea bcrnue a~on than proportl•at elJ'. 

ID reapooae t o i aoreu lna b\181nea• cS•ancS tor loana, tbe l)lftll1aa 

aector pro .. ldea lioN l oans t o the bWilneaa~~en. !benton, price 

l e• 1 (p) vUl n • ln t ba t r at1o furt.he·•· be nuon l a that 
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K+M• oonet.ltute tbe t.ot.al IIOJIQ aaaplt17 anc1 t.ba prlce lnel oh•r•• 
1rl the saM proportioa .n4 1D tbe •- d1reot1oa aa •oae, eup~ 

(!*M') abao1.••• 0\bar factor ( f ) l.e. ~olUH of tat• al.ao 

cbanc•• ill tbe ·- di.reo'-lon.Holl\lae or ••7 tens ru loane. 

t he rleln& ,r1aee aooelente tbe oboulatloa or 110U7 tutber. 

· bis 1a ao becaW&e 1n ncb a1 tuatlou ( tbe J~laina J)doea) tba 

tendenor ot t.be paopl• 1a to hol4 ••aU•r aaoura' of real quant.it7 

ot moaer • 'llley pret•r t4 hold aon oo•odl t.lea rat.her th• 

•••1• Aa a nault.1 t.be cleaan4 tow oCJM041t.iae lDonas•• lea41n& 

to a tul'tbor ria• J.a the price le~el. 

Ia tbla w.-, in the trana1t10D period, • ria• ln moo 
le'fol indtaoe4 b¥ a al1p\ t.nONue 1D eoaey ••PJl:r, beoc.• 

oUilula 1 Ye 1D t.ba .... , .. t perlo4e B•t tbia rlee 1a prices 

cont1Dui Qpt-o a parUot.alar poiat Mel dter tbat 001188 a t UDlng 

po1Dt. The folloviac oawaea •• napenalble to• tbe turD1n1 

point. 

a) Attar a put.ioular point, tbe rlse in tbe 1nterea' 

rate 1s raon propeaalve tbu t.be nee 1D prlou. ·For exuple1 

tt the prlou aN na1Da a\ the rate ·OI 3 per oent. per .,..., 

the booa vU1 oontlDue 01117 upt o tb.e pcd.Dt. vbe~ tbe nte of 

r1 e ot 1Dtereat. rata beooea 3 per oen't per .nnu. 

1)) l 'be legal restrlotlon on tbe b.U to •alntat.n a 

1Dl u. reaerwe rat io 1n o~er ~o aeet tbe 4epoei~ora• deaaad 

t r oub. 

c) Dua t.o r1ae 1n tho rate ot lnt.ereata Yalue ot oer'-1a 
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CGUatel'el aeov1t.lea suob u boada1 talla c1ovn. A• a na\llt1 

the loaoa eaaiDat tbd alao deonue. 

4) soae P87obolos1oa1. taoto:ra •• alao operaU••• But, 

bore w exolude n0De110Det.U7 taot.ora, auoh u ower ooeel8pt..ion 

and. OYer.t.Jweataeot • . 

a) YelocltJ of e1rCNlatloa of 110ne7 alao beCOJiea 1ow be. 

cause ot contraot1oa in 1-oana and depoa.t. ta. 

Hen, the tlll"ther r!se 1D the pr1oe laval coaea t.o an end. 

Tbla tum1nc poln t la tbe be&1nn1na ot talUD& tnncl J.rl t-be 

prtee leYel. It 1.t calle4 receaaloa. tn tbia pbase, the tall 

1n prtet~s l)eGOJies sr-luall7 slfl!l1t1cant. tb1a tall 1n prlcea 

cont1nuea tor aae t irle1 but at. a certain point tbe turtber 

deere•• 1n prioea and bal)k loue 1s unatd b7 tale 1oor•as1n& 

protl t ablU t7 or MI'J"OVin&. 'I'be ,..... 11 tbat, t.he tall 1D 

the rate or 1nt•reat 1a biaber tban the tatl· ln ~be prloe le.al. 

ere be£1Da the cradual. ~~at•e~tt ~ the pbue ot proaperi ty. 

In the trane1 tton per1oc11 a audcSen abanae 111 tbe qu.nt.1 tJ' 

ot Q0087 and depoai ~a w1ll. tuporarU, atteot tbeir quloklleaa 

ot ctr culatlGD an4 tbe •cal.•• or trade. Blat, the eaaenoe or 
tbe QUantt.tr t heo17 is that tho pno• leYal la. affected only by 

t he obqee 1D tbe quant ity of mcme1 (M•M•) an4 not -. v or r • 

.ref ore, t (l\IM ti t7 tn•OJ7 4oea not bol4 tru :LA u.. . 
t rana1 t lon p n.~, a1 bo , the aquat1cm ot ucbanp 1a eat.u. 

tied.. 



o) JJtcJAu: IriR4 il JariMJ.oU 

In the looa rua ( bere, t.lle lona rua • .,. be d.ef1M4 • tbe 

pel"1o4 to vblch the etteot• ot t.be oauea Uke ••••• .1o v • v• 
ancl t oa pr1oe leYal 4o aot exteacl.1 >, tbe equation ot ucnans• 

i.e. MY • M•t • • ~ pQ ia t-rue u t.be aenae tbat oae of tbe 

aorllal etreot.a ot an !Don•• in tbe q\lant.i t-r Gt 110ne7 ls an 

eaao~ proportional 1noreaae in the generel leYe~ or pr1ceG. 

I n other vorcta, t be CMPOnents ot equation or eacbange ot.her thaD 

(p) rda.ln oonstaat, att.er, chana• 1n the q.11lant1ty ot llttlfl8J• 

It le&al teDdV •on117 l.e. (Jil) is dt3\lbled, t.be bank 4e

poe1te l.e. (M') alae do~ble. 1b1e 1s the norNal 1.e. t be 1on1 

r\111 effect. But tbia 1noreue ()f lil d~s nl>t aonall.r affect 

v, v• or t he Q' 1. Plsher arsued that 1D tba lons run • tbe r atio 

ot expenditure to (IIOfteJ') atoe-k oa band would be unatfeotede"2 

It .1:& beoauH people an ne4y t o pq dcuable price !'Qr tl'•e aue 

..,.odi ty far wbiab tbe7 we Nldr to keep .ore money on haDie 

l be lnoreue 1n Yolooit7 (V) 4e,P8nda upon. dene1t7 ot 

population, oloaer •·•tU•wt, &'feUab111 ty ot t ransport.auon 

tacUi t iea, vbicll ue out.sltle of the F1aher1an equation. 

Velocity ot • oney alao 4apend8 on teohnlcal oaftd1t1ons rather 

1 .. tor ... ple, I nlDg Flaber, D4t P»>abMlDJt lewtr ar 
~!J'Zt ftepr:Lnts ot Economic Clus1ca1 I\iaua!Ua R;SXelle,-, 

o., eUer, Nov York, 1963, p.1S9. I"lebtr •••• "t.bt atr1ot17 
propor t ional t rect. on pr1ce• ot an 1noreue iJJ M 111 only the 

or Ylttaate etreot after ~r.naltlon perl~ are ow.r. 
h propoa1 t 1on tba:t prloea yary with 11one7 bolcla tr;.ae ODl.7 ln 

co PN-ins t.wo 1Jiagln&J7 perio4a tor tcaob ot wb1oh prloea are 
a tationaJ7 or are oYlnl alike \IPVard or d.()VI)Var4 .n4 at tbe 
a rate." 

2 
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tban cbana• :1D t.h• ,waat l t; ot money. nen . t.be Yelocd. t, ot olr • . 

oulatlOD la 4et1neel • tbe •••aa• rate ot • tcanscwer•, Mllcb 

depends oa the 1D41nchaa1 ratea ot tu.....-er. Indlft.dual•a 

·t uncwer 4epeda. oo bia bald. te. EYerr'boel~ repQ.atea bla tua

~•r aocorcli.DI to b1a OODY..Ueaoe. The ••..-.• rate . ot tura

O'fer depends on tl\8 claDai~ of populat ion, -•nlal. euet.oaa1 . 

rapldi tT of traneJHt aad ooannmloat10D etc. Quntlty ot trade 

( f ) 18 a hnot loa ot natural n•ou.rou ao4 teoblaloal conditions. 

It._, be thouaht tbat the bleb PF1ou vUl d11dn1ab trade ( t ). 

But. U all pdoe• 1aon•• t.Dol udiag tboH ot aento.e, tben, 

t.bere 1a oo nuoo vb7 t.r.:le aboUI.d. bl Nd.wae4. 

It. 11 illportut to Dote tbat 1ft tbe lona ger1ocl anal7aia1 

pl'ice level u oonaldered a pua1ve ela•ent in tbe equatl• ot 

exchange. Bila1lar~, ob.nae 1D prla. lnel. ia .n etteot. and 

not a cauae ot obea•• iD 1101187 auppJ.y. t1lenton, iD the lons 

pei'1Gt1 anal.7aia1 eapeot.al,ioua abo11t. prioe ••••• bave no a-ole. 

Here 1 t . abo\ll4 be repeated that tbe ab•c• 1n the prloe l.,el 

te proportlcmate t o tbe obenae 1n tbe quantit y ot f101M7• In 'tbe 

t rms1tlon penoct, chana•• ln tbe prloe 1•~•1 an4 i.Dtenat rate 

plq an 1•pWt.an\ role. S1111larlf'• lons run o"tp~at 11 net\ aubJeot 

t o the 1ntlueaoea of obaap• 1n IIOD87 aupl)11. ID faot F1aber 

11a1Dtainet1 tbat., "an 1nflat 1on or tbe •onw o.nnot uoreue tbe 

output of tum• aD4 taotor1•••"3 fbla e~tellen\ indioat.ea that 

the output 11 not related t o tbe quantit~ of IIOD•J'• On the oon

t rerr, th lons run cbeaea iD oatp\lt. me, atteot toe prioe loYal. 
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F1,aber eap tbat, 8 I•prw••u 1D Ule proauotion vUL atl"eo\ 

price le•el• alaJ)lf' .. trwy aff ect tbe 'Woltae ot b~~a1neaa 

tnnaao~. Arrl ntJ.o.nal atwty ot the lntl uenoe ot uprw...,.ta 

lD •tlloda ot pN4ut1oa .apoa t.M le"Wel ot pr&.oea tlboal41 tben. 

ton, fta attutlea1 ~lnt, on tbe na~t.ln& 'Wol. ... ot treda, 

anct shHl.cl ea to 41aOOYU' vb.etber t.hla • lrl tva, curies prieea 

upvarda or 40WNaNae"t. 

It oleU'q allow U.at.1 S.n tbe loD& run then 1a a pusS. 

bUl t.J' ot lmpronuat 1n prochaot.loa •etbocla vb1ob aff ect tbe 

volae of tl'ade ( T). It •r• laoreuea, tbe priM le¥el (p) , wU.l 

taU an4 -.1oe-Yeraa. so, tbie 1a tbe aeeomtillportant tutor 

whleb oa atteot. tl'le prioe level. 

Itt tbe qURt 1 tJ' or •oney U 1Dontue4, t be gen.tl'al price 

ln 1 at ao 1DOI'eue• 1n tbe .... dinouora and 1D tbe •- . 

proportion. It 4oe• not .. an that the rlse ln tbe pr1c.a ot 

all c01a0dltlea le 1D the •- proportion. Prlcea ot ••• 
COIItlo41t1ea raa, rue ure than, •'1~ to or lea• tbao Ul8 ln. 

oreue 1ft tbe aonq auppl.J1 b\at 1t. ia tbe aeneral pl'loe leYel 

wblch ebaDpa 1ft the ••• proport.ioa u tbe .... , supJ'17 oben1es. 

Fieber aplalned "-'1• in the t0llov1ng •aaner •. •a.etclea the 

d1aperelon ot prlee ohape pro4uee4 1JF tbe taot tbat sae 

prioea napomt raon nadU7 tban otbel'a to ••a•• in tba 

taet.on <letANln1oa price lnela, M, K• 1 v, v•, anc1 tbe Q'•• a 

t11r~er cllapersion l s proctuoe4 bJ' t.he taot tba' the apeoial 
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toroea ot supply an4 ~- are pl.,in& on eaoh lncU.vldul PJ'loe, 

and oauial nlat1ft YUI.at.lone •ons tb•• Alt botaab tb•• 
toroea 4o not, u we haft a.rore uphulled, neoeasU'U, atteot 

the aeneral. price 1e'fel, they do atteot tbe •••• an4 utent 

ot ln4lvin.:L di•eraeDOJ.ea ai:Kw• .n4 bel.ov ibat cenerallnel. 

Baob ln41•14Ual pnoe tau a tlwttu.atloe of 1ta own.•' 
In Flaberl.n -qtaantlt,r tbe0J7 ot 11011.,., tbe eftMt ot ..__,. 

npiJ17 1a on tbe Pi• lnel. It does nCJt atteet oatpat as4 

eiQllo,aent iD the eo...,. t'be ctetenlnati.cm of ou\pt (ln th.e 

loq rtm) ia aepara&efl fJtorl tbe aoneta17 aeot.or. Ia a aeoul• 

tnncl, t he rate ot Satenet bu notblal to 4o vltb oraena•• ln 

Prl" leftl, beoauae, 1D tbe loas rwa tbe :lnonu• 1D the ra~ 

or :I.Dtereat 1a equal to tbe rbe 1n rate of prloe lwel ob~np. 

0 



SllaVDR ''I 
QMII l,ti,AFI MftUl tAl 

!be tnaaaoU.GD apPftach bigbligbta the lltpU.oa't.loaa ot 

... ,..a role 1n awot.4ina Uut neoaaalQ' ot 4o.atd.e eoSDcd.d•o• ot 

v•t• tor uobM&•• In oMb balanoe approaob, 110081 18 Ylevecl 

u a teepol-aJ7 dVe111q place ot purobulna PGRI' la bet.wen 

aale and pvobue. -nu. •aS.n d1ttennoe lletWMD tbeu tMo 

approaobu ls tbat, tbe tl'.,..aotriOD appJ'Oaoh oon•JAen tbe tuno. 

t 1on ot IIOIM7' u a ...Sl• ot eaOb:anae oralra vbenu oub balanee 

approach oonslc1era, lD 84dit.loo to it., tbe t•ot.lOD ol ~ • 

a a ton ot walue. 

Both tbe appnMbea are eeeentlaUr alat.lu tbeont.lo.UJ• 

., toeua OD tbe two o•poalte elclu of tbe one .nd t be •-

b,•ot , Y1a. \he 4 .. 804 tor ~7• lD \bla par' ot the p.,.r, 

we propose to an~•• the Ylew ot a.o ecODOIIiat.a vbo, aotualq 

belOOS to tbe aobool, a0Dtlut1Ds tbe qUDt.lt7 tbe017 dlacualon 

trM tbe oub bal11110e approaob. 

1) ,,,. '· c· "• 
ID "be U't.lele1 

1fte Value of MoneJ''t Prot. Plsoa cU.a

CWIIH the value· ot aoney in t wo •••• 

a) w1t h the help or tbe equation or eaob•p 

b) v1Ul t he belp ot 4e•and•aQPp}.J' an~ala. 

18 
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Pint , be 4etlaea the Yalu ot ... ,, u • the eaoh•a• 

Yall:.le' of a UD1 t of 1 t. Be UPHIIH t.be e&obaocald• Of atODq 

1D t.ersu of •..-ocl.t.U..e J.D 1eae1'al.1 • 

a) Thl If!"J' "1: (D1aoua1oa 1D tens of the 
aqua on . · a · •a• > 

People bo14 •on•J' vltb two o~~eot1vea, •la., the proylaloo 

ot oomera4.8DOe an4 \be pnnaioa ol aecv1 "'. Tbe tln' pnw1-

e101l ia t.o aatls~ cl.U,. ue4a, vbUe \be aeooncl prnle1QJI 1s 

•••t to taoe tbe IIIIUP80ted ct•aad.a wen tbef uue. 
People k"P tbelr naoaaroea S.n tvo al tematlw tonaa l.e. 

1a le&al tead.ar IIOM7 and lD lt•k balanoee. fte totel 4•.a4 

t or lecal t.Ja4eJl ltOh,. ls eaplalnecl vltb the tollovinl equat1ona. 

p. p 

• aeooad equat.1GD llbowa tbe 4•an4 tor IIOM7• 

Ben M - 1a t he m111ber or Utl.u to wd.ta ot lesal t.eadel' 

....,. tt. lnolud.ea, aot.\181 lesat tender ( token 

eoba ·allo part ot it) plua bank no~., plua 

belanoea asalftat wb1ob ob8flU81 •• be ---· 

P • la ttae Yalue1 or prloe1 per · wl t. ot t.beae tl \lea, 

1D ter~aa of q eoonolllo soo<11 e.a.vttea·t . 

n • le t be total naoqroea eapre1aed 1D tena ot, • ., 1 

wheat. 

(l) 

(2) 
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lt .• the proport1oD of the• r••ouNU U'lat U.• oo•tllll t.7 

obooaea to .keep 111 tba toN ot tl tlel to le1al 

teodu. 

Pi&oll hu aiftD the total 4•• tor aotul lalal telder 

llfiM7 u llltCJ.u. 

P • p {o • b (1. o>J ( 3) 

OJ' 

ii • Jl { 0 • b (1 - •> l (a.) 

Where i a t.an4c tor aotul. le&al tender IIODeJ •ut o a tanda 

tor proportion or t l t lea to leaal tender ad b ataocl.l tor pr~ 

P!ll'ticm ot ouh "••"•• to blllk notea an4 Hnk -alaaou. 

I n equat,iou (1) M4 (2), M la not onl.J tbe ,. • .,., ~t Wllta 

ot aot.aal l.eaal tea4er bt&t 1t. al.lo 1Dol.aclea otaae• coutlt.uenta 

ot t 1U.ea to l•&al temter, 8\lah u '-8Dk noMa aR4 cbe,ueUle 

bank 4epoal ta. 

Cot ve 41 v14• tb1a K into two r.oftta• 

i 'be t.be aowal unl ta ot lesal \en4er. 

1i be \be Yol .. of ot.bft ti tle8 to le&al Uncle• 

(l.e. bank 80De,r) 

- -So M + M • M 

But tllftkl 4o DOt keep wbole ot i 1D t,be ton ot oub. 

· nly a ~ut. ot t.bil 11 kept 1D tbe tor• ot NM7 OMh . 

($) 



s uppoae, it b 1e t.be propol't.i.on ot aub t o berak DOtes Mil 

baDk llal8D08a1 thea 

b • M la the 4•an4 tor aotul lecal tear .by the 

baDkera. 

ta other· vorda, it o la tba proport lOD ot t1 tlea to 1ecai 

ten4er1 (M), wblob ·tbe people obooae to keep 1D tbe ton ot 

actw.l leaal \elltter, t ben 1 • o ia t.be proportion ot t itlea t.o 

l egal tender ( N), Vhloh 1a t he i, but biDkera need onlt b • M 
u aotaal. le1a1 tell<lar • 

. 
• • 

t be people and tbe b8Dka), 1a 

--
= but M • (1 • O) (M) 

(6) 

(1) 

Tbe refore, eubstltutlns (1 • o) (M) torN ve aet., total 

ct.ancl tor actual lead t ender • o • M • b • (1.-o) • (M) 

_. eol vlDg tbla ve set, 
The total. 4aard tor aot.ual lesal tencler 

• oM + (b • bo) M 

•GH+M.baM 

• H (o • b • bO) 

• M \ o • b (1-o) l 
but · we bave seen tha t M • Jl tf'Ofl tba e(lt.aat1ou ( 1) ••• 

Subs t.1 tt~tinl f t or .M, we aet tbe ~tal 4e•and tor aotul 

l osal tender u S1Yen in eqY&tl• ( lt.) at»Ye. 
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People keep ·their HaOVou ira t be ton Gt t1Uee to leaal 

t eD4er t or tbne •••• 

1) · Ule proauet.1oa oS: OODYenieaoe u4 see.arit¥1 

i1) tbe pn4utloa ot o-oditiea, •4 

W) the GlNot oonaupt1on. 

rbeae tbree ••• ot t.1Uea t.o leaal teader an •ut;\l&l.q a.peti

uve. If tbeae titles to lecal tea4en are leea attraotlYe tor 

prott.uot lon ue1 tbo Yalue ot K ( oub.bal.anou) lDonasea. c-on
aeq-~entq other ••• are •ure atvMt 1Yea. The att.raa·tiftneaa 

ot ·tne pr oduction .••. depeD4s on tbe eapeete4 proeperlt',J ot 

ladue t.r1al aet1 vt t7. Tbenton, tbe a·ttraot.l wnea• of .aoo., 
bal anoe <lepelda on technolocloal pnar••• and riee lD prloea. 

Aooor4lng to Plgou, tbe at traotlYeneas or oub ha14Jn& 

tor tbeae uaes 4epeftda upon <Utterent reaaona wblob an eo• 

pl•x• fbeae n•ou are, 

1) Tbe ooDYeD1enoe to tbe bolder lD tbe ordJ.Duy bualneu 

of l ito, vb1cb depen48 on t be per1o41o1tJ" ot ble reoelpta, antS 

be ext.ent. of 1n-ld.n4 se\\lea.a t or cle&.t .Uwecl ll»)' the indQ. 

a t rial orawaatt<m. 

2) Tbe eapeot ed p.arebut.na pewer ot une_7. Aocoldlna to 

Pl gou, 1t tU prlcea •• opeo~ tG taU, t.ben 4ea1n ot the 

people to hol4 t i tles to leaal tender lnonu•• and •loe-ftr·aa. 

In ahort , ln F 1aber1an quantity tbeo17 1 tbe Qll.nd tor 

l oan r ondlt. r~one7 1e a atl.7 4epeo4ent \lpon tbe u,.o\84 

obanse 1n tbe prtoe level 8114 tbe rate of interest. AocoJ<l1DI 
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to Pito• tbe deaen4 tor btlnk aouy dependa not OlllJ' on tbe upee'

ed ebancea lD pr1oe level .u1 tbe rate ot 1Dt.er••"• INt. also • 

t.eotmolopoal. obanp. · 

In plilre econalo tbe017, t.be •alue of aftJ' eoen0111o pod 

i s detenlMCl - tbe c~ea..a an4 ataplll¥ to.-cea • .u &l.reld7 aeut 

aoooN&na to P1gou., the U.arMl tor 110ae1 <lepende oa tbe quantu 

or t.o\al real reaouoea, periocU.olt.y of noe1p·t.a, 1Dd\aablal 

orsaciaatlon and also tabe maralnal utW t7' ot oona•ptt.on, tbe 

eapeoted u vell. u ae·tual. obanaea 1a tbe pr1ee level• t.be rate 

Clt tntereat aml teehnoloeloal ob ... e. 

P1gn explallMii i.be aapfl7 a14e ot Ut• valw. ot «~one~ 1n 

a ••~ brief e.nner. In b1a oplnloa, t.be eupply ot unay 4e

pon4e bulo..UT on two taetona (1) tbe kin4 ~' soaetary •1•'
-.optec.t by tbe ooUDt.ry ana ( 2 ) tbe •out_, pollOJ' p\lhae4 bJ 

tbe aofti'DieD t . He 'Vlsua11••• • ..., rona vblob toe 110Det U7 

qetea • ., bllYe en4 aoeot'tin1171 eapldnl1 bow 11ooey BllPPlF vUl 

onenge. In a unatay ., ... b•ed. oo lnoonver,ible PIIPI• 

currency, at any li'Van point ot U.e, Ule IIOfteJ' s\lppl.J' la eon. 

etant end lt. ts ·arb1trarUy deten1fte4 by ·Ute SOW~W~eat.. Hen 

tbe auppq ou.e or aonq 11 Yartloal t.o the borlaontal u1a. 

some tU.a, onl,J' a part or t.h• total quantl'J' ot lopl tencter 

n y 1s uMt •ar117 rued. u 1n dle oue, when a p•t or "·the 

ney up ly, 11 fl&ed in the ton ot &01.4 ao1oa, ldllcb Naaln 

o Dlt ant in nt.t bar but. al.ona vltb wb1oh e011e otber tone ot •oney 



( •• • aUYer coiu1 peen baok81 and otb•r t.ft·UU7 aot.ea la......:l 

qat.na t the depoeit.a of oert.do preoloua:. •tala ec.o.l alao olh 

oulate tnel y u full. le&al ten4er. In \tlia oue, tbe oYrYe ot 

Di)llq •uPJJl.J ablfta turtber1 to the right and beeGIIU alllhtly 

l ou 1nel•t1Ge tJn4er P'-'" ,olcl atandardt tbe ~ a~ la 

be70Dtl u,.. oont.-ol of tbe , gOYel"'llleatt beo1Pl8e it 1s 4eteftllne4 

by tbe force• ot 1Dtemat1onal tncle ad obqea 1D the a t.ock ot 
the gelde More preolsel y, the aupply of •ooe7 ln a oountr.r at 

a 11•en po1Dt or· tlu la detUIIlMd b,r voJ'ld et.ocJc ot gold •lmla 

1t a u.te t ol' other pur10a•• 1Doludlft& the oo1n1DI br otber 
. 

coYDt.r1••• In taet , 1n tbia cue also, tbe atone7 aupply 1a al-

moat coaatant, bacaue t.be .SdltlODa to tbe a t ock ot lol4 ot 

the vorl4 an. allloat aealig1ble1. vblcb ••s, atlc11t 1ona t o t be 

o1A st.ook ot a countay1 vUl be ••• nesllglble. Un4er 'bS.. 

et.alll• or l,_.tall1a•, qala tbe •one1 a"')Plf vUl. M 

a1•Uar11 conat..nt w1tb t.be Clittennoe tbat iC. v1ll be sl11bt l7 

laraer. UD<ler &ol4 •aoh-ana• a t 8ldud1 the acwernant vUl b awe 

t o YU7 tho aone,. a\lpPly 1n order t o •alntalD pl4 eaoh.a1• rate 

bet ween l t a ournnOF and oun•nelea ot otbe• oountne.. In t.b1a 

cue, the aaooe7. au~ vUl lnonaae, 1t vbeat pr1oe of ror.ip 

curren01 lalla end noe-••~'•• - lnall.J't tb• •one7 I"Pill1 of a 

ootmt.I'J aa, be obMae4 lD aaob • •&Dner (aa aUBpat eel bJ' P1eber) 

ao t hat 1ts OOIIflodlt.J price I'Malna conat .,t . After dlacuslfts 

t.heae Yuloua poaalb111t1ea nc&Nlns •oae7 auppl;J• Pl sou ar1uH 

bat. l t la not onl.y tho 4Man4 tor 11011e7 • but. also Ute l\lPI'47 ot 

n•7• wbiob to • ·thor atteot tbe Yalt.&e or aone,. He alao 



-~•••• tbe tut tbat -.r one of tbe tutors detend.Dlal eltbe• 

d•and tor or t he aupply ot ·IIOD8Yt ..., atreot. •on or leaa, eltber 

ot tllell at. tt. •- tllle. 

2) £Ute Q• Jl, Hgbtrttgp 

Prot. P1ob8rtaon• a def1D1t.1on ot tbe -.alu ot IIOfleT 1a 

•IJI1lar t o that of Prot. Pt.gou. Aooordlns to .nobert•on1 Yalue 

or aonq 11 •the 8110UDt. ot t h1Dp ln genenl wbleb v1U be giv.a 

1a exotluie tor a UDi t. ot .. _, •" In bla view tbe aoney ls used 

tor ~ina the now ot good.a aDt1 nnl•• 1••• t or oooautpt.iona 

end tbe pvcbue ot sooda llu ilacb1MI7t bUtldins, r• aatenala, 

et-o. In abort, r4ollert.aon olearq •bova t.be c:l1Y1a1oa of coao-

41t1• between cona•er aooda anct oQJ.t.al soocla. 

nobert eon up1a1M tbe Yal.wt ot ·~ lD fov v.r•• 

a) SitmiMRtAAR V M!M • ·rbJ.a 1a tbe value ot S10De7 111 t.eru 

or con•wtable gooda an4 eenlc••• 
b) I ngw Val'W • (f bla la t.be value ot .. ., in teNs ot 

the nev17 creat ed tblaa•• 

o) fr1P•Utci..9D fa\• ·• Thla ls t.be Yalwt ot IIOOftJ' 1D te1'118 

or all klncia ot 034a an4 aen1oea Wblob are uohanaecl v1tb ita 

belp. 

4) le& ur ValM - t hla 1a t he ~H~JD·t ot labour ot a &ifta 

qu.Ut 7 tbat o.n be V'U'cbuecl vit.b a walt ot 110ft., .. 
Aooor41Ds to nobert.aon, · 1D1u Dllllbflra whlob an e'ippOaecl 

t.o • u an the Yalue of aoner, do not. provide u aoourate •eu\.lre

nt , b o~ae tbe coae t ruot1on ot 1n4a nwtbor i s not alv.,a 
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J)NoUee Tbe 1a4U ounen aet 41atoJ-teelt 1t tbe fcaJJ.owia8 

pointe an no\ taken 1nt.o oonslderatioa properl.J• 

1) Clear oGt ata~t. ot the pupoae ot tbe oouvuotlon 

ot tbe 1Ddea nUAtber1 1••• apeclf1oat.1on ot tbe ol- £or vhlcb 

e lndU DU8ber 1a oonav.w. 

2) n.~ aeleot.lon ot a nonal ,. • .,. • t.be Mae 7••• 

3) S.Uot1on ot o•l80dltlea fti'&'UeDt.at.ift Gt t.be 000. 

••pUan ot that olua • 

... ) Proper obolce betwen ·retdl Ma4 vboleaale pr1oea fro11 

tbe relnut. ana. 

S> ~proprlate ve1&b'-• to ~u .. aocoi'Una to tbe1r 

1•portanoe in tbe oonau.apU.OD •U. 

Tbe 4aenc! tor IIOD8J' Yuiu u Yarlat;tona 1D the wol-. ot 

t raoaaotl.aa. 1be ehanpa 1D tile YGl-. ot truaaouona an 4ue 

t os 

aenl•••• 
11) Cbaopa lD tbe cJ.eane ot apeot&la~l•• aoUYlt.J'• 

W) Cbana•• lD t be oraenuat,ion ot 1D4ut.J7. 

1v) luowatiou 1o tbe aon•a• ot oapltal. sooct.a Uke 

bouea an4 •••t~r1t.1ea. 

l D other voraa, if tranaut1ona iDcNue t.be . d•en<l tor 

oae7 al.so 1nonuee aad vloe.ftna. It la nl4ent tbat. 1ft 

lnoreue in the flow ot f1Diahec1 oo4a •cl aenioea lnenuea 

COD WIP 1 n an4 t.henby trt~naaotlona. Ioonuina •poo\llat.1Ye 



act int1ee chana• tbe peoples• upeot.a t ioaa about tllt t.l.N prlaea. 

" • rewerae la also true. It ape0Qlat1on 1ncnuea, people •• 

t lliak tala prloea •.r lnonase •d therefore t bey purollUe liON 

c01111041 1•• aAC1 u a :reaul.t. the . voluu of' trauaotlona lnon-. 

Sill1larl71 1t epefNl.at.lYe act.1v1t1ea bea .. • dllllt · · - · ; . .t. 

prloee will tall aad taenb7 the vol.YM of t.ruaao 1oft vUl a .. 

crease. 9011etU.• organlaat.lon ot in4U'I7 ob•gea ln s'lob a 

vq tba aOM COGII041t1ea cbanse bade •on tlt~ea or le1a t l••• 

tor ea.ple, tbe GIOtlopol.J' purobue of cot.\oD vlll .Ncluoe tbe 

maabor of tranaao~oaa. A pubUe cl•and to~ oeUlna on ubat1 

bouaiog • tr lead to a au44en lncnue 1n l be aale ot bouaea. 

: bla also vill taoH•• tranaaotiona. 

lb.eretore, 1t. 1• eY14ent that Ohana•• 1n tbe Yolu. ot 

t ranaaotioh will be followed by slflllar Oh~naea 1JI tbe a.and 

t or IIODeJ. 

1ba Yalw. o£ ~ooe7 de,..Sa not <MJ17 on ita qwmUt 7 btlt. 

&lao on 1 ta averase welooi t.7 of e1roulatlon. 

Prot. Robertson bu &1wa liON irlpcwtanoe to 1Do--.Yalue 

r ctoney ntber thu tranaaot.lora Yal.\18 ot •••1. 4fhe dittereaa. 

be tveen iftooee v~tae flt •••7 and ti'81Waot1on Yal.\18 ot riODeJ ta 

u to.Uowa. 

"1ret.ly1 ln lnoCJ~~e-Yalue of aaoney, Oft17 tbe t1na1 soo4a 

end se"leee an oonsldered, \iblcb are the part ot real 1no011e. 

I n t renaaoUon valu or atODeJt all typee t ee>o4a aDCl aenloea 

' • • • pr1 f#1t 1nt.eNecU.ate9 t.1nlsbed or oapl\al. ouda, an taken 

1nto oonolder t1oa. seoon<Uy, ill lncoae Ya1t.~.e ot ._.,, tbe 
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Yeloc1' 1' of CUeul&tiOD Of •on•y ie tb.e ave•-a• m.ber ot t heta · 

•onq las spent in puchue ot aoo48 and aen1ce• vblch an t he 

, _. · ot nal incto~~ea. lllblle ln t.ranaaot10D Yalue ot .... , the 

velooltJ ot •one7 e1rculatlon ia the ... ~ ... nu.ber of tt.t 1~ 

ta spent for any k1ll4 of trnnaaotlon. fbel'efont Jilo'ber-teon 

e t.at ed, J.nooee veloelt7 1• alv._. leaa than t.ranaaot.ion nloclt)". 

I r.a Roberta on• • Yiew, tbe 1nao~~e Yalue approach eapl.alna 

t he un4erl.J1DB PIJ'Ollolo&loal toroee vblcb deten1De tbe Yal.ae 

ot aonq, wld.le tbe tranaMtioa value appnaob. explalua tbe 

roal Ute oluanaee . tn tbe aot\lal prlee l"el and t.bere19' tbe 

oba:ngea in t.be value ot •oaey •1 

rtobert&orl' a equtlons showlna the ineoM-Yalu.e &9P"ach 

and t be t f'8D8actS... Yalue epproaob too Ute •••• 1D t be value 

ot -ney (or cman,.. in the prloe level) ue • uncler. 

1) JpR9!9aJalw MPIOifb 

, ·• 
when, 

Let H be tbe qunt.t · 7 of IIOR., 1D eU.e ten•• 

· Le t n M tbe real annul national lDoou. 

Let K be t.be proponloa ot !l vblcb ~ople vlab ·to 

bae eaou,gb ••~ on hancl t.o purohue. 

'lbla equat lcm above tbat the 1no•e-prloe leYel ob.naea 

41reotJ8 to t be quant lt, ot 800e,. 1D e:aieteDee latat lDfthelf 

relat ed to t be pJ'ochaot, ot K and a. 
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p .,. 

Hen Pt R .-.4 • an tbe •- u ln Ule aboft eq.aatlon. 

Let 'I be tne ••rap ftlooltJ or· ot.nt4atloa ot ~~one, 

· aSnat tbe 00111 \ 1 taenta of real. lao ... 

It ebova that tbe laooae _prioe level ob•a•• 41not1J . ancl 

1o the •- clinotJ.on t..o t.be produt ot H MCl V IN\ lDYenel.J' 

to the Re 

2 > 'l''M'IIt.'• v ata Appro .. 

pt. ,,7 
Wbere K be t.he qt.llln\l t7 ot 110De7 lD eda tenoe • 

.., be tM nal anual Yolwae ot t.hnaao"-••• 

K• be he proportion ot r wblcb people wleb to 

b.,. enotagb .... , oa b.acl t.o oon4ut. 

P• be t be tr.,.aet.1on-prloe lnel. 

tb1a equatl• tallow tbat. uanaaot1on-pdoe level dlnotl;J 

obanc•• vltb ohaftae 1D t.be Jtl •4 ln tbe .... 4ueet1on. B.a~ 

SnYerael.F t o t he prodact. of K • •d r • 

Al t.ernatiYe~ the trauaotlon Yalue •ct"at.lOD la 

, .• f! 
WheN P• • T .n4 11 .,. •- u in the abow equ.uon. 

t v• be tbe ••rap YelooltJ of olJtculatlon ot...., 

q&lnat. the oone t lW..t.a or n&l t.ranaaot.lou. 



It above that tbe u-.aou.oa-pr1oe lnel. oh•&• 41no~ 

and 1D tbe .... Unetlon u tbat, ot tbe produot ot II and v•. 
But 1 t 1a lDYene~ related to "• 

lbe nlattoaab1.p betVMD tbe obqe_ iD 'b• quatl\F ot 

~~ and tbe pr1oe-1e'le11 1D t be lema period Mel abort pedocl 

ia a ~.t.U'rereat. one. 

In t.be 1-a nn 1' u •••n tbat. IIODeJ' HPJ17 ll'adYal-17 

1noraaa••• S11d.larl.71 tbe tDOMt.al7 bald.t.a ot t.be people obMP 

1n awil a aannel' tbat wae of aoDOJ' 1n 4Utennt tons, bee••• 

eore and •n lntltapeeable.· Tbenton, tbe ,prloe-lewl above 

a aeo\ller rlslna tnnde 

Dllt. 1n tbe abort. ~r1o4 ob.as•• lD tbe prlce-lnel an 

sharp ao4 stad4en. Tho oh8lll•• in tbe price lewl 1ft the abort 

erlod ue calle4 tbe baiaeea oyole or trlde 07ole vhlob ue 

t lecl up vlth aharp tluet.uatlons ln 0\ltput., •.Plo,..nt and con

al.111pt1on. 

uppoee t.ben ia an 1D••at1oa 1n \be eoon0111 ( 1••• lnuow .. 

t 1oo 1D Scb...,terien ten1nolog). M a ne\&lt.1 tbe pro4t&Oera 

1ntencl t o apee4 up their rate ot outptat. B.at tor tbl11 tbtt7 · 

req.Un clreulat 1nc cap1 tal. l enoe·, tbe1 will d•an4 mon oNdl t. 

Sl•Uarl11 benka u• wUUna c.o prcrn4e loaoa v1tb a Ylw tA 

ebartaa lD t.be 1n'reue4 protl ta ot 1amcwat1aa. BMka 4o t.bla -

ereatl d1 t ional lo8D8. AI a nau.J. t. t.be prioea 1nonue. 



a laoreue 1D prloea Nd.uoea tbe purobulal power 1D tile banda 

ot people. TbU. utoroed ea'flq la 1D taot tbe natll. t ot ln. 

t l at loaal7 pruaun.. bia rlae 1a pdou •- 0\IRlatlYe bh 

oaue taen 1a a t.iJie l. .. between t.nw•tMat clecd.alOD a4 Mt.ual 

pi'04uU.oa. !be J.enatb ot_ tbla u. .. 1 .. u knowa u aeet.at.l• :_·.J 

pel"lod. tbafttore, a •114 J)J'loe rlae 1D tbe bealnD.t.D& beOOIIM 

tuter aubaeq~tq b.oaue \be wlool tT of olJ'o'il.atlOD ot IIOMJ' 

lnenu••• tbe nanD beial t.ba' tbe pu.bl1o loaH eontldence in 

t.be ....,.. •ftutreton, tbe nae 1D price lewel 1a ... tb.a pro. 

por 1anat.e to uae nae lD Ule QuaDt ltJ' ·or •OReF• :bU 1• oalle4 

1ntta\ lon 1n the·~~. 

t'ben vll1 be a t\d'DlDI point t o tbla rtallls tnnd attar a 

oer~dD t.iM d.ae to tbe. fol.lovloa tut;ol'a. 

a) 1be oapao1- ot tale ola'iDI pocSwalna pl•t• la 

111d.tett • 

. b) S\lpplJ' ot labour tor-• ls quntitat lvel.r ruatrlot.ecl in 

abort pel1.o4. 

o) Procluoera eD4 ret .Uen bold tbe et.ook Qf eood• tor 

protlt • uill11atioo ill ft.ttUN bJ a-1•• 1n prloq. her,~ pn

f era to holcl ooaodl tlea l"atbel' then •• .,.. DQt 1n tbb PHOHit 

roaueer• end r.\alle~e deaand eore oredit eonet tra. bank1 .. 

etroulat.Stls oapltal. But tbere la a lillit. to t.be ap~aalon of 

l oane due t o tbe reatrloUon of reaane ratio. .Ueo, banka oe. 

• doubt.t ul about tbe noo.e17 ot loana. At tb1a po1nt baDka 

• tart ultlna for apeecl)' a.p.,.nt. ot loana. All tbeee tMt on 

respon lble tor the nwer eal in the moe.leYel Gblfl88• noe 



then la a fall in p.rJ.oe.leftl it. alao laee._ ou.ulad••• It 

1a oallecl a nouaioo ln tbe eooaQ1W. ~r• vUl N aaatD a · 

t umlaa polat oagee4 b;r aw U.eDU.on. 

lJl ._.,, MOONlnl to Rot.zthOilt tbe YalH ot ..., 1e 

cletlelld.De4 IJ7 tbe 4Hancl t.W IIOMJ' • The cle•aD4 tO'I HDe7 depead.e 

qpoa tbe ••••• lD t.ruaaotlona vbiob atfeor. Ule vel.oel\7 of 

olnulatlOD ot nDtl7t vbicb brlap aboat oh•IU lD tbe ClUDtl-. 
ot • .._. 



SIAfl'P D 

l· H. lUlU 

. !be t be017 ot Yal• 1a t.be atudT ot pl'1oe or Yalue ot _, 

acaroe and asetul oo•odlt.7 in tena ot q otber ~t1• Por 

a lona period, the eoonoM.s ta were aoowa t.oetid to opreas t.he 

t beoq ot value v1t.b t he hel.p ot claancl an4 aQP~ ~~1•• In 

la anU,sla1 t.he proU.Dent. taoton an tbe Obanau in •aralnal. 

eoat. and tbe el•t1olt7 ot abort .P•d.o4 at~P.Pl¥ u qao the cle•aDCl 

al t uat.lOD U nneot.S bY tbe IIUcinal and averap NYemle ounea. 

But wban lt eo~~ea to tbe t.b.o17 ot value ot raone.r an4 the tluctu .. 

tiona 1n tbe pl'loe leYe.l1 the anU,ala uauu a dltterent. com

plexloo .n4 perb.epa oontent. Hen lt la •alntalne4 warlouaq 

tbat ohanpa 1n tba value ot 110n07 or *lob ia tbe •- • obangea 

111 tbe pJ'loe level, are 4etAn1Ded -. taoton Uke tb• quanti• 

ot •onq, lta 1n0011e or trenaaetlon wloolt.F1 an4 oh•se• ln tbe 

vo11111e ot trana•tlona eta. In tbla oue aupi)17 and 4•ancl 

elut1o1t1ea are not tekeD into oonel~rat.lon. Aooord.loa 'to 

Ke,DOe1 tb1a ev1 tob lo t.be eaprHalOII ot tile tbeOl'J' ot value 1a 

d • to t h t1U1t7 c:l1v1a1on ot ecoaO.S.oe, betvea ~.017 ot YalM 

Gild D1G t.rlbut loa on t.be one hand .n4 the 1beo17 ot Money on tile 

other band. Bo, Ke70ea bl .. elt auaaeated a 410bot -.r ot a 41vl. 

a1 ot eoono.lca aa foUowa. " • 11.sbt d1cbot 0117 u, I a&~~~eat.1 
atetveeo t be theo17 ot tbe 1n41•1<lu&l in4w.try or ttn and of the 
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nwude ancl the d1at.li.bt&t &on 'betveen dlttennt uen ot a glftD 

quant.tt~ ot ruoQJ'Oee on tbe one. b.-41 end. tbe tneorr of Htpt 

and .. ploJ'IIeDt • a tlbole OD the tttbel' b111Cl.•1 

.AocordlDc to x.,..,..~ t.be atudy ot ln<lld.dual 1ndta1t17 or 

fl.nl 1a poaalble vltbout. oonaider1Da tbe eicDlfloant Gbareoter. 

lat loa of 110ne71 vltb oer\aln u••, tlcma, n .. J.T that t ben l.a 

fall eaplopent 1n tbe •CIODOII7 an4 that tbere ls no tur~ber · 

poaalb111tr ot cbenp 1D t be naouroea. It U.ae ue\llpt-l.ona do 

not bol41 ttum ob•s•• 1D the level ot •Pl~nt. ad naounea 
becou tb ... el••• .t.be taotol'a vblob alfeot, tbe atQdr ot tbe 

lnduat ry or tbe tln. B.at tor tbe 4etenSDat1on of Mpl.OJSMftt 

and out 1)11t tbe a\ud.)r ot the influence ot money beoocaea eseentlale 

n tbe otber hand tbo ol•stoal ecoftOIIlata eonrd.dend real outptat 

and •plo,a•t. aepua-.17' tfOII •onetar, aeotAr. B. t.. re1sea 

• t ated1 • I a- 8441 t 1on1 ln the olualoal 110de11 real output. ancl 

Mpl.GJllftt ue cSeteNlned illdependentlJ" of tbe -IIODOtai'J 

eeotor •••• • 2 

l 8J1Ma 4nelope4 t be 14ea ot t be pneral pr1oe-le-.e1 vltb 

t.be belp ot t.be cU.obot411;1 at.~sgea\e4 "' b1•elt. POl' tbe det el\. 

m1Da\.1on of tbe pneral. price-level, he oone14encl t1n t. t.be 

pr1oe ot tbe proci\lot ot a ainsl• iD4Ut.l71 vblob cSepeau partq 

1 . J.M.le;rrtea!_~ GlU'!toil" J).' I,.Dt Ipt.tnat 
Md !\Wlt Mace .au Coe · • t ~~ t P• 

2 



on t.be l'ate of N~R~Deratlon ot the taoton ot Pl'o4uction, anct 

partl.7 on Cbe aoale ot output-. BJ' an&lo17, be tzta&aa4 that, 

tbe pneral pnoe 1evel., wo, 4epeDda putl.J' oo tbe r•• ot 

r•••ratiao ot tbe taotora ot pJ"'ii\&OtlCMa en4 putJ¥ oo tbe 

acale ot 01.at.p~t. u a whole. Ia aboFt, bia • t~ ot tbe aenettal 

pr1ce-1eftl 1• an eat.ansiaa of tbe oonolwa1ona t..- tbe attad.y 

ot 8iJ.'al• induat17 or tin to t be prloe ot o•tpu\ u a whole. 

He e&»!alP04 tbatt, lD the oue ot t.be prod\lOt. ot a a1nl),.e 
j . 

;nc.haat.171 lta prloe 4epen4a on tw taoton1 the J-at.e ot NIIUDera. 
I 

t.ioa ot Uie· tao~ ot proc1Ht.1on •4 t.be aoale ot OU~JNt ot 

at 1D4wtt.l'1• It &a ua-.4 that the ••tea of rMunerat.1oaa 

ot all the cU.ttel'ent t.oton ot pro4oot1• Ob•a• 1D tbe •

proportion. Tbentore1· tba pr1• ot Pl'ocl&aot depeada putq oo 

t.ne waae ait..~ and part.q ca tlbe aoale of ot~t,.at ot that. lDcl-.. 

s t r,. lD the ... •ann••• tbe aeneral pnoe lewal alao clepend.a 

part~ on tbe vaae tmit. 8DCl pa:rtl:r oa tbe vol-. or ••.-nt. 
t t.bO . ott eo t of obD.I8 iD tbe ~UD\1"' y ot fiODey on the price 

level vo\&1.4 not. be tUnot. B\1\, 1t woUld be tbe ul.tlllate l'eaW.t 

or t he etteou on tbe Uo9e two tao ton. 1... wap un1 t ancl 

•ol-. ot •pJ.opeD·t. 

AOooi'41DJ to JteJ'ft8e, people boleS eub on bend tor the 

t nnaaot 1oo pvpc;»••• t he pnoatationU7 IMII'POI• ~n4 ttae apeo\&1 .. 

t 1Ye pupoae. Tbe abort eapl•atlOD ot thUe tbne •otlvaa la 

eeaent,1&1. tor o'll' d.lacuealon. 

3 . " 1 e UDlt. 1n vbicb t he qDeDt l" ot eaplo,•ent 1a •••..ancl 
l oaUed t.be labour ua!!J. anc:t tbe MD•T vase per labour unlt, 
we b ll call tbe vqe t." 

nee alao 3 . M. Kayne a, p.~. 



1) DMt TJWJ••"• .,,,,, 
lbla 110Uve le tui"ther au1d1Y14ed into two puts, '••• tbe 

1JSCOH 110\lw an4 tbe W.J.neaa IIOtl••• 

1) Ibt Iu• Motht - To bl'14se \be 1nt•nal lletwen tlbe 

reoelpt of 1nc011e .n4 1ta dlebur-nt, ls oee nason tor bold

lna cub on baDd. For tble 110tl"Ve1 the cub bo141D& clepend.a on 

ineo:ae ot the ln4lv14aal and !Dt.ewal Mtveeo noelpt end its 

disbUHaMD'te 

11) tM BgJM•• Mpttu - Bve17 buiaea•• bu to bold 

·· oaab ora baoc1, to ba'ldae tlaa U... l&f be t.weu tae 1ooe.aw1oa ot tbe 

bas!Deaa aoata and the ·reoeip' of tbe aale prooeecla. Ro1.4inl 

cash an band tor t.bla pvpoae clepen<ta on oauaNDt 1n00111 and. the 

nWiber ot banda thro~ vb10h o~&~t. puau or on tbe n•ber u4 

duratJ.on ot prod""tion f)roMa••• nflld,re4 for the final prOthlo. 

tiOI'l 1••• OD tbe ma~~lter an4 4uat1on ot t.be a t.aaea ()f pro4uot,ton. 

2) D• £meytigpm Motlg 

'h•l7 lndlvldual b• to keep ••• ni4F •oney tor tmtore

aeen contlDaenelea aDtl al.l4den nq\llremeat tor ttt• fult11HDt or 

vanta. 

People keep 011e re14J raone1 1D order t o nal.lse •on -~ 

inc o trOll the variatlona in boac~ val~• clue to tbe obqe 1n 

tb.e rate or illt.areat . lteJDU bu not oonaldered. 1D 4et.U tbe 

vbol oaw~at.lon 1ft vbich tho valuea ot uaeta Clbanl•• 



Aectol'd1nc t o K•JD••• thia type ot •t.t•• 11 ••• leportant 

1n trana•l,tlna ttae •tteeta ot a obeaa• lD tbe ,.aant.it1 ot .,..,. ... 
tbereton. tbe tot.al 4•M4 tor t10MJ la notblnc tNt onll' 

an aunsat.1on ot ._., bel4 tor tbe thr" •tl•••• Thla la 

oaUe4 t.be llquidl t~ pNrennoe. ?be t.ot.al. 4eaan4 to .. IIOil8Y ou 

be sbown 1D the tor• of tol.loviDa ea\be•atloal eq&&at.lon. 

a .• ia ~ t.o\al 4Han4 tor ..., 

"1. • 1a the 4•8114 tor .... ,. tor ~•aut1oc MC1 

PN.oa&at10ftal7 ntiYU 

M1 - la the cleaancl tor ·110DtJ7 tor the apeoulatJ. ve 

IIOUYe 

• • ~ • •a (1) 

Tbo tlret oaponent ot tbe 4•and tor 11qtd.cl1t7 ()\) ••SD17 

4epeD48 on tbe 1eYe1 ot 1Dc011e ('f), •d tbe aeoond 001apcment 

or tb.o a.-. tol' Ucpd.cU.t1 ~ clepeada • the relaUoa 

bet.veen the cunDt n.te ot 1nt.enat and the upeotecl nt.e ot 

1Dtereet. ao, 

1\. ~ ('f) 

It le bl. Keraee, ep.fd.bt Pe196e 

"lb•n re~~alna t.be speo\llatlYe ut.lve • nd.a DHCla a 
ore det alle4 exa~~1Dat1on tban the otbera, botb beoaue 1t 

u 1••• vall ent ood and. because it 1a parttclllar~ 1• 
p(lr t.ant 1n t ranalllt t&Da the etteeta ot a ob•c• lD tbe 
quant i tr of oney. • 

(2) 

( 3) 
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How, vitb tbe help ot the above tbne e,uau.ona, t.be total 

clemend tor •one, 11 sbovn in one equation ua 
(It) 

Equation ( lt) 8bow that. tba total 4uaml tor 110ft• de pencla 

on 1Deou aDC1 the a-aLe of lntereet. But t.be 4eaaDC1 to• IIOMJ' 

directly 4epen4a oa 1D0011e (!)1 vblle, lt le 1nwna11 related 

t o t be rate ot 1at.enat. At tb.ie at_, we baYe to lDYUtlaate 

~hree caat•••~ 

1) The ralat.lon ot obansea 1n aoner to 1aCOM end nte of 

1Dtenat.. 

2) Tbe taat.on wbloh deteftllne tbe abape of 11qu141t.F 

pretennae ovwe NcaNlnl tftD8aet1on IIOtiYe eD4 pnoautlona17 

motlwe. 

3) rile taotora wleb det.eNiDe tbe ebape ot tbe 11quld1 t.7 

pretennoe CVYe resu.tlos tbe apeoulaU.ve ltOtl••• 

1) 4bt Rtlatlop ol C,biQQI 1n fJ to. X fDd r 

1\IPPGH tbat, M ooord.ata ot gold oolDa M4 obeDI• ia K 

are poaa1ble 0811' 'W tbe aolA lllnlD& aot1Yit.i.ea. !hera, cb•a•• 
1D H an 4li'Htl.7 aa8001at,ec~ w1 tb obaDpa 111 'II becawse tbe new 

&old aoonee u a011eooe•e lno••• Bu.otl.,, tlae ·- vW. 

bappeo• vben t he obanae 1n K 1a 4ue to &OYermtent. pflntlD& •on•7 

t.o meet. t.be aowemuat•e ovnnt expeocl1t.un. 1D tbla eue alao 

t ba new 110De7 aoor11oa as .. oooe•a 1Doo.e. There w1U be a new 

lev l r 1ncae. At tbla b1por iracou level, vbole portion of 

1Doreaae4 Hft87 vlll not M absorbed tor ~ beo-..e in tbe sbol't 



rua, tbe oonauptioa pat.tei'Da • nearly re•alna tmal teNCl. Ami 1 t. 

1a oa t..b1a oooau.ptiCNa patt.ei'D tbat. abaorpt.1oo ot 1Donuecl 110De7 

1n ~ ( tr ... aot1on 8D4 preoeaaU.ona17 110~J:na) clepm:la. Then

ton, ao~~e portloa of 1Danu.a •• ., •ut be dS:wertd to tbe 

apeculatl•• aotlve s..e. M2 tor intended bu,S.ns ot gOV.rmMDt 

secur1t.1ea. 1b1e will oau•• t.be rate ot lntereat. t;,o taU. tr011 1ta 

1nl t lal level. Aa a resUlt. of 4eonued coa.t.a ot capital, 1n. 

vee ttnn\ lnonuea ln the •CODOliJ. '.rtaereron, 1neo118 (1') ln. 

cnuee wbiob leada to t.wtber laonue ta ~· In thla vq, the 

rate ot interest (~) 1• an S..portant taotor 1ll the ~etenlnatlon 

of e•J)lOTfiGDt an4 prioe lnel. tb1s prooeae la cieaor1bed bT 

lteyoee u toU.owa.. • A ebep 1n M •• lMt uaw.d. to operate bJ 

oh-'IHI r, and cn•s• 1n r v1ll lew! to a nev equat.1an partlJ' 

br ohealnc M2 aQ4 partlr bJ' obansbs Y an<l therefore "1.••' 
In tb1a reaar41 etteota or 1nonue4 publio expenditure 

b)' tbe aale ot soYei'DII•Dt ••o~r1t1ea oa ~ an4 Ha 11"' &lao be 

c na14ere4. The aale or aovem~ent aecur1U.a vm re4u.oe t.be 

•a aonq of the rtcb olua. But at the •- t1aae 1 t. • ..,. oauae 

a fall 1D the aeevltJ' prloea 1D general leM1D1 t4 a riae 1n 

the raM ot iDM~eet. Sillilar111 t.bte kJ.n4 of 1DONue4 publ.lo 

eapenU'-lU•t ' dlle t.o el.thel' llaoreu-' ••PlOJMilt or 1DaNaae4 

ranater pqt.Oenta t v.Ul oonVlbute to a rise 1n tbe 1n001H ot 

toe uerage olua. Ae a naul. t., tbe M1 IIOfteJ • ., 1Doreue. 

n tbe otber hand, lf new •one7 ts duo t o lnoroasel ored1t 



a\&p~ t.o the OO&IIHN1a1 aHt.or1 it • .,. l.el4 to M lnGNde lD 

1oYentorloa lead1q to a biabel' 4eaand an4 tbue a b1pu plo .. 

le-.el . Tbla •• alao tnonaae M:J.aon~. tbe lftonuina pl'loe 

lnel .... 1•- to lal'pr apeoulatlve aot.l'ftty and 1 ...... caucatu 

ot "a IIODeJ• 

2) ~bat Deteniae tbe 8bape ot '1.' 

Tbe inoa.e ftloo1 tJ' ot llonq 11 4etlned .. the ratio or y 

t o M. But aoool'dlna to K.,aea, 1' abould be tbe ratlo ot Y to .1. 
so, 

t • ~ • ~ (Y) (f) . 

.... 
Y 18 t be 1DOOH 9eloolt7 ot IIOIMJI'• 

1\ 1e tbe ctaand ta. ... ., t or tnnaut-lon 

and preoaut.loaaq •tl••• 
Y Sa the lnoo., 

and ~ 1• t.be Uqaldl t7 pnt•nnoe for t\. 

tiov1 lt. i• not oorno·t. t.o aYppoae that 1no011e .,.1oo1t.1 ia 

OGDatMt1 Mcauae, 1ta Yal\le depea<la OD the obaraoter ot bal.lld.nl 

.ad lntlustr1al orcan1sat1on, on social bablta1 t be 4latrlbuUGR 

ot 1D_.• allonS tbe 4Uterent cluaea1 and tbe etteotlft ooat 

ot bol<lins tho 1dlo euh. 



' 

3) Wbat D
1

eten1Ma tbe Shape ot Lz' 
u .. nt lone<l earllea-1 tbe nw ot 1Dtereat. 1a the 11011 t 

pro~~i.-nt. taot.ol' 1D tbe d.eteninatloa of t.be aaah oa b•d bel4 

t or tM apecnalatlve 110\flYe <Ma>• Tbe relation bletveen tbe rate 

of latereet end tbe apeotll.aUve daancl tor 110ne~ 1a 1D'fene. But 

the ohMie 1D the •ate ot lntereat (i.e. l'lae or fall ) la de. 

penclent on t he ~. We bae aeeu t.ba' tokl. cl•and tor .. ., 1D 

t.be above equat.loa ( 1) u a • a1 • Ma• It 1 ~ la lnonuiDs 

nlat1Ye t.o _.K, ' ' olaar)¥ indloatu tbatr tbe pol'tloo to• Jta 1a 

cleonuinlt eo, t-be n.t e ot lDtereat v111 !Don••• 

Wltb the help or tbe earuu eapl-tlon, it 1a olear that 

t he pi'U817 etteot ot a eb.nae 1a the fi\IM\1 t~ ot 1101187 on dellancl 

t or 110ne7 la t.broup. ita etteot oo tbe nt.e ot 1Dt.enat. Tbla 

quanUtatiw ~feot ls t-o be ciet.eNJ.ned on ~• buls ot toll.,_ 

lnl tbr• taotora, vbiob ••• 

1) tbe aobe4ule ot Uqtd.<llt.F pnterueea 

11) tbe eohadule ot •arctnal ett1o1enq ot oapltala M4 

111) tbe i i.WeatMDt hlt.ipUer. · 

l'be aboVe t bnHt taot.ora 1nterut •ona the•s•l•••• Dle 

prooeaa ot int enot lon 1a d•v1be4 1D abor' u . tollont 

eta t ed aarl l •• the ohuae iD --·~ a \apply ( wbetber ln 

the ron of sold eolna or paper OunnGJ') will na.,_, t. int o a 

a.v level ot irlcoa in tbe •OODGII7. he new leYel ot eq\lll.lbl'l• 

1no will be •• abl1sbe4 atter the ebeorp~ion or whole i.Dctnu-

84 110ne~ 1n t he eccmorq e1t.ber u 1\ and M1 or bot.b. It, ••• 



portion ot laoreu.S C1011e7 is d1Ye~·t.ed tor apeoulaUw p~poae, 

we rate ot interest vU.l tall. s o 1Aveataent iDon••• I\ 

•an• tbat, witb Ute 1Doreuecl 'laD.,, a partlo ... peraon •• 

laveat l t toJ! t he pvobue ot bon4a1 aeeurit1ea or in'leata•t 

in bulne••• D.at, t.ble tall ln tbe nte ot tntereat l.DoJteasee 

pi'Of~t of irrtutrlent lD bwa1Deaa. 't'bia at.i&lu.latu iDYeatMn~ 

rv_r~'• Tberetol'ee the 4-.nd tor ....,. tor La purpoaea bec-.a 

~~are l•pcwtuc.. Tbroqh 11Weatllent •ultlpU.•r tbe lnltlal ln. 

V.aae4 lrWeatMDt. lew to 1Donue4 efteot1Ye 48fi81J46 u a 

wllole. 7be new level ot eq...Uibli.WI 1no011e will be eatabllsbed 

att.el' tbe absorpt.iO.. ot Vbol.e ot t.he laonaa.cl IIOD8J e1tber • 

'\ or "'i or ln botb. ttw prl.ce-1•••1 vUl not r.t.ae 1D proportion 

to t.be rue ln tbe qca111t1 t¥ ot IIOD8ft bec~W~e tbe inonueel 

811~ Gf IIOD8J' lDONUH out.pt&t an4 .-plopeDt 1D tbe 80~ 

throuab lnoreued lmea tHat. Yla obanaea iD L1• 

t he al'Hwe n•dt. 1a true lD aD eoon~ when tllere la leaa 

t.ban taall. •plo,Hat . But., attar t be atUlDHnt. of full 

6 Let D be tbe prooee4e vhlob ent npreneura expect to n-
oel•• tro• the npl.oyaent. of H •n tbe nlatloublp between 
D&B be1ns vr1\teD 1> • t (ll), vh1cb oan be called tbe AU. D. 
PUDot.1cm • 

. e 'folUH ot •PlOJ)Iellt. 18 sl•en b;r tbe polftt of inter
s ct loa between tbe auresate cleaand tunot.loo and tbe escnaate 
aupplf tunot1ona tor 1t 1a a t. tllie point. tbat tbe ent.Npnne~ 
ere• eapect a t.1 n of protita vill o. •ulll1ae4e Tbe ¥al• ot . 
J.i at. the po1n t. of tho aa&N&ate de•an4 hnOt.iODt _ !fbere l t. 1a 
lDter aeoted. b7 tbe aaaneate euppl.,J tuoot..1on1 v1ll be oalled 
~ etfect1Ye d .. an4. 

B1•Uarly l•t. z be the qgr. aupDb pr1oe ot tbe outPQt 
tr ploy1n en, tbe nlat1ottablp bet.vHn z an4 N be1n& 
vr1e\en z • - ( N), vbiob can be oalled t he All• •"Ppl.J tunot1on. 

a oo z. • Keynes, G8beral. •rt'leol7, p.as. 



e111)10Ji18nt 1D the eo000117, the result will be u follow, • ex

plalfted bJ' Keph • •so loa& u tbere 1a UDellplOJfMaU., •plo.r-nt 

v1U Gbaoae 1a •- proporUon u tbe qaaant1t7 ot •OMTI .ad 
' 

vben tben is tul.l. .. plOJMDt pl'lc.a w11l obuae lD tbe •-

proportion aa the quantltT of •oneT •• ? 
ln the ab(We at.ateaeat, K.-a uplalna tbe l'elatlon.t11p 

bet.veoo t.be obanp ln tbe qtaaDU\7 ot IIOGey and tbe prlce.le'fel 

1n leaa t.h• tull •plOJM.Dt e4 tn tul.l ••pl.opent. •o0ft0117• It 

1e •o•••U7 t o upl.aln lD clet.U above •ent.loaed relationship. 

WbeD ·tbe:re 1a lese \be tllll. .. plo.r••u~ 1a tbe eo~, 

.. be lnoreaaed IIOIM1 aupply tnonuea tbe prott t of la'featon 

lW tall 1n rat.. ot lat.enit.. 'l'llen 1a un .. pl.~nt 1D tbe 

eOOftOII7t an4 l t. is ua-.4 that, the auppJ.7 ot pi'Od"at.1Ye taoton 

ls pelteot ly elut lo at dYe an4 oaaat8Dt vap \821t.. !'boretore, 

the •pJ.o,ment and ·outpllt inonu•• 1n tbe ••• proportiOA u 

t he rue la tbe quan U t,~ of •••7 up to tbe polo t. ot t t&ll .. ploy. 

n nt in tbe eoon0&17• 

noo, t~ esploTHDt. i .a attalnet.i in tbe ec0001t71 t.ben 

lllonuecl IIOD87 • "Ppl7 1a fullt d1Yorw.cl to tbe lno~ue 1n tbe 

OC)at wt, bee~• tben is no tutber 1noNt~eDt 1n o"tput. It 

1n4ioat ea that att.er t.he attalnseat ott~ MPlOJtMftt 1D tbe 

ec~~o{• lDonueci money euppq 1a fUll¥ dlnrt.e4 t.ovar<la M1 
ancl~o 2• i•noe, attel' tbe fWJ. •plOJUDt. 1n t be econ_,, 

pr1c 1 cbanse 1ft tbe • • proporUoa u chua• 1n tbe q.auUt, 

ot one,. 

7 1. M. Keynes, SPeOlt., p.l96. 



..... 11111 

In t be loac-rua the rela~lanebip betweea tbe ohanae 1D tbe 

J'wmt.lt.-7 ot 11CJDeF an4 prloe-l•wel la not, a elllpl.e one u 1n tbe 
r abor\ parioci. 

AocOl"dlDI to X.,aea, the 11qd41 t7 pnterenee ahOVII a 10DI 

tA,. unttond. t~ •• t• u 1 t la etpna•ett u ratio ot ~~GMT 

"ppl.y t.o national 1nc011e. The Quantlt7 of tbla ~ aaap~ 
i' 
mq wll be 4etentlDecl • the aver .. e of quntrlt.lee ot 110007 

requ1N4 1D tbe peft.oda ot peeaiUa• and opUid.a• t,opthe. 

8711•• tbOUih' tbat, t.bla 1• a ta1rl7 oonat.•t ••tlo ot the 

national lDOOCM. It 1D the 1n1t1a1 period tbfl IIOMJ' lllPDlr ls 

peater tb• tb1a proportion, then tbe n.t. of 1ntenat vlll f-all 

t o tbe •1Dlll• lnel or tbe rate of 1Dtere1t wblab la detenlned 

b1 Patoboloc10al tone•• the talliDa rate ot 1Dtereat.1 ot.bea

t.blnse r•alft1na oone c-aat, vill incre- the etteot1 w 4eaan4 

and the prloe-lnel. ' on tbe 'i)tbel' haD41 1t tbe . .,...,. •aappl.J' 1a 

leaa than t.b1a proportion, tbe rate ot interest. v1U lMnua 

a~~eh M7QDd the pQobolos1oal •llWI• M4 will ncl~aoe tbe etteo

t 1ve cluancl ID4 the prloe lnel vUl tall. 

Tbe J'elatlODebi·p bet.veen the abanse 1D the qunt-.lt.7 of 

e on.,. and prloe-leV'el 1n tbe 1001 run lo explained bJ K.,nea 

u follow. ._.Thus the ••rt lona-z-un ooune ot prioe• hu a1.11oa t 

alva,a been upval'd. For vn.n IIOU8J' 1e Nl.ativeJ.7 alMmdant, the 

vage unt t riaee1 and when 110087 l u relatl Yel7 1o.roe, ••• .. .,.. 

to increase Q et f ect1Ye quanti~ of aoDIJ•"8 



lbe abcwe ,uoted a tate .. n" explalne Ulat. 1ft t.be looa-run 

nlat10hb1p betv- tbe qunt.ltT of IIOD87 an4 prlce•1eftl 18 

connected vltb the eu.ppl.J' ot •OMF• Suppoae that, lnltlall.F 

t bore 1a a oeJ'tatn ntlo of 1101tey auppJ.T to the prod~aotSYe ...... 

. ow, •tlPJOHt t.be alapply· or •onq la blper nl.atlve to t.be 

a'tail.ablUt.y r.Jt pro4-..ct.i'fe •••• The etteot. VOUl<l be a lise 

la ttle vap wd.t. an4 pJ'1oea 1D tJ'le •- proportion. B.at. 1t tbe 

e.-p~ or IIOfteJ 1a leu nlatlve to tbe aw&Uable Ne<Maroea t.ben 

,.tbe nYeree v1.U bappen. Tbese aYallable INt. um.at.Ulaecl n

aoureea nH4 aOH •owtt of •one,.. 
111 abort, t.be na.alt wUl M 1 1D K.,nea• vwdat • ro 

n t.um t -o our l•edlate eub~eot, tbe loas-nm l'elat1cmablp 

between t.he nat.lonal. 1DoOtN and the qwantlt1 ot lt0n87 vtll CS.. 

pend oa Uqu141 tT pntenno••• AD4 tbe loq l'tm a t.abUl t.J or 

1natabWt.y of pncea vlU depen4 on tbe atnn&tb or tbe \lpvaN 

\nnCl ot the vqe UDlt (or, aon preoiael.y, of t.be coat walt) 

c011Jiilt4 wltb tbe rate of lDonue lD t.be ettloleDOJ' ot tbe 

pr uetlYe ..,. tea. • 9 

The abc:mt q110ted atatneot la a oonolualon nsardlnt tbe 

relatlon•bip beW.eD t.be •.a•tl\J ot aoae7 an4 tbe pr1ce-leYe1 

1D Lb.e 10111 nan. There are tvo polnta to be noted t.,._ tbe 

abo•• etate-.nt. 

1he f 1ret pUt Of t be quotation expla1Da that, t.b• bal.<llnl 

Of Caab Oil bend 18 propor t ionate t o tbe Dat.1onal lnaOIIee 'I'bla 

proport ion or oasb OD hand t o national lnoa.e dependa upon tbe 

9 IM4.. t P•l09• 



llqtd.dity pretennoea l.e. L1 .n4 L2 toptbe• taken u an oeraae 

over penoda ot inflatlcm • detlat..loD. 

'l'be·eeoond eonoluioa 18 tba' ~ etabUl~ .nd ina'-blUt¥ 

ot prloea depeDda YpoD tbe rate ot obaDp ot ettlol•q ot 

prodl&OtlYe Iuton .ad tbe rate ot abege ot tbelr ..... rauon. 

It tbe ztate ot obMip ot n•uneratlon la bl&be• th• t.be n.te 

ot ohaqe ot ett1o1eDCJt lnat.abWt~ ot p:rlou vUl ruult. 



gi.tPJP y 

tfiWI 11UBplWJ 

then •• be a ooottroverq --. t.be eOODOIIia t.a naardiftl 

Whether, 110DetU7 ••a•• are pua1Ye or prloe ob•ae• .... 
pual"• St&Oh ,,.,. of oont.rcwen7 la notblDI bat a ben.and-eu 

o•t N'hft7t vbicb baa no end. Mll ton Fr1edllan aooept ed the 

•lev tbat pdce obaDpa are pualve. l:n otber voN8 be aoupYd. 

t.bat tba 41not10D ot the o-al nlaUonabip ls ti'Ofl ohlftpe 

1D tbe a t oo& ot IIOH~ to obalac•• 1n the prloe-leYela botb the 

cbqea MiD& 1D tile •- d1reot.1oa i.e. llloreuins atook ot 
~ 

..nq 1ell4lDc to 1noNaaina pnoe.leYel en4 deoreulna • took of 

IIODq lee41na to cieollne 1a tbe pr1oe-.lewel. tbenton, KU.t.• 

F r1odllan bo14e u. wlev tba~ 1na tuUltJ ot tbe prloe level o• 

be cODt-nl.led 1t ve ootal4 oontral tbe ohanaea 1D tbe stock ot 

IIODO)'• AOOoNiq to 111ltOD Frle4llan, t ho Uat OI'tlona ltl t.bl.a 

ralatloneblp •lz. ohaDgea ln stooll ot 110ney le•tlns to alJIS.lar 

.ohangea 1D prlce-leftl an ,.,.. •at.nlJ to tvo nuona. 

i) Chana•• in o"''-"''• •4 

11) CbaaB•• 1D \be aHtmt ot •oneJ' tbat. p\lbllo <leelrH 

t o bol 4 r elat.i ve t o l ta lno0118. 

It tbe et.ook ot 110D8J r .. alne tbe •- u at t he 1nltlal 



level ror - \be Mtl 4\&11.ng that. period t be out.(Nt lnoneaetl, 

thea b• prloe leYel wou14 4eueua. It is clear that tbla de. 

onue 1D tbe prloe-leYel la due to tbe inoreue 1ft ou\pt.lt v1tb. 

out _, obanp ln t.be at.OOk of •OfteJ'• In otber wOI'da, t.be •

.-oUDt ot IIOMJ pertone ita von at a lover ,.loe-leYel. 

l'rtoclraan aupportecl t.bla arCU~~•nt on tbe baala ot u.s. upenence1 

lD tbe periocl betVHD 186S to 1879t 4V1D& Vblob tbe pft.oea &l

eo. t balYecl nen tboqp tb• • took ot nney n•ained oona tant. 

Tbe sl•ple nason VM the d.oubllnl ot o.atput 4ur1Ds tbls perto4. 

1b1e .-plrtcal nldeace 1a tan\.-ount to a.,Uc t.bat ot&t.put •• 

gi'GW ••• w1t.bout 1Donue 1D IIODeF aup~ in oon41t1oae ot leae 

tban hU •Jlaraerat.. It. alllos t. .coea aaaS.Da t Ule lepeel.a 

oldll tbat, 1D ooncU.tJ.aa ot leaa tban f..U. elllplOJINDt. otber tbinp 

rMaiDlDa coutant. 1Dcreue4 ._.,. aaappl.J' 11 nqulre4 t.o ...-t 
p.-o4uotton. ( 9 .. Footnote lo.? ot Chapter IV). 

AOoor41na to Frle4aan tbe ratlo or oub.l)alanoea to lnOOIM 

1a tbe aeeon4 taot.or vtllcb •• aenarat.e a 41aonp•07 betveen 

the oh&D&• ln tbe • took ot ~·7 an4 tbe on•a• 1D t.be pr1oe 

level.. Aooo1"41Da to bl• the peoples 4ealre to hold oub.belanoea 

c1epeDda on tbe laca.e ea wU u prloe laYel. Pnsua~ 1n

onuea 1a 1nc0118 vUl •ale tbe »eople bold laraer oub balano• 

and v1ce-Yeraa. Slldl.&l'lyt vlth a nee ln tbe pl'lce lnel, 



dea.-4 tor ....Uel. GUll baliD- also naeae Ira 80N detallt be 

•dll\ aiH4 tbat. u. raUo ot t boae eub balaracea to lncoae depeada -
1) !be e•a• lD nal. 1Do011• . per oapl ta. 

11) nae cea\ or hol.41D& aaonq • 

.&a n_,. pu eapl t.a lnoo. 1Doreuea tbe real. oaab bold1Dsa 

also 1Denue. Tbe ooa t. ot bol41DI .. ., ctepeada on tbe a-at-e ot 

1atereat. on al.tematlve unt.a ad 'the ••t• o1 obanJ• 1n t1u1 

pl'loe lnel. 

AD lllonue $.D tbe rate of 1nt.ereat or en entlolpate4 tall 

1D Uut prln lewel reaulta 1D 1noreuecl ooet. ot bol41n& leldJ.na 

t.e a dectna~e ln 4eaan4 tor real ouh balancaa. on tbe oonti'UJ't 

e deonue 1D t.be rate ot 1Dt.ena t. or ao • t letpated rise ln the 

price level. ndt.t.cu the ooe t of boltilns 1t0M7, naul t ins 1n ln. 

Oftaled d•and t or real OMh balaDoea. People dealn to bold 

a oub bal.aoe tor wo reuona. 

1) IIODeJ ••"•• u a 118<11• ot o1rol.alat.1on MC1 naovea 

the d.J'avbaok ot t he barter •OODOIIT n&aNin& 4ot.l'bl.e oo1Do1donce 

ot want.•• .CS 

11) ..., nnea u a reaena tor t.atve ••rpn01•• 

t ub balaDoe, 1.e. D0111Dal un1 ta ot IIODGJ' · or leaal t.em~er, 

11 one ton lD vb1ob people bolA a par~ ot their we-tta. In tbla 

con eat i t lr~ 111pOI't•t. to eau1De the dltterut tor.a ln vbiob 

peo e keep their total nalt.b1 beoaue, ln J'r1o4•u• • quMtlt y 

. theory ot Yalue of •onq, demand tor •one7 1 detenlned b.J three 



so 
taoton vbleb are 4.t.aCNaae4 abortl.J, b~t beton tb1a 41ecwaa1on 

1 t is aeoea1a17 t o una en t.an4 1n vbat v., Friedli an tn.ea to re

a t ate tbe tradl Uonal qu.nt.ltr the017. 

In tbe natateaent., Fne411• •U,eu tbe 4•.-4 tor •one1' 

bJ' ua•1aa tb.at lDQlv14ul vanta to uep bla tot.al wealth lD 

ttlttennt t ons or vealtb taklna 1ato oona1derat,1~. 

1) the slze ot t be total vealtb, 

11) tbe price \lf ancl ret.um em 41ftennt tons ot 

vealtb1 eD4 

111) tbe tu~• and gretennoea of wealth ovneJII. 

In t.b.la oont.eat-1 at~r 41aou.a1Da tba dUecl tuaotloa tor 

IIODq U liYU., 

He 0011•• to tbe oonoluS.oa t.bat t.bie 1a uwal ·Q.\laDtit J tbe0J7 

for•• Wben • la lDC0118 Yeloo1t7 (Otbor not.aUou an eapla1necl 

ln a aubsequent parqraJ;'Ib). 

AOoorUaa te Friedllan1 the ptoponent. of the qu&Dt1~ 

t.beOI)' llaiDtdD U. eaplrloal bf.POt.buia tbat, t.be d.ell.ncl func

t ion t or .. .,. u bilbll a table. It 4oea not ••• tha\ U:ae real 

caQilt.1t.y ot aoney d•anded per llll1t ot out.p\lt- or tb• wel.oo1\y ot 

cuoula ion ot IIOMJ' 1a to be ncarcle<l • o•erlo~ oona '•' 

over t ill • I D raot , lt la t.be tunot.lonal nlaUon betWMa tbe 

quntl t ,- of 110067 4•aa4ed aD4 tbe war1alldea tbat cSetenibe 1t 

w ieh la auppoaa naaaln oone ant. 



'l'be quant.lt.J' t beoey bMed. oa \b18 atule cluard tunotlOD tor 

1IOMJ' oonaldea tbat 1t pl_,.a a vital role ln deteN1nlnl the 

lev•1 of ._., lnooae, or or prloea •. 

Another l•portut upeot. of t.be quantltJ' tbeo17 la tba·t, it 

reooplau ... leportant futon vbicb affect the •"PP17 of 

aoM7 an~ do not atfeo~ the cldan4 tor IIOD81• Tbeae an tho 

t ec=hnloal eoad.1 U.ona resudin& tile eupplJ ,,, apeole . and poU U.oa1 

or pqoboloatoal oond1t-1cm1 vblc:b attect tbe 110D8tU7 poUolee of 

t.be 14W8rD.HDt. an4 tbe b•ICI.D& ap tea. 

Fr1ed.llan .-... a nfennoe t.o the eooallecl the nal bUla 

<1G»ctr1De vblob •di"-'Da tbat. ob.na• la 4Man4 for 11011., . 
HO•as•U, Cbuae tbe e·uppl.J' ol 110087• on thla is bu.t tbe 

or1tlo1• t.taat t rlditional qunt1t.y tbe017 oannot. eaplaiD laztge 

prloe rues, beoa\We ewab lara• prloe rls• phdw:au inonue iD 

tbe 4•an4 tw 110ft., and. &lao, t be lftonue 1ft tbe aupp\¥ ot 

1101l8J' to ... t 1 '· 

AoCOJ'41Da t e r.,_aten 1mder-MP1oraent analple tile de-

end ror t)QOJ 1a aet to 1:»e lfttialtel-7 elaatlo at a ••all paai. 

iYe rate of tntereat wb1Gb la expeoted to p~all under ~er. 

eap10J181ft t oond1t1on. In tb1a sltua\lon obana•• 1D tbe real 

a~ppl.J' ot monq pi"'due either _. ob•a .. lD pnoea u tbe 

ohansee ln no111na1 etook ot ~. haft no ett eot on D1tblrl1• 

i s Ileana, tba' tbe a todl ot 1IOD8J' Mel tbe U.•d tor •o.nq 

detend..u Dl.y t.be rate ot inttereat eD(1 notblna elae. 

It 1a • llals baokl rounti tbat we cllaouaa below tbrH taotora 
vbl ch 4et.U"'Ilfte t.be torw ln vblob veal tb la held bJ ln41 YS.du.al 



en4 wbicb 1n t un 4e~ t.bo 4 .. uci tor •orae1 1n Fr1ecla•'• 

n stat.euAt ot t be qwanu-. tbe017. 

1) *9\11 Wti1Hl ta M tta l 4 1p !ldtU filii 

.&oa.d1q to Pl"ledlten t.bla la aHllu t.o t.be IN4&et ooa. 

atralat t.o tbe ._.__.ta 4•anct tor oo.odlt.lea. Tbe cboioe 

~ Ut'teno' tOI'u ot wealtb vlll M Udted ta, t.be alH ot 

t ot.al waltb vhicb tl'le ooasuur bGlAa. 

2 ) tbe price or tbeae Clltterent. tona ot wealth ad the 

n t UI"Da t~ t.b•• 
J) tbe t u\ea ab4 pntereneea ot vealtb ownllla Wllta 1••• tbe 

lndln4uw. 

r r1edlhn olu.Ul•• vealtb boldlq or ln4ldduale lDto 

tbe tOllowins oatesort••• 

l) MOM~ (H) r.ls a 0011110dlt.7 uait vbicb 1a aeneaU¥ 
aeoepted u ~t. Gt 4ebt.. l t bu a t1A4 nOIIlaal Yal•a 

11) BOD4a (B). 'lbeae an olalu t.o t in at.n- ot U. 

COIIUe t beH an tla4 1n n.1nal wd.t.a an4 aft r.0.1ft4 

anmaalq, (ooupon). Sill11arl.T be •~~r aet. a pu1Uw or neaatt-we 

1Dc011o tr. tlMae boRda due to tbe obup 1D prloe ot boada oYer 

1 • •~ t o the oban&U 1D •ulte t rate ot 1Dter•t• 

111) Equl t.l ee ( ). Tneae ... 48t1Decl D7 Fried•• u o1aiu 

to a penan n t etn • of i aeo.e ot oonat.•t nal •U.•• Pro. 

tb1 tne of wealtb, tbe bol dtl' get.a (a) oou~ut ..-s.nal aount 

U pl"lce l•• el 1a u •••ct to remalD oona t.nt ,. (b) Inanu.cl o,. 

cleoreaaed. 110111Dal •oun t 1D oN.er t o -.iJu t. tor pdo• lnel 
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cbenp a. (o) Cha 1D tbe DOid.nal price ot the equltF due e1t.b8JI 

t o obanp a 1D price level or the rate of 1Dt enat. 

iw) l b7aloal. DOIWiuaD aooda ( a ). Ino•• fro~~ it 1• 

abdl.al" ~ ••utwa, INt t.ba dittennoe ie that , it u .I.D tvu 

ot ldD4 u4 not 1D t101181'• . 

Y) H•aD OQltal. (H). Aeoordlnl \o Fl"l.U.U1 laoce~e 

~roa noa.bar~IID wealtb (veal. Cob u ~oftll' llftdent404) bu• at a 

gina t.lM, a partleular ratio t.o b•• wealth (inc-.). !'ben

ron, 1D tbla resard, rat.1o ot weal.t b t.o ln0011e la tbe 1n41cat.or 

ot tta.n oaplt al • . Conaldu1D& the ret.UI'Da on 41rtenot. tone ot 

vealtb, u outlined abcWe, Fnedllaa vrltea tbe de••tt tunct lon 

ror ttOne~ u touon,2 

J • t (71 VJ "•• r.,, • •' ; • Ia a) 

Wbere, 

K • tbe a~ook ~r 80fter 

P • the P·rioe 1n4u lapl1c1 t 1D • • t illat.1DI aat.loaal 

1DCCNI• a't OGDa t ao t, prloea 

t • aat.1onal 1ncoae 1ft constant. prlcea 

v • tbe frMtion of veal.t.b ln nOD-b._ toN (or, 

a1 temat-1 ve17, the fl'aot.lon ot. 1no•e der1Wd 

h'<a 1)&-Gpel"t J ) . 

r• • tbe eapoot ecl rate of ret um on ... .,. • 

• t. • t.be a peote4 rate ot ret.un on ttat.m....S.• boncla. 



"• • tile eapeot.M rat.e ot n t.um oa equ&.\lu. 

i • ft • c.be upeotect rat.e ot obans• of P,.ioea ot sooda 

.net benoe the upeoMcl nt.e ot n ·ta.ml on n.S. ...... 
a • a portllente• .,.bol, aUnd11l8 ~or vhatner 

•anablea other tbaP 1aoon vhlcb • .,. atreot. 

the ~Wty at tacbed. to tbe aenloea ot IIODeF• 

Mooi'41Da t.o Frl.Uen, ••- iD t.be etooll ot ••87 per 

Ylllt of oat.pt. ower 1• ... ,.rtocta1 d•laat.e t.be ob•a• in tbe 

pnoe lnel. Buab ett eou .... tile sbortew perloda oonelatlftl · 

ot tluota.U•• 1fbloll coutltute t.be bulaeae qolu an not. •• 

40fd.Dau.& • 18 fdedau• a oplnlOD tbU waiCU oonneot,loa 

betveea ob-H 1D tbe •""* ot·•...,. ea4 tbe pl'l• lnella 4ue 

to a..Uer •aJDltad.e ot tbelr obec••• Ia the aeo.aler aenee 

laturban•• iR the relaUGD betw•a 4eain to bold oub 

baltaoea, real laoOfM aDCl t be oCMt ot b01din1 cub balaoea ue 

81100tbe4 ., ., the o..ala,l•• IIO'f-ll&a ot t.be at001l or.,... 
and prioea. na ••• 41a turb•o•• iD tbe .,. rela\looa 1D tbe 

abort run ... n l • t l•e1J' nre lraportet. tha t.be RftiiMta ln 

\be • ...,. and prloea. 

Bow Yer , Fr1e4118D •a!Dtat.ns tmat. U:aen 1a a oloae llall: 

bot.v a ohansee iD IIOM7 auH17 aD4 t be prlee lnel nen 4ur1ns 

e iDeal qd.aa, ol•U• to obaapa in tbe IIOD8J' aupl'l¥ over 

lo er per1o4 all d.uriDa WU' t1•• 1101' tb1a be glvee tbe 



'' 
bl•ton.oel nld.ace ot t.be tao\3 tbat 1n o.s.A. tben baft .,.. 

0701•• dur,lDc wblob the IICW-nta 1n the prloe leYel. veN 

dlnetJ.F relate& e1 tiler to Iuter ott lowr rate of exp••toa of 

sone, eappq aad aHolute ooatnot lon ot 110a87 sup~ 4\di.DI 

4eep depreedon. lotvi tbatuduaa tb1e obe•nat.l-oa Friedli• waa 

oaut.lous 8ftCMlllb '- point out t.bne lllportet. oondderatlona n. 

eardina totll\llatioa ot t.be 11011at:.a17 policy 1D tbls oont.ut. 

1) Tbe dlreotloa ot tbe 1Dtlueaoe ot tb.e eb•se• in \be 

IIOft8F atock, lnoome 804 t.be pr.ioe lnel ls llore OOIIplU dt&riaa 

enort peJ'1i)4s ot tbe bUlneaa qol.e thaD lD oue ot loqer 

p•r1od. ID bb opinion tble oomp.ledt.-7 ot prooeu le relatec:l to 

tbe obaraoter ot 110aet a17 and bankinl qat••· B7 the obaraoter 

ot •onet,a~7 804 beftlslnc •1•~ be ...,. tbe naponee ot the baH. 

lag aro toe. and the people at lara• to el tiber the upansion pbue 

ttu-oaap 1nonM1nl oaah rat iO end 4eo·reu1Da GMb bold.laa or t.o 

oont.raot10D pbese -. doonul.ns the oub rat.lo enc1 1nonaalna 

oub.holdina. 

2) J't.ledtlen alH .... l eeci tbe algnltloanoe of the t1•Sq 

or \ be cmep• lD IIOMY suppJ.7. Froa tile hla torloal ••lnatlon 

ot bullleaa o,calea be baa found out that, obanau lD tbe..., 

a.app\J att eot the •OODOIIlo aot iYlt' only after ·a lac of 12 iO 16 

IIODtba on a.erap."' oretore troll a polio, po.1At of nev anr 

3 lt4D r1.S.anl 1b 8Q\)ly or Kone1 .ud Chanaea 1n Prlc a 
and Out put 1D ;rrae Qpt.JM avwua.v ot., Hwr .. 2~1£ I IIIJit 
• 178. 

~ • p.l8 • 



' 
d.eolalon naal'diog a 11011e7 aupply (iWit a. baaed or tble lasdna 
natun ~~ ..-...t U'J' ifttlMftee. 

3) Be &leo bl-labted tbe taot t.bat at. _, title tbere ..,.. 

othel' eoonfMlo toNU vblcb enb•ae or •1t laate the influence 

ot eoderate ._,.. In 110M7 aapJll7 1n a abot' ,_1o4. Aa a 

na\alt. t be ••••nt.a ot .,...,. •U»Plr and prloe level •• not be 

ev14ent,q Q'ftabNn1ucJ. !benton, lt. la not oralF tbe tlldnl 

but aleo tM qqntwt of •-.• la 110M7 sup~ takea t.oc•tb•· 

wblcb w1U •~oUr tbe ett•ot ot IICJDetU7 PGUOJ'• ID tbe ua ..... 
ot Ud.at l t 1• alw.,.. eeu t.bat a anen inflat.ioa or depnaalOD 

follow OD1F daealde 1noreue or deenue ot...., aupJ'\7. 



llQI PAIIRJII 

Don Pat1Dk1a upldned tbe re1atlOD8b1p of t.be quntlt.J' ot 

1100q and prloe level lJa bia wU uovn book, ·H~, Int ena' 

aftfl Prioea•. Thla opl•aUoa vu ctneloped bJ' b1• ln t.hne 

etaa••• Plnt , be 4et1Dea and uplat.ne the uou• 4•ancl tunc. 

t.iooa 18 tAe eoono.J"• Seoondl-rt vltb t be bel.p ot exoeas de•aDil 

tunot..tone, be uplalna bov t be equU.ibrl• priou an 4eten1Do4. 

ADd tb.lM.lFt be opl.aina obanpa 1D tbeae eqdllbrl• prloee on 

t.he t.ula of ohep• 1D tbe cauant1t7 ot IDOIJIIT. AocordlDa t.o 

Pa t.lald.n, u.wn an ~- tnMt• ot aorae7 8lld beoe two t.J'pe& of 

pr1oea. 

i) Ap Al!tt fMt. QM t o1 Al!o•t.a It la tor t.be purpoae of 

reool'4 keepiftl but 1 t baa no p'bJaloal •ala tenoe. Tb1a t~ ot 

soney Yea aeoi'Junt t.nc pdoea. 

ll) f j,at f pr Mqptr1 It. aen•a u the ao~ l)b7aioal 

d.t • ot esobao1• an4 at4n ot Yal\18. 'lbe prloea ezpnaaecS ~D 

tena of fiat paper ._.7 an o.Ued 11101187 pr1oea• or •uaolute 

prloea• or a1•pJ.T u prloee. Iben ls a tblnl drd ot prlaee. 

a w • prHa tbe prloea ot oa• e.-odltJ 1D tena of otbe• 

co•od1t1ea, tbe7 an kDOWD u nlat lYe pl'laea. 

Por lle attld7 of tba quanUt.J' tbeorr ot r.toDeJ't be cluelrlea 

•.nteta lftto fou kln<la, via. 

'' 
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1) Labour •Wket, 

a> COIIiiOdlt7 •anet., 
3) KoDeJ aarut, aD4 

a.> BOD4 •arket 

!beae tow •arleta an 1Dterl.1Dked· . --

- Ut.er esplaln1ns the equ1llttr1• priG• lD 

t.he aarke t. eonalst1Da ot cMHUt lu incl ulft ot lt0Dft7t OD tbe 

bule or WalrulaD _,proaoh1 Pat1nkln1 eaplalDa tbe etteot ot 

cbqea 1D 1100e7 ••9Pl7 OD Ulue equU1brlu. priou ln t.be 

r oUwlD& aarmer. 

A) DM•I P•M4 Pwtioa 

ID4lv14&~al'a .-. •• d•an4 tunct.lon tor a &l._ c-.ocllt¥ 

ctepead.8 oo t.be relative ,..leu ot aU a••oclltiea, hJ.a real ln. 

0011e 8ftd h1a nal Ml.anoea. It then la an eqtd.p.roportlcmate 

cba se 1ft all prlaea, lt cloea not atteot the n1atlve pl1.oea 

and ••• tbere la oo ob•a• tbroqb tbe aubat1 t&&tt<m efteot 1D 

t he oor1J0*1t.1on ot waltb beld. But lt oban841a 1D oppoalte 

41reou.a tb.e real Yalwt ot 1D1t.lal moo.,. bo14inp. fbefttore, 

l t aueraMa tM veal.t b etteot. • 

.t: le t n 81mllvtdwall ~• .-utmt ot •ODeJ 4 .. _.. above 

t bat. la41Y14ual bM •• a plan at. a part loW.• point ot tlH 

o hol.4 • •-~ ot .-oDe7 1ft or4u to ••'- hla pleDDed u. 
~\tu'e on ooaodJ.t.lea. so ,the eaoeaa U..a4 tor on., la 

t. • 41tterenee bet ween the •ount. ot •OHJ' 4eaaneltcl t or a gu-t i

cular fv t.b r -plan por1o4 and t he lnlt1al holUna of ll..,.,. 



,, 
lle&UT ~be uoe• dPM4 tunot.lon -tor .. .,. I.e a poalt.l'ft 

t ngnUat or tbe lndlYiClaal•a eeono~~lo bebav1our. fbe Yalue 

of tU ~HU~Jt ot aaoeaa <l...n4 for ~ one o••t)d1t,7 la •'lual to 

qgreaate Yalue ot the •CMIDt ot eueaa •tAPJl1•• of all otb• 

oo...U.tlea, plu the •ount of aoeu eupl)lT ot .. .,.. So1 t.be 

818NI&t e ._. Yalue of tbe •ounta ot \be &Ddlvi4uala uoeaa . 
4MIDI1a tor all goode la 4tqual t.o aero. 

'fbe --~ Yalue of tbe aaounta of ex .. aa aQpUes ot 

c-.od1tlos, 8D4 bence tba ..out. of •••• 4eaan4 tor ....., 

ohenge lD die ·~ proportion. 

AD 1Rfi1Yldul 

l • tne troa 11011e, U1u1on it • eq_ulpropoftloaate ObW'g• ln 

aoootmttin& prt.oae doea not. att••' bla 4•M4• tor _., ot the 

co.t>41t1ea., 'beoauae t.lle nlatlve ptoea HllatD •-· 

B) It we ua...S t.bat t.be aooda •arut. 1s 1D equD.lbl'l-.. 

eon41t1oa tbeu ·t.b8 Yal118 ot tile •arket. •oeaa 4-.nd tunotloD 

1a ••ual to un. 
How ay,ppoae, t.ben •• •n• 001111ocSS.t1ea (irlolulliDI pape• 

IIOfteJ') 1ft tiDe •OOWIIItr• ·rbenton tben •• •o• ••at uoeea 

4•and •«&•"--•• "' ot these o equt.iOAe, a-1 eq.uat.loaa are 

~p884ent. When•••"• M7 set or prloea aa\1at1• n.l ••ut 
••eeH de•aDtl et~uat1oaa, lt v1l1 alao aat.lety tbe ntb equation. 

we bave t:o aaoapt, t he ue•ptlon that one M4 tbo •- se\ ot 

., pr1M a oan ul•\&ltaneowa~ creat e eqld.U.bl"lu. lD eaob •<l 

M efT llarke t e 
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FJ'OII »tear• Bo.l ( c1nn on Pace Ro.61) taileD tr. Don 

Pat iDida'a MoRey latanat. an4 Prlo•• (p.l+7) 1~ oao be eaplai.Ded. 

bow tbe obena•• iD tlla qqnU.t7 ot •oaey attHt the prloo of 

ooe7 (J)QI"Obaa1Dc power) vblob 1a t.be ••• u Yal.aa ot •0081• 

ln thia dla&r• qwmtl't.lea ot 1100.7 4ea1Ddecl an4 aupl)lled an 
Sh()VD OD OX axta t aDd tbe pr1oe ot 1101187 01' t be pUObU.lnl P<MtJI 

ot ooey (') 11 •bowa OD Ot aai•• 
I t 1s -WHd tbat., prloea oh•a• 1n an eq\d.proport lonate 

annar 1D oue ot all ao-od.lt.lea. ' 'lba lnlt.lal 8Qpl.J- ot 1101}~ 

la sbown b7 tbe wrtloal l1ne Mo&, and 1alt1a1 deti..S aobe4\&le 

tot IIOneJ' 1a si ven bt oune D vblcb 1• negatively aloplnc (low 

.. frOJ' lett to rigbt. In tb1a aituatlon 1' ls olaar .. that., that 

.. ·.,.. llllt lal auppl.J' ot POIIlDal •oneF boldlDI 1a equal to .)Mo. 

Pa lakin ua-.. taaa·t it is cl1atr1b"'te4 ..ona 1ncllv1<1-.la in a 

gi'fan v·q. It. l s olear that, tbe point of 1Dteraaot1on betv .. D 

D an4 s '••• R alvea • tbe eqd11bl'lura, vben tbo Yal.ue of •onq 

is &lftll u j;. 
suppoae, tbe inlt.lal. nOidnal...., bol.din .. an cSO&lbl.ecle 

• 
I t . . .. 'tbe ..,.,. aup1>17 1D the eoon~ lnoreuea to 2Mo. '1b1e 

l e 1n41oatel • a Yertloal UDe 2No8• • Aocol'd1ng to Patlnkln, 
. ' 

tbls lno • 1D 110ney aapply 11 not. tulq apeat on ca.odi Uae, 

a par' ot 1 t e aob lnci1v1<1wal •• 1144 to ble 11011., balanou 1 but 

r elati•• prlcea hPe naa1De4 •- (ve bae ua-.4 eqlll

propor t1one.te anse lD pli.oea) there l a a real b.:&. ann etreot 

ln t.b 110ney •artte "• conae(iuentJ.y 1 tta•r• ls a ri tvud a bitt 
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ln tbe 4•and nrw, wb1ob repruent.a a ld.per lnel or dea1n4 

llquldit7• 

Nov lt. la ole• tbat tile new equU11tJtl• pob\ ta t Wb1ob 

1a tbe pdot ot lnt.eneoU• bet.w• D• 111'14 2Ho81 • It .... , 

t.ba~ uaen 11 a propoJ-t10D&t.e tall lD tbe pdoe ot •• ., wblob 

11 •- • the walue ot ~. 
'lbJ.a ._ .... t tr• R to T OaD M aplalnad oa tbe bMS.. ot 

the fut ~-~ at j; prloe of •••I' an4 Z1o lllP~ of IIOD4t7 

~n Ul.a &e aa aoe11 I"PJall' or .. ., equl t.o UQ. tbla esOCYa 
• 

.up~ ot t~GDeF .. _. • •••• d•aad tv o.-o41t7• .u a 

na.t ' • the pl'loea l.n the oa•crUt7 •uata IDonuea wld.ob iD 

'tU'D .. .,. tbat, the price or IICIDe7 -· clova to -•· 



SiR.WIP !II 

guHNARJ AIR ~g!CL8SIQRI 

1bla bJ'iel nftW ot t.be t.port.nt. vatenhe4a lD tbe eYolu

t.lon or t be quant1t 7 tbao17 ot _..,., abova tbe tuaJ.Dat.lq an4 

perple&iftl aatun ot t.bis tbeor7• It la c1&&e to tbese at.vlwt.ea 

of l t tbat. tbe ealpatlo tbao17 ot the Yalue ot IIOD87t at.traot.d 

tbe beat of tbe brains ot tbe oont.eapoft17 tl••• 
An ehlllaat.loa of tbe 11~rat.un on tbe qwmtlt.,r tbeor7 of 

IDOI'Ieft .euttldentl¥ brinsa out tbe •••tiel a.laUU'itlu an4 

varlatlona 1D the appnaab .. f.O tbe uadentandlns of the aterUns 

queat.ion- What. 4et.en1Ma tbe Yalue ot •on• an4 obansea tbeftln? 

Dltrennt approubea to tbe quantity tbeo17 of 11one7 wblob 

we h&Ye -n•tlr' rntnecl, abov son ••17 a-w14ent and s-. not so 

e't14ut aild.lualtl .. an4 41aaill11ar1t1ea N&ud1nl tb.e •alJ'•la 
of the value ot...,.,. and cbangu in it. we &1ft below t.be 

awaaa17 of the q&&aDt1t7 tbeoq ot raonq u propounded b7 

different eOODGiiata. 

3obn Loeke buloall.7 b.S a OMb.l)alaaoe appi"'&&b. AoooN-

1na t o b1• people 'bol4 cub balaacee tor •a:l.n1.7 t.naaaot1cm and 

bUiDeaa urpoa •• In o Uler vorda, be detiUd. tor •oney v.Ul be 

eterrd.na4 b7 tbe volWM ancS t.he trect•nq or t.r.naaot1ona u4 

al o tbe nat.\U'e ot b 1neaa. The tnqueno;r upeot or t ranaao. 

on oan e na14en4 u tbe aee4 tr011 vbtob tbe OODcep\ ot 
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Yeloolt:, of olnulatloa .Wolftd. AecoN1n1 to bl• tbe017 tbe 

vel• ot ... , r tile price leYel. clepeada em tbe quaatl\.7 ot 

CIOIMJ' nlatlw to ua. ,aa&.lt¥ ot aooc:La. 
C•UU•'• qUDt it.F. tbe017 of •onq la the 4lnot pr._ 

cleoe .. u ot lsbenu qu•tl tr tbeorr. Aoowcllaa to U• ohiDIU 

1n t be price level nauJ.t, 41reot.q tr. ob•au 1D ••er sup~• 
whlcll operate tbrO\agb abaqea 1D apendlnJ eitllel' J.a U.• ton ot 

cons\Mipt1 D ' (dJ.~aot etreot) or 1D the tora or leadlns (lndlnet 

etreot). It la lltport:aot to note bere that CantUlon m&.kea a 

c11reot ntennce to t.he t•prow1Dg teNs ot trade ot qricul t un 

oons,eqau t \&POD en ltlonue 1Jl 1108&7 augpl.7. S111Uarlr, bla ea. 

planation ot iDe reu1ns pr1oea ot auperl:or aoocia aDd deonu1Da 

pncea or interior goode naul. t iD& tn. iaonuecl IIGDeY aupplr • 

1• perhaps tbe tint at.teapt 1ft biabllcbt illl tbe pattem ot pl'loe ...... 
l•h•r• • quantl v tbeo17 ot aone~ oe be oon•lden-d aa aft 

el abozaate retiMIMnt of Cea'll1ob' • approacb. But Plebe,. 1Dtn

dt.tou soae 111port.ant oona1f1ezaat1ooa upUotU, tor the fln t 

t 1 • Dis oritloal fortaalatlon aD4 .anal~ls ot the 'MlOolt7 of 

clrculat lon ot aoaey, , tbe explanatl<M'l ot the erteota of abatac•• 
1D • rate ot lntereet 8D4 a bea&t~Uul el&&oldatioa or the t urn. 

1nu pointe 1n the ltWd.neea c,-cl••• an BOlle of' tbe i•portaat 

a441 lou t o the quanti t.y theory ot •on•J, beoawse t.ber tbl-ov 

U 8b t an tbe dynallioo t oauaal Nl.at.ion be tween a obanp 111 t.be 

.,. aupplJ' aad tbe pnce-leYel. Plaheaa• • Malysl• • 'lftel'a 
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•alalJ' r..- ~ unn.U..Uo uauaptlou nsud!Da t.be oout.•OJ 

ot v, ft ad " • 

Pla.ou an4 Bobettuon aN tvo lQOrtaat eoen.S.ata, vbo 

. •p11t1e4 M•eball• a 11011etary eaalpia lftto a tull lJlowa t heo17 

ot the Yala ot •oaeJ' vblob la •'rle4 aa tbe oub-bal.anoe 

approaoh. Ill tble approub, a .,. -..atlo tbeo17 ot the cleaaad 

tor ... .,. 1a neatt, preaented. Illc point ot departure le the 

~enltloD ot tbe store at Yalue t\motlOD ot tba •Ofte7t 1n 

ad41 UoD to tbe .. 41• ot ezobange tamotton. trroa tbls eaerges 

the oent nl eoneep~ ot I ard tbe uplanat1on .of taetora vh1Ch 

ctetendne ·1t . ln a senae, Pi cou• • uposlUon ot oonven1enoe 
' 

and aeouri t, )NI't)OSe•• tor whlob people desire t4 bold cub~ it 

an at1e1patlon or two ot l.,nealu JaOt lYes. Slldlarl7 b1a 

e&planat ioa recaFdlns the ettecta or the rat e ot 1ntereat, 

t ecbDologioal ehuae and upeot.at1•• U.t tbe ehana1GJ prlce

l.wel are a d1atlnot oon~r1b~t1on to tbe quanti~ tbeor,r. Al

tb~t& b P1gou 1•• a b:rlet analJ'sls ot onangea in tbe -pr1ce-leYel 

on tbe wntal Cle•and-eupplJ' pattern, be proY14ea lnt.enlt.lftl 

lnat. ts re .ardiDC bov dltterent 11onet.U7 aystMa and poltoln 

atteo' OROJ' •"PPb' lll4 benoe t ba pr1oe le-.~1. Fro~~ t.ia.ls •icle 

or alyal1 1 t booomee oleu tbat 1n tbla con t o t obanpa 112 

riODeJ suppl7 due t o chan •• in •oaeta17 8Jitetla ad poUoy, an 

4e · dent larae11 on tbe sovem n ot •s cl1aont1on. 

vo 111 r t an\ po1nts vhich deaene apeclal. • •nt. l on 1D 

no r taon• • approach are (a) b1a expl-.at1aa ot tbe turD1n1 

.tnt in ho bu1n••• OTOl•• ana, (b) bla ooaoept. ot be labou 
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Yelue of :JJOney. AocordiDI t,~ Robertaon tbe upvaN tnn4 ln tbe 

pr.t.ce-lavel is hal tea bT , 

tbo rd.nlau. nqlllJt ... nt. ot the naene rat1o1 

whereaa dovnvUd t,nnd 1a hal t.ed by teohnololioal chans•• I nol

den~,· Me oonoept. ot labour valua of 110H7 la detlDecl • tbe 

aaoW»t. or laboar a Wilt ot 110nq •• puobue, vblcb la tbe 

tAv•r•• ot Keroea• ooaeept ot t1w vqe UDlt. vblob la cleftlaed • 

tiOD., vqa par labour dlt.. 

ID ble General rbeGJ7 of lllplOJ'-f.t Intenat. anc1 K~, 

•7118• alao ldopta a •aoro approaob to tbe anal1'•1• ot tbe walue 

ot cmey. lila U.lc predee 1• tba' atud7 of eaaq ls uport.ent 

1n UDClentaftdiDI tbo toroea wbich detendne the Hplo,rHDt an4 

CM&1.put. beoa~~ae Yalue ot. •oa., 1a Clet.eNlned. u paJ't of tbi.e 

eneral. preoe... AoeordJ.Da to &.,nu tbe 11qulc11t7 pntennae 

tha t la 4•804 tor BaneJ' 4ep8DC&a oa t.nnaut1on .aoUYe1 pre

caut.loaU7 110t tve an4· •peoulatl•• aot ive. 'fb11 1a 1n a aenae a 

oJ7ataUaat lors of euUer tb181dag of I.oolut and Pl&oa. Wltb the 

help of' epeo\&l.at.1Ye • o\.1Ye be lnt.nd\lOel upeot.atlODI &beNt 

ohanpa 1n t.be rate ot lntena t and Ulua v•••• into tbe vhole 

anal78U t1ae ele-t 8DCI t.bu •*•• lt. Clp.-o 1D natue. 

911111larl71 be eat abllsbea M&u be"•• ••plOJHDt •4 ••-

1o cteman4 f or onq 1n tbe fol'll ot ble oonoept ot vaae •1 t. 

coi'41Da to lWI a obaDge 1D the quantlt, ot 1t011e7 atteew tb.• 

a~r1oe-leYel rouatl i t.a etteota oo wqe unit- .n4 •plot••'• lt. 

c• tMt sued t.bat an 1ncreue ln the quu ·l tJ' of ... ,. vUl 
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4tv1~ ttselt 1nt.o laonue in the vas• ..ait and iliOn•• in t.he 

•ploJcaaDt. II ta 41'9Ua1on to the toner la nlat1Yel7 cnater 

han the la•ter \.he rise 1n tbe prloe.lnel vU1 .,. anatv than 

when the latter d1Yera1on 1s snater. Ia tble the a...U.lnl vblob 

ev lnto Phillips ourw' 7he dJ)lanat.lon recardtac tbe Nlat1on

sbl p bet-weeD ctarnnt rate or iht-erut, tbe upeot-e rate ot 

1nterea t, ••g:lr»al ettlclenq ot oapl tal ancl tbe apec&d,at1Ye 

deaand f or 1100ey b1 bUght.a tor tbe flrat tiM the round-about 

relat lonsh1p betwHn tbo cbanses ln 1100e1 a\lppl7 IID4 \be chang .. 

in 1nvestaent, -~oyaent ana 0\&t put 1184 pnoea. AocorilDg to 

le,nea tho 'hloclty ot olroulat.1on lJt •one71 oontrar;r to the 

F1 h•r1an uaWiptton or 1t.a oonataaoy la not oonatant.. 

Aocordlng t o K8JD08 the etteot or 1nonue4 Q\.\Mti\7 ot 

•••T on price-1\lvel, before tbe fUll eeplo,..nt 1"•1 ta reach

ad, will be. duepeae4 beoauae of aitiUJ.taneoWJl¥ 1DoNaa1n1 out.put 

a atle possible bJ' the aveJJ.ablll ty of unutW.ed produot1 w 

tactora. But after full allpl.,._t 1a n.abe4 t.be bONUM 

qaarattty or aoney wUl 1nonue only the vqe-unlt and not the 

plo,.ent and vlll thus proportionatelY 1noreaae tbo price-level. 

r wl4 ontalq 1D the JCeJQea1an aeheae the oauae ot t be obanaaa 

1D tb Tice-lnel la he 41aoreparao, l;)etwHa the rat e ot chana• 

of m uct.ivt ty an4 th rat.e or change ot taot C)r re•unerat 13n. 

Hllt en r1 d 80t \11'.10 rehabll1tat.ed t be Q\1Ultlt.J the017 of 

71 18 ot t. e f iN beUet tbat tba quant1t7 tbe017 ot •ona7 

1 1 t.1al.l7 a b or7 ot dnand for IDOile7• Accor<11D1 to 11111, 

1t be to'S!' aon T (I) and out. put. reaal.D cona tant, tb n 
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iraoreue 1a tbe t wmtitF ot IIODeJ' w1U lead to a proport loaate 

laor••• la tbe pr.loe-lavel. In pJraatloe, tbla alllple relat1on

abip e ta d.1at-orted du t..o ohaPpa 1D oYtl)flt. .a oban1•• 1D x. 
-be obana-u 1ft 1 4epea4 upoD tbe onanae lD 1DoOH pe oapl t a and 

be ooa &. ot holciinl ••• • lbe oos t. of b.ol41nl 1100e7 d.epenU 

I&POR t.ba rat e ot 1Dtereet u4 the l'ate ot ellaaa• 1p tbe prl• 

level. Aocol'd1D! t o b1JI people bold. eub bal•ou Moauae 

(1) ....,- een•s u a s.Uua ot eaobanp, and (2) prcw14u a 

n t ect iOD aaa1Da t\lt V. -.rpno1ea. Ne •e.intallla c.ba\ 1\ 111 

not the t.e\al. c:aUMt l t1' t •OileT IMat atool& ot IIOD8~ per Wlit, ot 

out put ville~ dMlnatea the lane nn prlo-.18-wel obanaea. He 

btsbllgbts tha t tbe tllreot lon of the tnnuenoe or tbe obanpa 1n 

the &Mne7 a t.ock ou boon aD4 prloe.leftl t.a NlatlveJ.7 liON 

coaplea d\Ui.na abor t. period, ( bu81oeH o.yol.ee) tban ln oue of 

l on •r per lo4. fbe .. t. uportant. tbln8 abou' r rlecitlan• 8 

quantl • theory 11 bla ol•t• tbat tbe oauaal n1at.lonab1JJ between 

qu.ut-1 ty ot 110ne7 and t he price-level tllbiob I'Wla tNta \t01187 t,o 

pr i oe-l• Yel 1s one of tb• •• t. lllportaDt; uplJtioallJ .,roYed 

• DMlo laa. 

at inkln' s qUDt l\7 th8WJ' ot tbe Yalaae ot aoaq ia bue4 

•eJ.nq oo the c<moept ot eacesa clu ald tunotlona 1D tbe eoono117 • 

Kl s elabor at ion ot the to~ klnda or •arkete explaina clearly, 

h the labour, eoaaod1 ty, aonq and bond • arketa oonsti t t1te 

d 4 tor 1100ey. He def in• • exo• •• Cle•aod tor •onq u the 

d1.t rerenoe b tween the 8110\Ult or 11oney de ande<l tor a part lo\llar 
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tut.ure plan period and t.be 1n1t 1a1 bol.Un& ot ... ,. In Uae 

absence ot the aone7 tllualon, tba exoesa de•aact tor tiOJMJ' 

chan • 1D tbe •- proport1oa u the •oneT Ya1Ye ot t be .-omata 

ot ~b• exoeaa atapplt•• ot t be ocaaodl tlea. ua.SDI that prlou 

Cbaol8 1n· aa eq\Llproport198ate • ..,_. tor aU aoo48, PaUDk1D 

sbova tbat an lrionue 1D •one7 n pply naul ta 1D ••• inonue 

1n •oDeJ MJ.a.nces. But relatlv• prloaa r.as.a ecmatut. rhere

t ore, t.bon l a a real bal.aaoe etreot 1a t.be 11Gfte7 •uket.. !bla 

ebitu the ctaan4 CNrwe tor •oa87 t.o a blper lnel. D'lt at tbla 

level aa aoeae aQP'Pl7 of nn., ext.t wlllola brlnaa 4cMa tbe •al.• 
of •01187• 



... 

i)ouglu, Vlcnra, DLDegD'Jf· Msmg Uftlo.J.726l, CbUt.on co. 
Book D·lvla1oa1 Phlliililph af"Jfiv YorMt1 If5'9. 

F1abei'1 I"1n 1 ll'MttiJillh•W Poyu or HM!zt (Rev.M.), A.U&as t • 
• eUe, 1 BOiliiiiier, l ew--yorii; 1~ 

rledltan, ton1 SWJ.tl 1Q ttw 9MJ}'\Y. tb!MY tl Mogg1 
Uld.vero1 7 at CliiCaao Presa, l~~. 

--:J.J:O~P{If! ayputr gt Mgptx· M4 ot.btr •••••• Mao-

t.e141'!~, D ••• w~, ~· ~~ er P~'Pf ~PateR''' AU1ed Putils el'aha L ~ ~lh!an 
mli~ion), 19?2. 

a t lnk1n, Don, IP.f• I~aflt ~ ldqte, ( Second ltdlt1on), 
nuper I ntima i on • )~ arper an4 nov, New York, 
196,. 

1 C#ou, c., In val or Moue' 1n H"ft!M to gas.m 1tle:Qa, \ .&. >, aeor e Allen and unv . • , 9r • 
. bertson, D. H., HPPUt ia'be t. & co.Lt4., t.ondon, (Re,.R4. ) 1 1948. 

Te1 

' 
70 



11 

Mt&t1g 

D&'914aon1 Paul, • A l e7ftea1• View ot Frled•ao• • theon~1oal 
Vat-von tor Honet.U7 AD~da1~_lWPt\ pt PI}J»tl). 
l!opm1 Vol. So, 1912, pp."86lt-ttaiie 

J'lecblaa1 HU t oa, •n.e QWIDt it)- Tbe0J7 ot 'HODeJt" ,. IglJ.M 
EeopMlo loym¥1 Vole XVII, 1969•?0, PP•~ • 

Pat1nk1n1 oon, •7r1edllm on t be Qqnt-1tJ The017 804 K•,ne•l• 
Boon•1o!1• liMQt\ o( PRJ.Jtloal iUDOVt Vol.e80t 19121 pp.88).9a,. . 

Rctbertson, n.n., •A Note on t be Tbe017 ot Mon.,,~ fc9119!111t 
13, J.93lt pp.2 .. 3-241. ' 


