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INTRODUCTION 

Monetarism is a full-fledged paradigm (in the Kuhn :tan 

sense). It rose to prominence as a count.er-revolution against 

the neo-Keynesinn orthodoxy; it is now an orthodoxy (or nearly 

so). 1-lonetarist doctrines now are under counter-attack from 

neo-Kaynesian qual"t.ers as vtell as subject to post-KeynGsian 

criticism. Therefore at this juncture, several internal 

shift.~ in t.he monetarist structure are taking place. SonJa new 

assumptions have been adopted, generating new th€orems con

sistent with the monetarist gestalt - the rc.tional expectations 

hypothesis is one such assumption. But, ns is natural, an 

orthodoxy tries to retain intact its maintalned hypothesos 

altho11gh sever al supplementary hypotheses may be modified or 

discarded. 

We propose, in the ensuing chapters, to trace the broad 

contou:rs of the monetarist paradigm; summarize 11ast research 

effort n.nd plt=lee i.t in jnxtaposition with recent mone·tari.~t 

work; we question some of the assumptions and maintained 

hypotheses of the monetarist doctrine. To this end, several 

issuos have been highlighted. These are the i .<3sues ~\·hich it 

is felt a re most controversial ctnd crucial .for t ~1e mouetaJ:>ist 

research programme. Further research eff ort will have to be 

directed towards clari!ying their theoretical basia. 

It .is acknowledged that the broad coverage compressed 

in a few pc;g <:::s may do inj u:;tice to the richness of monetarist 
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thought. But a complete characterization is not intended. It 

must be stressed that this survey 1 s selective. '!he de. tails 

must be filled in with the aid of further re!ez·ences provided. 

Monetarists are not regimented to an identical outlook, 

but have freedom to emphasize cspects according to their own 

predilections within a broad framework. An int.ere ,:~ting study 

could be tnade of the different shades . of monetariSlJl. Especially, 

as "Yl e are conceraed \dt.h monetarism. as a paradig;n untier atress 

of char.go , the differentiation of monetarist tl!ought could be 

tied in with int~ernal shifts within the paradigm. For instance, 

the ratio nal expectat ions approach is a response to ct•:.ticism, 

and consti tut e!3 u different angle of approach. '.l'his, hOi'lever, 

will fo lm the subject of a contemplated monograph. 

'l'he f'irs t chapter opens with a di scussion of t.he seruinal 

. essay on the quo.ntity theory of money ·by 1\'lilton f"riedmall. This 

work h lid the foundations f or the new mone'tial'iSIIl as dist .i.uct 

from t he old quantity theory tradit.ion. Ihe common co:r·t; of 

propositions accepted by monetarists, as enuncia.ted by Karl 

Brunner, are presented. 'rhese are in the form of maintained 

hypot}Je s es , and there is occasion later in the chapter to 

quest:ton them. 'l'he crucial issue o1' the transmission 

ttech:mism is f ocussed on, within the context of agg.regative 

ntonet ar i st Iaodels. 

Th e tH.J.llt chap t er moves ou to focus on detail in the 

ruottctary s ector: t he demand and supply of money. The main 

i s sue f or the c1 em.and for money is its empirical stability. 

The supply of mou~y is postulated in llionetarist literat.ure 



as an independent variable in the quantity equation. Further, 

monetarists assert that it is the supply side of money which 

has been the source of frequent destabilizing impulses. Money 

supply functions which seek to embody these propositions are 

discussed. 

The third chapter dwells on the problem of inflation. 

An important elenent of models explaining inflation is the 

Phillips Curve which purportedly enables a division of a 

monetary impulse into a price change and an output change. A 

stable Phillips curve provides the rationale for stabilization . 
policy. Friedman's exposition of the (adaptive} expectations 

augmented Phillips Curve denies any exploitable long run trade

off between inflation and unemployment. The rational expect

ations hypothesis when introduced into the mon~tarist model 

denies even a short-run trade-off between inflation and unemploy

ment. There is the problea of explaining stagflation. There 

is also the problem of tracing the transmission of the monetary 

impulse to the price level. Some of the monetarist models 

discussed throw light on these issues. 

The chapter on rational expectations discusses a major 

new development in monetary macrodynamic models. The rationale 

for the separate discussion is that it matters very much how 

expectations on the part of economic agents are assumed to be 

formed. They must be consistent with individual optimizing 

behaviour. The rational expectations hypothesis incorporates 

the insight of information theory and employs consistently the 
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idea of 'equilibrium' macro-dynamic models. Equilibrium 

implies that (a) markets clear (b) agents act in their own 

self-interest. The notion of equilibrium is that of an economy 

following a multivariate stochastic process satisfying condi

tions (a) and (b) at each point in time. The implications of 

the rational expectations hypothesis for the neutrality of 

money, transmission mechanism, stabilization policy are 

discussed. 

The chapter on monetary policy pulls together in a 

general way the results on stabilization policy discussed in 

the earlier chapters. Friedman's SWMting up has been the most 

influential general statement of monetarist policy recommend

ations. Also discussed are empirical attempts to determine 

the effectiveness of alterna'i:~i've policy prescriptions. 'i'he 

procedures employed raise several methodological considerations. 

'fhe concluding chapter considers methodological issuHs 

of a general nat.ure that should be taken account of whilst 

evaluat.ing the monetarist programme. A summing-up closes t.he 

present discussion of the monetarist paradigm. 


