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Lonclusion

o From the aggregate and disaggregate wmpirical
ecgnometric_analyses that we have carried out in chapters ¢
IV and V based on the theoretical models of bisiness |, -
demsnd for money discussed in chapter 211, we can conclude.

the following:
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(i} With regard to tre question that we raised in
chapter I as to whether there exists a stable business
demand function for money and if so what are the Key
vcriables ﬂhat appear in this, our answer is in the
affirmative and the key variables that appear in it are
(i) the current income (ii) the cyclical changes in the
rate of utilization of assets, capival intensity and the
internal rate of return; all. of which can be effectivaly
measured by the proxy veriable wealth-income ratio {(Ww/Y)
‘(1ii) tha rate of interest on the éoney substitutes
nameiy Government éécurities. | ]

(ii) With resord to the question yhether thurc exists ¢
egconoaies of scule in holding money, the émpircal findings
‘ both at the aggrepabe‘and disag:regate levels show that
there exists sipnificant eccnomies of sc¢ale in holding
money balances even though at the industry level dis~
aprregation a few industires did not show it, The inccme

elasticity ¢f denand for moncy four a majority of industries
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and sectors av the disaggregate level and for all five .
types of uggregages ot the agpgregate level ccomes out
1o be'less than unity.

(iii) Empirically‘the nost appropricte way of defining
money would be in teérms of a orokder definition namely -
cash balances plus demand deposits plus tinie Geposits
with the commercinl -panks., lnvariably for all the.mbdels'
the broa.er definition of monQy’giveé a begter predictive
performance (E2) and a more stable demand functiqn,

(iv) The excellent performance of the modified
HMeltzer model in predicting the business demand for \
mone; both at the aggregate and disaggregate levels, shows
the strong micro-economic foundstions of the deltzers'
model in general.

Av) vontrary to ¢iilton trricdmans' contention that
the rate of interest 1s an unimpertent vericble in
aflecting the dencnd for‘*mouey, we find our empirical
findings emphazize that it 1s one of the most igucrtant
variables ﬁhich influance the 5usiness.dcmand for money
considerubly which is showﬁ by the nigher elasticitf it

has (more than-1.5).

{vi) The eff:ct of cyclical changes in such

viriables as, the capital intensity, rate of utilization

of assets and the internal rate of return on the husiness
demand feor norey has been aptly measured by our proxy

veriable wealth-income ratio (W/Y).
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(vii) Qur empirical study furthar points cut that.
size and puttern or ownership (whether public limited

\
or private-linited or Governmunt owned) wo not iulluence

the money demand function in zuny gquaiifative way. Unly

the estimated ela:sticity paraemeters differ siightly thst’

too not. stetisticelly significant,

K} -



