Marshall's Cash BaﬁameEquation

From the above statement, it is clear thatﬁf{he;
total demand for money is a functlon of the annual
income and the size of assets ‘and the demand

function for money, accordmg to Marshaii can be
expressed as ol |

M=KY +K'A |
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Substituting for Y in equation (i), the Marshallian.

equation can be stated as
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\p here does not 'stand for the price ley b
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/ The total stock of money, however, is no helg

strictly in the form of legal tender. A part of mey,
is held in the form of cash and the remaining part j;
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" held in the form of bank deposits. In its enlargeq

form, Pigou restated the Cambridge equation a5 )
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IfK =0.10, O = 10000 units and M = Rs.8000, then |

average price of a unit of output is

_ M 8000
KO 010x10000
—M:RS.S
1000

The Marshallian approach emphasises that the
shift in the magnitude of K may significantly
inﬂpence the price level even though the supply of
money remains constant. Suppose K rises from 0.10
to 0.15, price per unit of output will decline as

B M _ 8000 _ 8000
KO  015x10000 1500
16
= ? =Rs. 5.33
If K falls from 0.10 10 ¢ g then P will rise ag
M 8000 _ 8000

P=——= _8000
KO 008x10000 ~ ggg = Rs10

Thus, it is K and not M which
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significance in this equation, f profound

Pigg}_lE_g_‘?Sh Balance Equation

‘he Marshallian cash balanceg

"appr
- further developed by A.C. Pigo Proach wag

_where ¢ is the prgggr;ﬂ)n of cash which is held by

the people in the form of legal tenders so that (1)
is the proportion of cash held in the form of bank
deposits and 4 is the proportion of legal tenders 1
deposits held by the banks.

{ Ifin the above equation K,R, ¢ and 4 are taken
as constant, Pigou’s equation gives a rectangular
hyperbola or a uniform unitary elastic demand

Junction for money so that the halving of the

purchasing power of money leads to the doubling
of the demand for money and vice-versa. A product
of P and M remains throughout constant. The uniform

unitary elastic demang function for money has been
shown through Fig. 1,
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|/ Pigou’s equation explains the reason why money
| has any value at all and why do people decide to
 hold Jarger Of smaller proportions of their income in

 cince the value of money declines, people want to
' 10ld a smaller proportion of their income in the form
- of cash. During the period of depression, since the
" yvalue of money increases under such circumstances

' the magnitude of K registers an increase.

. But Keynes was not satisfied with Pigou’s
: equation. R in Pigou’s equation is, no doubt, of
pereat significance, yet Keynes believed that this
;Lgmf'fcance was greatly diminished when the total
4 anzoslitst(demand deposits + saving or time deposits)
- \:vnerely the income deposits (demand
Bointed Omer& takep into account. Moreover, Keynes
- Value Ofmgneat. Pigou evaded the equation of the
e of 5 g1 ﬁ’ In genera! by measuring R and K In
; gle commodity like wheat.
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the iipcrsse?ts the amount of cash in circulation;

ollection 0(; a consumption unit (constituted by
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nter into consumption of the
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and k”is the amount of consumption units that th,
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and r is the cash reserve ratio of the banks s

.\/I"Tlc m'agnitudc of r depends upon the reserve
pmcuce‘s followed by the banking system and the
proportion between & and k’ depends upon the
banking arrangements and habits of the people. If
the magnitudes of r, k and £’ remain constant, n
and prise and fal together in the same proporti:)n.
Keynes also contended that cyclical variations could
not be due to c\ha/nges in n or r but to the changes
in k and £".

‘.Ifeynes’ real balance equation suffers from
certain defects, Actually Keynes himself recognized

s defocts and made a mention of them in his
Treatise. The major defects are given below :

\~(#) The variable p has been used in a very
restricted sense. It does not measure the general
purchasing power of money but refers to the price
level of consumption units alone.

\(ﬁ) The equation relates only to the consumption
goods and fails to take into account industrial and
financial transactions.

\ifi) Since the variable p measures only the price

level of consumption units, it suggests that the
ply to procure consumption

in fact, is held for “a vast
and personal purposes.”

goods. But the money,
multiplicity of business
| balance equation makes a
conception to the cash-deposits
ppropriate only to the income

@) Keynes’ rea
misapplication of the
as a whole which was a

deposits.

\(v) Keynes also rec
relationship between 7 a
the short period when & K
as a result of variations 10 .
disproportionately to the change 1n

b !
the volatile behaviour of k k and r. .
hese deﬁciencies in the real balance

S abandoned this approach 10
her in his General Theory.
ome-expenditure approach
iate explanation for the

ognized that the proportional
nd pis invalid particularly in

rand r might undergo change
. Actually p may change
n depending upon

In view of t



relationship between the quantity of money and the
price level.

Robertson's Cash Balance Equation

} . < .

\ Another noted advocate of the Cambridge
approach is D. H. Robertson. He gave the following
cash balance equation : )

M = KTP . (vii)
or P = —M-- |
KT

“ where P is the price level : M is the supply of
money ; and T is the amount of goods and services
which is to be purchased during a year i.e., it is the
volume of annual transactions. K is the fraction of
T over which people want to hold command in the
form of cash balances. .~

-_~The Robertsonian cash balance equation .is
sometimes considered as better than the equations
given by other Cambridge writers primarily because
of its easy and straight comparability with that of
Fisherine approach. Fisher’s transactions equation

MV

= —— and Robertson’s equation, P = XT involve

the same variables, if we consider V as the reciprocal
of K ie., 1/K = V. Just as Fisher postulates a direct
and proportional relationship between M and P on
the assumption of the constancy of V and T, similarly
Robertson’s equation too explains a direct and
proportional relation between M and P, if T and K
are supposed as constant. The main difference
between the two approaches is that Fisher’s approach
attaches importance to the spending of money, while
Robertsonian approach gives importance, to the

holding (or non-spending) of money. .
" Scannea witn camsScan



