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How To Slmphfy The Theory of Money
2 Chao Ching-hsi
Professor of Economics

-

Attempts to simplify the theory of money are not new. In 1934,
Professor J. R. Hicks made a speech to the Ecconomic Club in London
which dealt with the theory of money. He suggested that money has
marginal utility. Wicksell and Von Mises both had tried this explanatlon,
but finally abandoned it.

Actually marginal utility is nothing but the principle of choice. It
is employed ‘to give a maximum satisfaction from limited resources.
Everyone ordinarily distributes his income among different uses in
such a way that the marginal utility of each use is equal to each
other. Only in this way does he get maximum satisfaction from a
limited income.

Money, of course, is an asset, yet it differs from other assets such
as stocks and bonds, for it is the most liquid asset. It has a fixed and
invariable price in terms of the money-of-account, while the value of
other assets is subject to change according to the market rate of
interest. However, in order to maintain a cash balance we sacrifice the
yield which an equivalent in securities would yield The cost of holding
our income in money, than, is the sacrifice of the yield.

Once again the principle of choice enters in. If we have reasons
for wanting to keép more of' our assets in ready cash, we have to sell
other assets to get this cash. This sale immediately brings down the
price of the other assets and consequently, raises the value of the
money. If we are optimistic in our anticipation of profits, especially in
a boom period, we immediately invest cash balances in assets which
earn. This gives rise to inflation and, consequently, a depreciation in
the value of money. ‘

* This analysis of the marginal theory of value can be linked to the
quantity theory of money. ‘It shows that income velocity is simply the
reaction of the public tbﬁvards their cash balance. When the public -
holds- their assets in cash, "income velocity is retarded; otherwise, it
is hastened.




