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A RE-EXAMINATION OF MONETARISM AND’
THE QUANTITY THEORY OF MONEY

< Summary >

Fumio Isaka

Recently, numerous authors have studied the over time effects of
fiscal and monetary policy, explicitly introducing the government budget
restraint into their models. Especially, it is an interesting subject to in-
vestigate the crowding out effect in the long run, to which Friedman
adheres strongly, with the aid of these models. However, since none of
the authors have paid any attention to Friedman’s theoretical framework
nor premise, we find some one-sidedness in their analysis to serve as the
re-examination of Friedman’s assertion.

The purpose of this paper is to construct a Keynesian macroecono-
mic model satisfying the condition which Friedman seems to presuppose
to hold, and to re-examine the validity of monetarists’ assertions and the
quantity theory of money.

Our major conclusions under “Friedman’s premise” are as follows.
1) Some monetarists’ assertions do hold, and addition of certain condi-

tions will assure that most of them hold.

2) However, the quantity theory of money cannot be established.



