
CHAPTER VII 

CONCLUSIONS 

The results of this investigation seem to indicate that the 

rate of inflation affects the demand for money. This is achieved 

via the interest rate variable. The interest rate variable is influ­

enced by the rate of inflation in two ways. The first has to do with 

the relevant time period during which people decide for how long to 

invest their funds. The findings of this study would indicate that 

during inflationary periods the short term interest rate as repre­

sented by the yield on 3-month Treasury Bills is in fact a better 

explanatory variable than is the longer term rate as represented by 

the average yield on Aaa corporate bonds. People wish to maintain 

their assets in a form that is quickly convertible into hedges against 

inflation. This is reflected as a form of liquidity preference. They 

wish to remain more liquid in inflationary periods which are accom­

panied by uncertainty in order to protect the real value of their 

assets. If the rate of inflation increases while they are holding 

longer term assets at a given rate they may suffer a capital loss. 

There is a definite preference for shorter term assets. This is an 

important consideration for future research in the monetary area 

because even if inflation is assumed away with some type of deflator 

the effects on the interest elasticity are still present. The second 
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effect has to do with the interest elasticities. This study leads to 

the conclusion that the interest elasticity for the short term rate 

variable increases during an inflationary period. Declining interest 

elasticity of the longer term rate, implying the decline of that 

variable as an important determinant of the demand for money, which 

had been hypothesized was indeterminent. 

The demand for money function appears to be stable over time, 

even in an inflationary period. This agrees with the findings of 

previous studies reported in Chapter III. It should be noted again 

that the other studies had not specifically investigated the effects 

of inflation on the demand for money. 

The findings of this investigation pose interesting questions 

for future research such as: when selecting appropriate variables in 

future liquidity functions, which is more likely to perform as a 

better explanatory variable, a long or a short term rate; are there 

limits to the rate of inflation which determine the more appropriate 

interest rates; are the changes in the elasticities with respect to 

the rate of inflation predictable? 

These questions remain to be answered. Future monetary 

research will need to treat the rate of inflation as an important 

variable, rather than as a minor irritant for which a simple correc­

tion will suffice. 
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