
 

 

 

1. The total wealth to be held in various forms: Friedman considers five different forms in which wealth can 

be held, namely, money (M), bonds (B), equities (E), physical non-human goods (G) and human capital (H). In a 

broad sense, total wealth consists of all types of “income”. By “income” Friedman means “aggregate nominal 

permanent income” which is the average expected yield from wealth during its life time. 

2.  The price or return from these various assets: Accordingly the cost of holding various assets except 

human capital can be measured by the rate of interest on various assets and the expected change in their prices. 

Friedman believes that each form of wealth has its own characteristics and a different yield or return. In a broad sense 

money includes currency, demand deposits and time deposits which yield interest. Money also yields real return in 

the form of convenience, security etc., to the holder which is measured in terms of price (P). When the price level falls, 

the rate of return on money is positive because the value of money increases. When the price level rises, the value of 

money falls and the rate of return is negative. Thus P is an important variable in the demand function of Friedman 

3.  Tastes and preferences of the asset holders: Friedman believes that there are certain variables like the 

tastes and preferences of the wealth holders which also affect the demand functions. 

 



 

 

Conclusion: 

 

 


