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ABSTRACT: This research is intended to know: (1) How much the influence of fixed income, non-fixed income and legacy on
the demand for holding cash money, both directly and indirectly through financial investment and consumption of durable
goods; (2) How much the influence of financial investment on the demand for holding cash money, both directly and indirectly
through consumption of durable goods. The unit of analysis are the head of household who have job and income and live in the
city of Makassar. The method of analysis employed is the estimation method of simultaneous equation. The research findings
indicate that microeconomic aspects (fixed income and non-fixed income) have a positive effect on the demand for holding
cash money. Meanwhile, another microeconomic aspect, i.e. legacy, does not affect the demand for holding cash money.
However, overall, the classical theory of money demand, has proven in this research.
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1. INTRODUCTION

The theory of money demand from monetarist and keynesian,
in macroeconomic analysis, has agreed that money demand
will always equal to money supply. It makes the central bank,
in increasing the supply of money, just look at the
macroeconomic variables that affect the demand for money.
In other words, to maintain economic stability, the central
bank will always assume that the demand for money will be
equal to the supply of money (equilibrium) in the long run.
The same thing also happened in Indonesia. Where, the
central bank has always considered that the demand for
money is only affected by the macroeconomic variables. But,
is it true? Money demand will always equal to money supply?
How about the microeconomic aspect of money demand [1-
6]?

In fact, if we look at the classical theory of money demand,
microeconomic aspects always been the main focus [7]. The
main factor that determine the demand for money in the
classical theory is income variable [8,9]. In addition,
saving/consumption behavior also has an impact on the
demand for money [10,11]. Thus, the missing link between
macroeconomy and microeconomy can be traced. Here, the
classical theory questioned the monetary policy in
determining the supply of money which is known not enough
to represent money demand which are actually. Therefore, the
monetarist doctrine related to the neutrality of money (money
supply equal to money demand in the long run) must be
questioned. It also has the support from Keynes, especially
related to his criticism of the say's law which states that
supply will always creates its own demand.

The central bank policy that only focus on macroeconomic
aspects of money demand (such as the level of GDP and
interest rate), can cause a disequilibrium (over money supply)
in financial market. It is also cause inflation. Therefore, this
research will focus to analyze the microfoundation of money
demand which can be useful as an input for the monetary
authorities, particularly related to its role in controlling the
money supply.

MATERIAL AND METHODS

The data used in this research is primary data obtained from
289 respondents (head of household who have a job and
income) in Makassar City, Indonesia. Meanwhile, the
Simultaneous Equation Model (SEM) in this research can be
seen in Figure 1 and the following functional equation:

Y1 =0 + Xy + Xy + 03Xz + g 1)
\C: =B+ BrY1 + BoXy + BaXo + BaXs + 1o )
Y3 =0+ YY1+ 7Y +yaXy + yaXy + ys X3+ g 3

Where, Y3 is demand for holding cash money (the average
cash per month in the last three months), measured in rupiah;
Y, is consumption of durable goods (the average
consumption of durable goods per year in the last five years),
measured in rupiah; Y is financial investment (the total value
of savings, bank deposits, the purchase of shares or securities
and insurance in the last five years), measured in rupiah; X; is
fixed income (per month), measured in rupiah; X, is non-
fixed income (per month), measured in rupiah; Xs is legacy
(all treasures controlled or determined by the heir to the
respondent), measured in rupiah; o, By and y, are constants;
0, ... Op, PB1 ... Pn and y; ... y, are each as parameters to be
estimated; py, pp and pg are random error terms.
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Figure 1. Conceptual Framework

The reduced form based on Equation 1-3 can be presented in
the following equation:

Y1 =0p + Xy + Xy + 0gXz + g (4)
Y, = Qo+ Q1 X; + QX5 + QX3+ pgp (5)
Y3 =Ao + M Xy + AoX5 + A3X5 + Uios (6)
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Where, og, Qo (Bo+ aoBy) and Ao (yo + agys + Boy2 + agB1y2) Directions of | Regression Coefficients | t-Statistic |Prob.
are constants; oy, ... O, € ... Q, and A; ... A, are the total Effect
effects of variable Xi,...,X, to variable Yi,...,Y,; p (M2 + X3=>Y, 0.093 1.942 0.052
H1B1) and pigs (M3 + Hayr + Hayz + HaPiy2) are composites Y1=>Y; 0.148* 3.032 0.002
random error. The reduced form also can be presented in Yp=>Ys 0.034 1.325 0.185
Tabel 1. X, =>Y, 0.431* 6.801 0.000
X, =>Y, 0.144* 3.484 0.000
Table 1. Coefficient Symbols of the Direct, Indirect and Total Effect | X3 => Y3 _ -0.004 -0.171 0.864
Directions of Coefficient Symbols R)Z\S('gn'gcs?giat a = 5%
Irections o =0. )
No. Effect Direct | Indirect | Total Effect RZYi - 0.115-
Effect | Effect R2Y, = 0.324;
togyt N =289
1 a) X1 Y3 (M) Y3 L
Bovo* auPrve | Source: Appendix
Through Y, O1Y1
Through Y, Boy2
Through Y1 & Yz (IJ_BJ_'YZ 0181*
b) X1 9 Y1 o1 (021
) X1 2 Y5 () B2 BotaBs | || | e \ !-1!------]
Through Y, 0181 Fired Financial !
. 10.148%  (0.144*  [0431%
2 a) X, 2> Yz (M Yatogyp + . Investment
) X 2 () v Bayz + aoP1y2 Income (X1) (Y1) | Y ¥
Thl’OUgh Yl ay: | e ey 1-----' .
Through Y, Bavs U e s 0.128 DemandforHolt_img
Through Y; & Y, wP1y2 = I.\on fmfi """"""" | Cash Money (Y3)
ncom e (Al " |
b) X, > Y, P o 3] Consum ption F@'ﬁ i
C) X2 Y5 () Ba Bs+ apBs 0.118% 0 DFDUHE:IE i
Through Y, 081 : Legacy (X3) Goods (Y1) i
S0 2T I A S —————— )
3 |a)Xs> Y3 (h Vo T 0 0004
)% ¥ () * Bava*+ oaPiv2 | %) significant at o = 5%
Through Y, 03y Figure 2. Framework of the Estimate Results
Through Y, Bayz
Through ¥, & Y, ogb1vz Meanwhile, the direct, indirect, and total effect of all
b) ;((3;) :((1 i s exogenous Vvariable in this research, can be seen in Table 3.
'Cl')h 2 H Y2 (€s) Ba Bat o5y Starting from the analysis of fixed income, the direct effect of
7 :fug Y L 0Py 5 fixed income on the demand for holding cash money shows a
L S o = Pt positive and significant relationship. This means that an
Through Y, B1y2 ' L . A .
b)Y, > Y, B B, increase in fixed income will increase the demand for holding

Source: Equation 1-6

2. RESULTS AND DISCUSSION

The estimate results of this research can be seen in Table 2
and Figure 2. The R square value of the demand for holding
cash money (R?Y3) which is still low, indicates that there are
still some variables other than income variable and
saving/consumption behavior which affect the demand for
money. To that end, the following researchers could try to
analyze other factors such as demography factor in analyzing
the demand for money. Nevertheless, this research is still
very useful to analyze the role of income variable and
saving/consumption behavior on the demand for money
which still very rare.

Table 2. The Estimate Results

Directions of | Regression Coefficients | t-Statistic |Prob.
Effect
X1=>Y; 0.642* 10.013 0.000
X, =>Y; 0.181* 3.692 0.000
X3=>Y; 0.118* 4.901 0.000
Y,i=>Y, 0.128 1.143 0.253
X1=>Y, 0.581* 4.096 0.000
X,=>Y, 0.067 0.700 0.484

cash money, vice versa. These results are consistent with the
the classical theory (hypothesis) which states that
microeconomic aspect such as fixed income have a positive
effect on the demand for money. It is also confirmed the
keynesian theory of money demand, especially related by the
transaction and precautionary motive [8,9,12-14].

Table 3. Regression Coefficients of the Direct, Indirect and Total

Effect

. ] Regression Coefficients
Directions of - -
No. Effect Direct | Indirect | Total Effect

Effect Effect

1 a) X; 2 Y3 0.431* 0.548
Through Y, 0.095*
Through Y, 0.019
Through Y; & Y, 0.003

b) X;2Y, 0.642* 0.642*

) X122V, 0.581* 0.663
Through Y, 0.082

2 |a)X,> Y, 0.144* 0.174
Through Y, 0.027*
Through Y, 0.002
ThroughY; & Y, 0.001

b) X, > Y, 0.181* 0.181*

) X2 Y, 0.067 0.090
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L Regression Coefficients
Directions of . .
No. Effect Direct | Indirect | Total Effect
Effect Effect
Through Y, 0.023
3 a) Xz 2> Y, -0.004 0.017
Through Y, 0.017*
Through Y, 0.003
Through Y; & Y, 0.001
b) X2 Y, 0.118* 0.118*
C) X332 Y, 0.093 0.108
Through Y, 0.015
4 [a)Y.> Y, 0.148* 0.152
Through Y, 0.004
b)Y, Y, 0.128 0.128
*) Significant at a = 5%

Source: Appendix

The direct effect of fixed income on the financial investment
shows a positive and significant relationship. This means that
an increase in fixed income will increase financial
investment, vice versa. These results are consistent with the
view (hypothesis) which states that an increase in individual
income will cause the individual tend to save the money
[2,8,9,12-14].

The direct effect of fixed income on the consumption of
durable goods shows a positive and significant relationship.
This means that an increase in fixed income will increase
consumption of durable goods, vice versa. These results are
consistent with the view (hypothesis) which states that an
increase in individual income will cause the individual also
tend to spend the money [2,8,9,12-14].

Meanwhile, the direct effect of non-fixed income on the
demand for holding cash money shows a positive and
significant relationship. This means that an increase in non-
fixed income will increase the demand for holding cash
money, vice versa. These results are consistent with the
classical theory (hypothesis) which states that microeconomic
aspect such as non-fixed income have a positive effect on the
demand for money. It is also confirmed the Keynesian theory
of money demand, especially related by the transaction and
precautionary motive [8,9,12-14].

The direct effect of non-fixed income on the financial
investment shows a positive and significant relationship. This
means that an increase in non-fixed income will increase
financial investment, vice versa. These results are consistent
with the view (hypothesis) which states that an increase in
individual income will cause the individual tend to save the
money [2,8,9,12-14].

The direct effect of non-fixed income on the consumption of
durable goods shows an insignificant relationship. This
means that a change in non-fixed income will not affect the
consumption of durable goods. These results are not
consistent with the view (hypothesis) which states that an
increase in individual income such as non-fixed income will
cause the individual tend to spend the money [2,8,9,12-14].
This indicates that respondents in this research are very
realistic and will not speculate in consuming the durable
goods. Non-fixed income will mostly be used only for saving.
Furthermore, the direct effect of legacy on the demand for
holding cash money shows an insignificant relationship. This
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means that a change in legacy will not affect the demand for
holding cash money. These results are not consistent with the
classical theory (hypothesis) which states that microeconomic
aspect such as legacy have a positive effect on the demand
for money [8,9,12-14]. This indicates that respondents in this
research using their legacy only for a long-term purposes,
such as saving their money in the bank.

The direct effect of legacy on the financial investment shows
a positive and significant relationship. This means that an
increase in legacy will increase financial investment, vice
versa. These results are consistent with the view (hypothesis)
which states that an increase in individual income (legacy)
will cause the individual tend to save the money [2,8,9,12-
14].

The direct effect of legacy on the consumption of durable
goods shows an insignificant relationship. This means that a
change in legacy will not affect the consumption of durable
goods. These results are not consistent with the view
(hypothesis) which states that an increase in individual
income such as legacy will cause the individual also tend to
spend the money [2,8,9,12-14].

Switch to the effect of intervening endogenous variables i.e.
financial investment, the direct effect of financial investment
on the demand for holding cash money shows a positive and
significant relationship. This means that an increase in
financial investment will increase the demand for holding
cash money, vice versa. These results are not consistent with
the view (hypothesis) which states that financial investment
and the demand for money have a negative relationship
[10,11,15,16]. This indicates that respondents in this research
have a lot of savings (came from fixed-income, non-fixed
income and legacy) so that the demand for money which will
be used for transaction and precautionary remains high.

The direct effect of financial investment on the consumption
of durable goods shows an insignificant relationship. This
means that a change in financial investment will not affect the
consumption of durable goods. These results are not
consistent with the view (hypothesis) which states that an
increase in financial investment will cause the individual tend
to reduce their consumption [10,11,15,16]. This indicates that
respondents in this research using their savings only for a
short-term purposes.

Meanwhile, the direct effect of consumption of durable goods
on the demand for holding cash money shows an insignificant
relationship. This means that a chnage in consumption of
durable goods will not affect the demand for holding cash
money. These results are not consistent with the view
(hypothesis) which states that consumption of durable goods
and the demand for money have a positive relationship
[10,11,15,16].

4. CONCLUSION

The conclusion of the research as follows:

e The classical theory which states that microeconomic
aspect (such as fixed income and non-fixed income) can
affect the demand for money, has proven. It is also
confirmed the keynesian theory of money demand,
especially related by the transaction and precautionary
motive.
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Respondents in this research are very realistic and will not
speculate in consuming the durable goods. Non-fixed
income will mostly be used only for saving.

Another microeconomic aspect i.e. legacy, will not affect
the demand for money. This indicates that respondents in
this research using their legacy only for a long-term
purposes, such as saving their money in the bank.
Respondents in this research have a lot of savings (came
from fixed-income, non-fixed income and legacy) so that
the demand for money which will be used for transaction
and precautionary remains high.

Respondents in this research using their savings only for a
short-term purposes.

There are still some variables other than income variable
and saving/consumption behavior which affect the demand
for money. Nevertheless, this research is still very useful to
analyze the role of income variable and
saving/consumption behavior on the demand for money
which still very rare.

The central bank, in increasing the money supply, should
consider the microeconomic aspects of the demand for
money. This is to prevent excess money supply which can
cause inflation.

Following researchers could try to analyze other factors
such as demography factor in analyzing the demand for
money.

5. REFERENCES

[1]

[2]

[3]

[4]

[5]

[6]

[7]

[8]

[9]

Baumol, W., “The Transaction Demand for Cash: An
Inventory Theoretic Approach”, Quartery Journal of
Economics 66, November, 545-56 (1952).

Tobin, J., “The Interest Elasticity of Transactions
Demand for Cash”, Review of Eonomics and Statistics
38, August, 241-7 (1956).

Mizen, P. D., “Microfoundations for a Stable Demand
for Money”, Economic Journal, Vol. 107 No. 443,
July, pages 1202-12 (1997).

Shi, Shouyong, “Viewpoint: A Microfoundation of
Monetary  Economics”, Canadian Journal of
Economics/Revue canadienne d’Economique, Vol. 39,
No. 3 August/ao™ut 2006, Canadian Economics
Association (2006).

Carrassal, C. M., and von Landesberger, “Explaining
the Demand for Money by Non Financial Corporations
In The Euro Area: A Macro and a Micro View”, The
Working Paper ISSN: 1579-8666 (on line)
Documentos de Trabajo. No 1033 (2010).

Seitz, Franz and Von Landesberger, J., “Household
Money Holdings in the Euro Area: An Explorative
Investigation”, Journal of Banking and Financial
Economics 2(2) 2014, 83-115 (2014).

Mises, M. Von, “The Theory of Money and Credit”,
3rd English edn, Indianapolis: Liberty Classics
(1921).

Dunbar, Georey, “Demographics and the Demand for
Currency”, Canadian Journal of Economics, Vol 46
(3), 811-835 (2014).

Tin J., “Bequest Motives and Household Money
Demand”, Journal of Economics and Finance, July

ISSN 1013-5316;CODEN: SINTE 8

[10]

[11]

[12]

[13]

[14]

[15]

[16]

Sci.Int.(Lahore),29(1),223-227, 2017
2010; vol 34,no. 3, ProQuest Health Management pg.
269 (2010).

Friedman, M., “The Quantity Theory of Money: A
Restatement”, In Studies in the Quantity of Theory
Money, ed. M Friedman, Chicago: University of
Chicago Press (1956).

Anderson, R E., “The Individual's Transaction
Demand for Money”, Journal of Monetary Economics
2.2 (Apr 1976): 237-256 (1976).

Keynes, J. M., “The General Theory of Employment,
Interest and Money”, London: Macmillan (1936).
Sousa, “International Transmission of Shocks, Money
Illusion and the Velocity of Money”, Discussion
Paper No. 2011-49 | November 25 (2011).

Gupta K. L., ”On Some Determinants of Rural and
Household Saving Behavior”, Economic Record,
December, 1970, p.578-583 (1970).

Fisher, 1., “The Purchasing Power of Money”, New
York: Macmillan (1911).

Ragot, Xavier, “The Case for a Financial Approach to
Money Demand”, Banque de France and Paris School
of Economics, NBER Working Paper 14768 (2010).

APPENDIX

AMOS Results

Estimates (Group number 1 - Default model)
Scalar Estimates (Group number 1 - Default model)
Maximum Likelihood Estimates

Reg

yl
yl
yl
yl
y2
y2
y2
y2
y2
y3
y3
y3
y3
y3
y3

ression Weights: (Group number 1 - Default model)
Estimate  S.E. C.R. P Label
<--- x1 .642 .064 10.013 ** par_l
<--- X2 181 .049 3.692 *FAx - par_2
<--- X3 118 .024 4.901 **xk o par_3
<--- el 560 .023 24000 ***  par_7
<-- yl 128 112 1.143 253 par_4
<--- x1 581 142 4.096 **k - par_6
< 2 1.067 .044 24000 *** par_8
<--- X2 .067  .095 .700 .484 par_10
<--- X3 .093 .048 1942 052 par_11
< Y2 034 026 1325 .185 par5
<--- e3 463 .019  24.000 **xk o par_9
< x1 431 063  6.801  *** par_12
<--- X2 44 041 3.484 *** par_13
<--- X3 -.004 .021 -171 .864 par_14
<yl 148 049 3032 .002 par_15

Standardized Regression Weights: (Group number 1 -
Default model)

yl
yl
yl
yl
y2
y2
y2
y2

Estimate
<--- x1 485
<--- X2 179
<--- X3 237
<--- el .822
<yl 077
<--- x1 264
<--- e2 941
<--- X2 .040
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Estimate Standardized Total Effects (Group number 1 - Default

y2 <-- X3 112 model)

y3 <-- y2 .068 X3 X2 x1 yl y2

y3 <-- €3 822 yl 237 179 485 .000 .000

y3 <--- x1 394 y2 130 .053 .301 .077 .000

y3 <-- X2 173 y3 .043 209 501 .184 .068

y3 <--- X3 -.009

y3 <-- yl 179 Direct Effects (Group number 1 - Default model)

Variances: (Group number 1 - Default model)

Estimate
el 2.000
e2 2.000
e3 2.000
x1 .529
X2 910
x3 3.763

S.E.

.044
.076
314

CR.

12.000
12.000
12.000

P

*kx
*kk

*kx

Label

par_16
par_17
par_18

Squared Multiple Correlations: (Group number 1 -

Default model)

Estimate
yl 324
y2 115
y3 .324

Matrices (Group number 1 - Default model)

x3
yl 118
y2 .093
y3  -.004

X2
181
.067
144

x1
.642
.581
431

yl
.000
128
.148

y2
.000
.000
.034

Standardized Direct Effects (Group number 1 - Default

model)

x3
yl 237
y2 112
y3  -.009

Indirect Effects (Group number 1 - Default model)

x3
yl .000
y2 .015
y3 .021

Factor Score Weights (Group number 1 - Default model)
Total Effects (Group number 1 - Default model)

X3 X2
yl 118 .181
y2 .108 .090
y3 .018 .174
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X
.64

1
2

.664

.54

9

yly2
.000  .000
128 .000
153 .034

X2
179
.040
173

X2

.000
.023
.030

x1
485
.264
.394

x1

.000
.082
118

yl
.000
077
179

yl
.000
.000
.004

y2
.000
.000
.068

y2
.000
.000
.000

Standardized Indirect Effects (Group number 1 - Default

model)
x3
yl  .000
y2 018
y3 .051

X2

.000
.014
.036
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x1

.000
.037
107

yl
.000
.000
.005

y2
.000
.000
.000
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