Where Has All the Money Gone?:
Reevaluation of the Quantity Theory of
Money
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This paper focuses on the roles played by money in the economy
as well as in economics. The Quantity Theory of Money has been
one of the basic tenets of economics since the 16th century. In it
was embedded the concept of the neutrality of money which implied
the classical dichotomy. Despite a temporary setback during the 1930s
through the 1960s when Keynesian economics was the orthodoxy, it was
resuscitated as Monetarism in the 1970s and 1980s by M. Friedman and
his associates and became the organizing principles of the new classical
macroeconomics. Ironically, however, in the realm of monetary policy,
monetary targetry was completely abandoned and central banks now
control short-term interest rates. In a sense money has disappeared from
macroeconomics and monetary policy. However, the Global Financial
Crisis has made abanduntly clear that financial (nominal) variables can
wreak havoc on the real economy.
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