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Abstract. Stock theory of money demand is a refinement of transmission
channels model in monetary policy. It refers channels not to monetary policy
instruments, but to stocks of main spheres of the economy. Issued by the central
bank and the banking system money can flow into these stocks. Transfusion of
monetary expansion in the appropriate channel creates corresponding
macroeconomic consequences. Art of the central bank is to channel money into
the desired stocks. Stock theory channels basically coincide with those that
identify most scientists. Only expectation channel is not considered in the
model separately, but in relation to other channels. That is appropriate
expectations affect flowing of issued money in each channel. In the model we
consider four main spheres of the economy: consumer spending, investment,
assets and the monetary sphere (including foreign exchange market). Which
are associated respectively with monetary channel, interest rate channel, asset
prices channel and credit channel (exchange channel).

Keywords: stocks and flows, money demand, assets, money functions, interest
rate, expectations, monetary policy transmission channels.

Statement of the problem. The strengthening of global economic ties, the expansion
of international trade in a highly dynamic globalized economic landscape, the intensification
of crisis phenomena in the global economy, and Russian aggression have adversely affected
domestic monetary indicators. The question of how money influences the real sector of the
economy remains crucial in implementing countercyclical measures of financial and
economic regulation aimed at ensuring economic growth.

Analysis of latest research and publications. Keynes identified in his analysis of
money demand both a flow component, dependent on the volume of output, and a stock
component related to speculative demand for assets. His followers, along with representatives
of the monetarist school, further developed the transmission mechanism of monetary policy.
Currently, such researches are being conducted by central banks around the world and
supranational financial institutions. Many Ukrainian scholars are studying monetary
transmission, including Mishchenko V., Alimpiiev Y., Lepushynskyi V., Kasperovych Y.,
Seheda L., and Brychka B. The asset price channel is being explored by foreign researchers
such as Bordo M., Bernanke B., Borio C., and Cecchetti S.

© Yuriy Nykytiuk, Vasyl Bunyak, 2025
Ll cTaTTs MOMIMPIOETHCS HA YMOBAX JHIIEH3i1
Creative Commons Attribution-NonCommercial 4.0 International (CC BY-NC 4.0)




56 Yuriy Nykytiuk, Vasyl Bunyak
ISSN 2078-5860. @OPMYBAHHA PUHKOBOI EKOHOMIKH B YKPAIHI. 2025. Bun. 53

Objective. The aim is to summarize the theoretical foundations of the transmission
mechanism of monetary regulation and its key channels based on the stock theory of money
demand.

Summary of the main research material. In analyzing money demand, it is crucial to
distinguish between the nature of stock and flow indicators. All assets are stocks. Among
assets, money is the most liquid. Liquidity refers to the ability of a particular asset to be
converted into a medium of exchange (which has a flow nature) and, consequently, into goods
and services. An asset is a stock that generates a flow. When examining money;, it is necessary
to consider the stocks into which it is transferred when withdrawn from circulation. These
stocks may include specific goods, luxury items, treasure, gold [1, p. 229], land [1, p. 241],
real estate [2, p. 18], savings, bank deposits, securities, shares [2, p. 18], derivatives [3, p.
528-533], foreign currency, foreign assets, eurocurrencies, and cryptocurrencies.
Expectations regarding the future asset prices and returns are crucial for determining the
associated money flows into these stocks.

As a store of value, money facilitates the operation of asset markets and balances them
with goods and resource markets. When there is an excess of such money, it is not withdrawn
from the corresponding stocks. People tend to be prudent, saving the surplus for future use,
and thus, this excess is transferred into stocks for future purposes [1, p. 237]. Although not
the entire population of a country is prudent, only a relatively small proportion needs to
exhibit this behavior, it is sufficient to regulate the surplus of circulating money in the
economy.

This effect is expressed in the increase in real estate prices (and, to a lesser extent, in the
growth of the stock market). Real estate thus acts as the stock into which money is absorbed
to manage the surplus of the medium of exchange.

Such a circulation self-regulating mechanism is possible when money possesses not
only exchange value but also serves as a store of value. As a store of value, money has value
as an asset. Money acts as a stock in the economy, distributed in some way among economic
agents. Money withdrawn from these stocks over a specific period enters circulation. In other
words, the circulating money represents the difference between the total money stock and
money held as assets.

The sphere of goods circulation involves the use of money exclusively as a medium of
exchange. Consumer and current production expenditures pertain to this domain. In this
sphere money functions solely as flows. When money effectively performs the function of a
medium of exchange, it becomes possible to utilize money as a measure of value—for
valuing assets and, in particular, determining returns on assets.

When money performs well as a measure of value, it facilitates its further use as a store
of value. Money, as a measure of value, must necessarily fulfill the function of a medium of
exchange. Subsequently, money as a store of value often automatically assumes the role of a
measure of value. In fact the function of money as a store of value is crucial for its use in
acquiring scarce, rent-yielding assets.

In the financial sphere, the central bank holds a monopoly on the issuance and control
of the money supply.

The primary channels of monetary transmission—monetary, interest rate, asset price,
and credit channels (alongside the exchange rate channel)—operate within corresponding
spheres of the economy, which are nested within each other. Under given macroeconomic
conditions, each layer requires a certain volume of money stock to function within it. This
constitutes the condition of macroeconomic equilibrium in a monetary economy according
to the stock theory.
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However, money from each such stock can flow into any other, meaning this
equilibrium resembles, to some extent, the balance of payments equilibrium, which
ultimately balances the accounts of current operations, portfolio investments, direct
investments, and reserve assets. This equilibrium has a certain circulating character, as the
flow of money between these spheres can alter equilibrium conditions within them. All
economic transactions, to some degree, influence this balance.

The distribution among stocks depends on the returns they generate, taking into account
associated risks. The assets’ interest rates, depending on the expected future prices of those
assets, reflect the expectations of economic agents. In general, returns may also be negative.
The interest rate also serves as a measure of the marginal efficiency of capital.

Key components of aggregate demand include consumer and investment expenditures.
As a result of these expenditures, corresponding stocks are accumulated, referred to as the
fund of consumption and means of production. The means of production can be further
divided into means for producing consumer goods and means for producing capital goods.
These stocks are subsequently consumed to satisfy needs and amortized during production.

The amount of money required for such circulation depends on the velocity of money
circulation, which by its nature is inversely related to the interest rate.

Consumer expenditures depend on national income. However, it is important to consider
that the portion of the population with sufficiently high income spends a much smaller share
of their income on consumption. For this group, consumer expenditures are not strongly
dependent on national income, as they allocate the larger share of their income to other forms
of stocks.

Investment expenditures, on the other hand, depend on alternative opportunities. From
the supply side, their cost is determined by the interest rate. From the demand side, the
determining factor is the set of potential investment projects, characterized by the marginal
efficiency of capital. If the interest rate exceeds the profitability of an investment project, it
becomes more advantageous to simply lend money (e.g., deposit it in a bank) at the given
interest rate.

In equilibrium, the returns on all assets should converge to the same level.

Consumer and investment expenditures correspond to two layers of the economy. It is
also necessary to consider the adjustment of surplus circulating money by its absorption into
stocks, particularly the real estate market. Given the development of financial markets,
especially the high liquidity of the stock market, shares play a significant role as a stock into
which money can flow.

The next two components of GDP correspond to the subsequent two layers of the
economy. One layer is associated with fiscal policy, while the other relates to monetary policy
(in a certain "pure” sense—excluding impacts on the interest rate and, evidently, excluding
inflation and monetary financing of deficits).

The stock theory of money demand refines the model of monetary policy transmission
channels. In this theory, the channels are not tools of monetary policy but rather the stocks
of the main sectors of the economy. Money issued by the central bank and the banking system
can flow into these stocks. The direction of monetary expansion into a particular channel
generates specific macroeconomic effects. The art of central bank management lies in
channeling money into the appropriate stock.

The identified channels predominantly correspond with those acknowledged by the
majority of scholars. However, the expectations channel is not considered separately in the
stock model but rather in conjunction with other channels. Specifically, expectations
influence how newly created money flows into each channel.
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Four key sectors of the economy are examined: the consumer expenditure sector, the
investment expenditure sector, the asset sector, and the monetary sector (including the foreign
exchange market). These sectors correspond to the monetary, interest rate, asset price, and
credit channels (along with the exchange rate channel).

The circular flow model of goods and resources in the economy illustrates the
interconnection between the real and monetary economy. The monetary economy reflects, in
a certain way, all economic events and phenomena in the real economy, taking into account
the stocks into which money can flow.

An increase in the money supply can lead to rising prices in specific stocks. This may
include increases in real estate prices, asset prices, gold prices, stock indices, and, at the
national level, the depreciation of the country’s currency. Historical data confirm that real
estate and stock prices tend to rise when there is an expectation of continued growth.
However, as soon as restrictive monetary policy begins, price collapses typically follow.

The most important stocks for analyzing Ukraine's economy are associated with the
consumer market, the money market, the real estate market, the asset market, the stock
market, and the foreign exchange market. The flow of money into a particular stock depends
on the choices of economic agents, which are based on comparing expected returns across
different stocks.

By its nature, monetary circulation is the movement of flows. Workers’ labor is a flow
that they put in production, receiving in return a flow of income in the form of wages.
Entreprencurs’ capital is a stock that generates a flow of income for them in the form of
interest. Scarce stocks in the economy provide their owners with rent. By combining factors
of production, an entrepreneur earns a corresponding reward.

Production itself is a long process in which raw materials are transformed through the
application of factors of production, generating income for participants. In this context, the
reduction of a stock can be perceived as income. Financial and various intermediary activities
involve the movement of certain monetary flows between different stocks. Individuals
earning income from such activities extract corresponding flows from them, of which they
then dispose at their discretion.

The movement of monetary flows into a particular stock plays a significant role in
determining its price. This is most evident in stock market pricing through the mechanism of
order matching. During each transaction, a specific monetary amount is involved—its
volume. The trading volume over a certain period reflects the market's activity.

A special type of transaction is the opening of a short position on an asset—selling an
asset that the seller does not own. This action effectively doubles the presence of the asset to
some extent, as in the case of collateral or lending, where the owner retains the funds while
the borrower controls the asset. Similarly, this can occur with the sale of a liability that is
later settled based on price differences.

In the derivatives market, forward or futures contracts involve executing a transaction
at a future date, creating real conditions for the market to assess the corresponding interest
rate level. Such transactions can be closed by transferring funds in the appropriate amount.
Consequently, the trading volume can significantly exceed the physical quantity of the
underlying asset. This may create opportunities for manipulating the interest rate on the asset.

Thus, let us assume the central bank implements a change in the money supply. This
change is reflected in the corresponding movement of monetary flows into or out of specific
stocks, depending on individual choices. As a result, the outcomes can vary, and in some
cases, may even be contrary to the objectives of monetary authorities. It is essential to account
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for the potential choices of economic agents and, where possible, guide them in the desired
direction [4].

If the increased money supply flows into the consumer market, inflation will occur,
reflected in the rise of the Consumer Price Index (CPI). However, if monetary policymakers
aim to avoid inflation, it does not necessarily mean they must refrain from increasing the
money supply; rather, they should strive to prevent it from flowing into the consumer market.
This can be achieved, for instance, by fostering expectations of low inflation. The
attainability of this goal is demonstrated by the United States, where substantial monetary
expansion was implemented, yet inflation levels have remained on average lower than in
other countries where monetary issuance might have been much smaller.

If the increased money supply flows into the financial market, it will result in a decline
in interest rates, stimulating investments. However, the presence of speculative assets capable
of generating high returns could pose a significant obstacle, making investments in the real
economy less attractive [5]. For example, the prices of internet company stocks have shown
almost constant growth in recent years, driven by monetary expansion.

In modern conditions, the interest rate that constrains (according to Keynes) the decline
in the marginal efficiency of capital and the corresponding expansion of investments may not
be the monetary interest rate but rather the speculative yield on risky assets, including
cryptocurrencies.

If the increased money supply flows into the real estate market [6, p. 15], property prices
will rise and may remain at an extremely high level. Substantial monetary tightening would
then be required to bring these prices down. Instead of stimulating investment demand to
increase employment, the result might be the repeated resale of existing real estate at ever-
higher prices, absorbing all the additional money issued into circulation.

On the other hand, high real estate prices can be attributed to the growing wealth of the
population. With more disposable income (nhot allocated to consumption or addressing
current production issues), individuals are willing to pay higher prices for a limited
commodity like real estate, effectively withdrawing surplus money into this specific stock.

GDP can be considered as the most general indicator of the asset sphere. In recent years,
the Federal Reserve has set dual objectives in monetary policy: targeting both price stability
and employment levels. A balanced budget creates the corresponding growth in the total
volume of production. In the stock model, fiscal policy and public debt management relate
to the asset price channel within the monetary policy transmission mechanism.

It is worth noting that government debt obligations are a significant asset for economic
agents. These obligations form the basis for the issuance of currency through open market
operations. Hence, achieving full employment relates directly to the asset sphere. Moreover,
the issuance of money to purchase assets—widely used recently by the Federal Reserve and
the European Central Bank (ECB)—also relates to this sphere mechanism [7].

The reserve requirement is a monetary policy tool within the credit channel of the stock
model. Activities in the Eurocurrency market can also be associated with this layer of the
economy.

The stock market needs special attention. The phenomenon of its prolonged and
consistent growth is primarily driven by monetary expansion [6, p. 7]. When all newly issued
money flows into the stock market, it becomes possible to maintain low inflation while
creating the image of prosperity, reflected in the rising value of stock assets.

According to international economics theory, the external economic sector reflects all
economic phenomena within a country. A flow of money into the foreign exchange market



60 Yuriy Nykytiuk, Vasyl Bunyak
ISSN 2078-5860. @OPMYBAHHA PUHKOBOI EKOHOMIKH B YKPAIHI. 2025. Bun. 53

results in changes to the exchange rate, taking into account purchasing power parity, interest
rate parity, the law of one price, Fisher's parity, and the international Fisher effect.

Any imbalance is likely to manifest first in the sphere of circulation—through inflation.
Subsequently, one after another, other economic spheres follow. For instance, the observation
that money flows into the third sphere before reaching the fourth was noted by M. Bordo and
0. Jeanne [8, p. 4, 7].

The relationship between price levels and exchange rates between two countries
primarily pertains to the trade balance rather than the entire balance of payments. It is also
essential to consider the nature of the price indices being compared—it is more accurate to
focus on the indices of tradable goods rather than consumer price indices or other general
price indices.

According to balance of payments theory, a trade balance deficit can be offset by the
financial account of the balance of payments. The balance in the financial account
corresponds, to some extent, to the equilibrium of asset markets.

The interconnections between the exchange rate and other economic spheres can be
illustrated using the example of money issuance through the foreign exchange channel, as
was once observed in Ukraine's economy during a period of currency revaluation. Economic
growth demanded additional money in circulation, which entered the economy through the
foreign exchange market. Specifically, the National Bank of Ukraine (NBU) conducted
hryvnia interventions when the supply of foreign currency exceeded demand, financed by
additional issuance of the national currency.

This mechanism addressed several issues simultaneously:

- Providing the economy with a sufficient—and often excessive—money supply,
which stimulated economic activity and GDP growth.

- Inexpensively replenishing foreign exchange reserves to repay external debts and
support the national currency's stability.

- Stabilizing Ukraine's foreign exchange market.

However, the excessive issuance of money led to inflation and, consequently, the
devaluation of the national currency. In Ukraine, the surplus of national currency issuance
was mitigated by financial market expansion, government bonds, and preemptive anti-
inflationary measures by the National Bank of Ukraine [9, p. 11].

Thus, we can summarize that equilibrium conditions in the international economy are
linked to four economic spheres: the purchasing power parity connects the circulation spheres
of countries, the interest rate parity connects the asset spheres, and the sphere of scarce assets
is associated with the financial account of the balance of payments. The relationship between
the asset sphere and the sphere of scarce assets can be determined based on the distribution
of the capital account of the balance of payments between portfolio and direct investments.
The fourth sphere is characterized by the level of the state's reserve assets.

The main stocks considered in the national economy—through the consumer price index
(CPI), interest rates, and asset prices—can indirectly influence the exchange rate via
purchasing power parity, interest rate parity, and the law of one price, respectively. An
increase in the price of imported goods can significantly affect the CPI, causing inflation.

Maintaining a specific exchange rate can, through its influence on the import and export
of goods, alter the level of aggregate demand, thereby affecting employment. However, such
stimulation essentially resembles credit-based stimulation, thereby the foreign exchange
market sphere can be combined with the financial sphere. The impacts at this level are highly
significant, which is why many underdeveloped countries depend almost entirely on exports.
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Therefore, in the stock-based model, managing the balance of payments also pertains to the
fourth sphere of the economy.

In each sphere, depending on the circumstances, there exists a certain equilibrium—a
tendency toward equilibrium or a prolonged deviation from it.

Monetary expansion to cover budget deficits will eventually lead to hyperinflation if the
money flows into the consumer market and the population anticipates a further acceleration
of inflation. Alternatively, it is possible to achieve new peaks in the stock market without
consumer inflation by directing public expectations in the desired direction. Proper monetary
policy can lead to full employment, but it is crucial to accurately determine when acceleration
should be replaced with deceleration to prevent a boom from turning into hyperinflation.
Through monetary policy, real estate prices can be elevated to very high levels, which is
difficult to consider a positive factor. Similarly, prices can be maintained at a certain level.
All these phenomena reflect exponential changes in the respective markets. There can be both
growth and decline. The latter phenomenon is commonly referred to as a crisis.

During a crisis, there is an active redistribution of assets. It is clear that some assets will be
in poor financial condition, but for many other enterprises and institutions, recovery from the crisis
will depend on whether the central bank provides them with the necessary loans [6, p. 1233]. As
a result, unlucky companies are transferred into the ownership of the fortunate ones.

The exchange rate reflects almost all phenomena occurring within a country’s economy,
including its relationship with the global economy. Exchange rate policy determines the level
of inflation within a country. Subsequently, the inflation level, among other factors, is
depicted in interest rates. The attractiveness of national assets to international investors is
also reflected in the country’s exchange rate. By fostering the growth of the stock market,
major global financial centers are established, attracting capital from around the world.
Therefore, by influencing real interest rates through monetary policy, it is possible to secure
a more favorable exchange rate.

Through monetary mechanisms, the economies of countries experience fluctuating
movements, development, cycles, and crises. Excessive monetary inflows into higher-level
spheres will eventually lead to the overflow of money into lower-level spheres, most often
into the consumer market, triggering inflation.

In this context, the monetary transmission mechanism, which is typically examined,
places the interest rate channel as the primary one (the effect of changes in relative prices).
This is followed by the asset price channel (the balance sheet effect) and then the credit
channel. Such an arrangement of the main economic spheres, nested within one another,
aligns with the stock model.

Conclusions. Thus, general recommendations for conducting counter-cyclical policy in
Ukraine using expectations include a consistent sequence of actions: first, targeting the
exchange rate to establish expectations of its stability; second, targeting inflation to create
expectations of price stability; and third, targeting interest rates to achieve expectations of an
optimal interest rate for the economy. Only after these steps can employment targets be
effectively pursued, considering the potential overflow of money into the asset market, stock
market, foreign exchange market, and the market for foreign assets.

By skillfully using monetary tools and exchange rate policy, it is possible to achieve full
employment, low interest rates, a favorable exchange rate, and a low inflation level while
simultaneously increasing the country's wealth through the acquisition of foreign assets.
Conversely, failing to account for the complexities of exchange rate policy could lead to
adverse outcomes, such as the combination of high inflation with low employment, an
unfavorable exchange rate, capital flight, and the export of the country's natural resources.
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AHoTanis. 3anacoBuil MiAXiA A0 aHATI3y MONUTY Ha TPOLIl Jae 3MOTY PO3LIMPUTH
Teopito monuty Ha rpoir Jx. M. KeiiHca Ta yJOCKOHATUTHA MOJIEITi TPAHCMICIHHIX KaHAJIB
MOHETApHOI ITTOJIITHKH, SIKI BPaXOBYIOTh BIUIMB BHKOPUCTaHHSI IHCTPYMEHTIB MOHETapHOI
MOJITUKK Ha 3amacu OCHOBHHX cep ekoHoMiku. Tak, eMiTOBaHI LEHTPAILHUM OaHKOM i
0aHKIBCHKOIO CHCTEMOIO TPOILi MOXXYTh INONOBHIOBATH I 3amacu. [loTparuissHHS KOLITIB
BHACTIJIOK IPOIIOBOI €KCIaHcii y NEeBHNUIT MOHETapHUH KaHaJl IIPU3BOIUTE O BiJIOBITHUX
MaKpOEKOHOMIYHMX HACJIiAKiB. MHCTETBO YIPaBIiHHS I'POLIOBOI0 MAacOI0 LEHTPAIBHIM
0aHKOM TIOJISTae B CIPSAMYBaHHI TIOTOKIB TPOIIeH y MOTpiOHMIA KaHal. BuaineHi kaHamu B
OCHOBHOMY 30ITrafOTbCs 3 TUMHU, SKI BUAUISIOTH OUIBIIICTh yUeHUX. JIHIe KaHall CIIoOAiBaHb
HE PO3TILNAETHCS B 3allacoBiif MOJENi OKpPeMo, a y 3B’3Ky 3 iHmmMH. ToOTO BiAmMOBimHI
CTO/IiBaHHS BIUIMBAIOTh Ha BUJIMBAHHS CTBOPSHUX T'POILEH y KOXKeH KaHall. Po3risiatoTbes
YOTHPU OCHOBHI cepu eKOHOMIKHM: cepa CIIOKMBUMX BUIATKIB, cepa IHBECTUIIHHUX
BUJIATKIB, cdepa akTHBIB 1 MOHeTapHa cdepa (pa3oM i3 BAIOTHUM PHHKOM). 3 HUMHU
BIJITIOBIZTHO TMOB’sI3aHI T'POIIOBUM, MPOICHTHUI KaHAIM, KaHAJ I[iH aKTHBIB 1 KPeIUTHHUN
KaHan (BaJIOTHUH KaHam). Po3rispaioTbesi pi3HI BapiaHTH MNepelvBaHHs TpoIIeil Mix
OCHOBHHMMH 3aliacaMi B CKOHOMIIll Ta iX MOMJIMBI HACTIAKA. 30KpeMa pO3TIIAI0ThCS
BUTIAJIKA PIBHOBATH i HEPIBHOBArd IO KOKHOMY 3i 3amaciB. CIiuparo4yich Ha TPOBEICHUA
aHali3, 3araibHi peKOMEHAAIIi 11010 MPOBEICHHS AHTHIUKIIYHOI MONITHKA B YKpaiHi 3
BUKOPHCTAHHIM OYiKyBaHb ITOJISITAIOTH Y TOCIIZIOBHOMY ITPOBEJEHHI (Ticis TapreTyBaHHS
BIIOTHOTO KypCy 3317151 OTPUMAaHHSI CIIO/1iBaHb HOT0 CTaOiJIbHOCTI) CIIOYaTKy TapreTyBaHHS
iHGuIAnii (33479 OTPUMaHHS CIIONiBaHb CTAOUTFHOCTI IIiH), IMICIS YOTO TapreTyBaHHIM
BIJICOTKa JOCATAETHCS CIHOJIBAaHHA CTAOLIFHOCTI ONTHMAIBHOTO MIJIi €KOHOMIKH PiBHS
BIJICOTKA, 1 TIJBKH MICJIsI IbOTO MOXKHA C€(PEKTHBHO MOCATAaTH HOPMATHUBIB 3alHSTOCTI,
BPaxOBYIOUH MOJXXJIMBE MEPENMBaHHS IPOLIei Ha PUHOK aKTHBIB, GOHIOBUI Ta BAIIOTHUMN
PHHOK, pUHOK 1HO3EMHHX aKTHUBIB.

KoarouoBi cioBa: 3amacu i MOTOKM, IHONMT HA TPOIIi, aKTHBH, (QYHKIHI rpomiew,
BIZICOTOK, OYiKYBaHHsI, TPaHCMICIiiHI KaHaJIi MOHETapHOI MOJITHKH.
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