1 .Demand for money

The demand for money refers to how much assets individuals wish to hold in the form of money (as opposed to illiquid physical assets.) It is sometimes referred to as liquidity preference.

1.1   Types of demand for money

1. Transaction demand 
 money needed to buy goods – this is related to income. The money we need to purchase goods and services in day to day life. This demand for money is a function of income. If income rises, demand for money will rise.
2. Precautionary demand 
 money needed for financial emergencies. This demand for money is a function of income. If income rises, demand for money will rise.

3. speculative demand 
 when people wish to hold money rather than buy assets/bonds/risky investment. This demand for money is a function of interest rate.
