Money, Coordination
and Prices

=S.G. (Fieke) van der Lecq
CPB Netherlands Bureau for Economic Policy Analysis,
The Netherlands

/‘fﬂm

el \\x\svem:tarm\\\
e L gy,
K S

g NN oy
f"’}'ﬁ:\j}f””’ e/ ":}A
1%
. : i
T, - R4
5, " DI
‘ A

Edward Elgar
Cheltenham, UK ¢ Northampton, MA, USA



Contents

List of Figures

List of Tables
Acknowledgements
Theorising in Economics

1.
1.1
1.2

<xP.3
1.4

2,

2.1

22
2.2.1
222
223
2231
2232
23

24
24.1
242
243
25

3.1
3.2
3.2.1
322
33
34
3.5

Introduction

The Topic of this Book

The Economics of Money and Nominal Price Rigidity
Methodology and Other General Remarks

Outline ‘

Theories of Money

Introduction

General Equilibrium Theory

The Walrasian Auctioneer and the Arrow-Debreu Model
Money in Static General Equilibrium Models
Money in Dynamic General Equilibrium Models
The Temporary Equilibrium Model

Overlapping Generations Models

General Equilibrium Search Theory

Theories of Risk and Uncertainty

Credit

Buffer Stocks

Post Keynesian and Austrian Theories

Taking Stock: Theories of Money

Theories of Nominal Price Stickiness
Introduction

New Keynesian Theories

Micrg: Near Rationality and Menu Costs

Macro: Coordination Failures

Cost-based Pricing and Mark-up Pricing
Administered Prices

Alternative Explanations of Nominal Price Rigidity

v

vii
viii

47
47
49
51
59
61

66



vi

3.5.1 Nominal Prices Support Relations

3.5.2 Nominal Prices as Information Carriers

3.6 Assessment

4. Conventions and Institutions in Coordination Problems

4.1 Coordination Problems and Game Theory

4.2 Coordination Problems in Games

43 Conventions

44 Institutions and Information: Some Notions from Institutional
Economics

5. Trust in a Monetary Economy

5.1 Focal Points, Common Background and Trust

5.2 ‘Trust Is ...’

5.2.1 Bilateral Trust

5.2.2  Societal Trust

53 Trust and Institutions

54 The High Trust Economy

55 Trust, Money and Nominal Prices

5.5.1 Trade and Trust

5.5.2  Trust and Money

5.5.3 Nominal Prices and Trust

5.6 Conclusion

6. Stability of the Monetary Economy

6.1 Introduction

6.2 Market Stability in a Wicksellian Framework

6.3 Keynes on Money and the Instability of a Monetary Economy

6.4 Coordination at the Goods and Labour Markets

6.5 Conclusion: Stability of the Monetary Economy

7. The Monetary Economy: Leaving Behind the Closed System

7.1 Closed System Economics

7.2 The Concept of Stability

7.3 Open Systems and Self-organization

74 Conclusion: the Self-organizing Monetary Economy

8. _ Summing Up: Money and Nominal Price Stickiness

References

Index -

Contents

66
68
73

76
76
79
88

99

107
107
111
113
116
118
120
123
125
128
132
133

134
134
135
140
146
157

161
161
163
175
185

189

194
210



Figures

4.1
4.2
43
44

Coordination Games I
Coordination Games II
The Game Type Scale
The Solution Type Scale

vii

80
81
83
85



