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1. Where this paper fits



1958: Samuelson’s OLG model

A pure store-of-value, unbacked ‘money’ restores efficiency when
young-to-old transfers are needed:

• Decentralized schemes: bubbles (worthless pieces of paper,
shells)

• Centralized schemes: money backed by a social contract
(“social contrivance”), pay-as-you-go social security, debt
rollovers.
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1980: Models of Monetary Economics, FRB Minneapolis

• Advocacy of the OLG model as the foundation of monetary
economics (Wallace, 1980)

• Warning by Cass-Okuno-Zilcha of the fragility of ‘monetary’
equilibria

• Strong pushback by Tobin against, inter alia, neglecting the
role of transactions motive: “The OLG model is miscast as
the hero of the great fiat money mystery”
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1985-1987: More warnings about fragility of unbacked money

• Tirole (1985) on bubbles, confirming the results of Wallace
(1980) on multiplicity, and much more

• Weil (1987) about the role of confidence (“market
psychology”) in the valuation of unbacked assets
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1983+2017: Obstfeld & Rogoff on hyperinflations

• Explore of the (plausible) conditions ruling out “speculative
hyperinflations” (aka non-monetary or non-bubbly equilibria) in
a MIUF Ramsey model

• Demonstrate that the transactions motive can provide an
anchor to the real value of money.
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What did we learn from all this?

• The value of privately-issued unbacked assets is tenuous and
unreliable (its depends on fickle “market psychology”).

• The value of publicly-issued unbacked assets is presumably
more robust (social contrivance, MIUF).

• Private and public unbacked assets are not perfect substitutes.
• There is a role for active monetary policy.
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This paper (and the authors’ research agenda)

• Fits neatly in the previous literature by trying to characterize
how robustly-valued public unbacked assets should be issued
when the valuation of privately-issued unbacked assets is so
fickle.

• Justifies the social necessity of unbacked assets by introducing
financial frictions that limit the availability of backed assets.

• Creates a robust demand for public money by assuming the
money-holders can’t consume without money.
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My assessment

• I love the general theme of the paper that the provision of
unbacked assets is too important to be left to the private
sector.

• It’s a much overdue paper.
• Yet:

• I don’t like the three-types-of-agents trick.
• I regret that the framework is so remote from standard macro

practice that it falsely suggests the results are idiosyncratic and
model-specific.

• I urge the authors to adopt a more run-of-the mill framework.
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What I will do here

• Illustrate my previous remark about the crucial difference
between privately and publicly supplied unbacked assets.

• Use Samuelsonian productive inefficiency as the reason
unbacked assets are needed (there are others!).

• Show in a simple (quasi-Solovian) model that the latter can be
counted on to improve welfare but not the latter.
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2. No unbacked assets



Model

• Work-when-young, consume-when-old model, but take an
infinitely-short time period instead of 25 years:

k̇ = (1 − α)kα︸ ︷︷ ︸
w

−nk (1)

• Basically a Solow model. . .
• k converges to k∗, with r∗ = αn/(1 − α) = n/2 if α = 1/3.
• Sufficient to have rational bubbles
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3. Private unbacked assets



Laws of motion

k̇ = (1 − α)kα︸ ︷︷ ︸
w

−nk − b (2)

ḃ = (αkα−1︸ ︷︷ ︸
r

+σ − n)b (3)

• Steady states: (0, 0), (k∗, 0) and also, if r∗ < n∗, (k̂, b̂) with
r̂ = n − σ and b̂ > 0.
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Equilibrium dynamics

Figure 1: A continuum of equilibria (r̂ = n − σ)
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Well-know results

• Wallace 1980, Tirole 1985

• No reason whatsoever to expect that the ‘market psychology’
(b0 and σ) of a privately-supplied bubble will ever lead to the
golden rule.

• Tobin, 1980.
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Alternative formulation: financial frictions (with σ = 0)

k̇ = (1− α)kα − nk − b

ḃ =


αkα−1

1 + φ
− n


b, φ > 0

• In bubbly steady state, αk̂α−1 = r̂ = (1 + φ)n.

• Existence condition to ensure b̂ > 0 is then

r̂ = (1 + φ)n > r∗

• Therefore we can have bubbles although r∗ > n provided

φ is high enough.



4. Public unbacked assets



Store of value and transactions motive

• Assume
u(c,m) = c + v(m). (4)

• Real money demand is given by the FOC

i = r + π = v ′(m). (5)

• Seignorage is rebated lump-sum to agents.
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Monetary steady state

0 = k̇ = (1 − α)kα︸ ︷︷ ︸
w

−nk − m (6)

0 = ṁ = [αkα−1−v ′(m)︸ ︷︷ ︸
−π=r−v ′(m)

+µ− n]m (7)

• In a monetary steady state, r = n − µ+ v ′(m).

• r > n if v ′ is large enough.
• Why? Because the transactions motive reduces the real rate of

return on money below r (money is a dominated asset!)
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Hyperinflation, anyone?

k̇ = (1 − α)kα︸ ︷︷ ︸
w

−nk − m (8)

ṁ = (αkα−1 − v ′(m)︸ ︷︷ ︸
−π=r−v ′(m)

+µ− n)m (9)

• Obstfeld-Rogoff, 1983: no non-monetary equilibrium if
limm→0 mv ′(m) > 0

• Example: v(m) = log m. I assume the latter henceforth.
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Equilibrium dynamics

Figure 2: A unique equilibrium when limm→0 mv ′(m) > 0:
r̃ = n − µ+ v ′(m̃)
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Dynamically efficient monetary policy

0 = k̇ = (1 − α)kα︸ ︷︷ ︸
w

−nk − m (10)

0 = ṁ = (αkα−1 − v ′(m)︸ ︷︷ ︸
−π=r−v ′(m)

+µ− n)m (11)

• To bring the economy to the golden rule pick
µGR = v ′(mGR) > 0 where mGR = wGR − nkGR !

• This maximizes aggregate consumption, though not real
balances (which would require deflation according to the
Friedman rule).

• Contrast with the case v ′ = 0.
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Take home lessons

• The transactions motive (under the OR condition) eliminates
the tenuousness of ‘monetary’ equilibria.

• Given the fickle market psychology consubstantial to private
bubbles, and the greater robustness of government money,
monetary policy has an essential role to play.

• The same message carries over to other intergenerational
transfer schemes backed by ‘social contrivance’: pay-as-you-go
social security, public debt rollovers. See Tobin, 1980.

• For the interaction between private and public money: read
AFMV!
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5. Where to go from here



Queries

• The authors characterize semi-Pareto efficient policies that
essentially maximize aggregate consumption: this looks almost
like dynamic/productive efficiency to me.

• What about the assumption that “psychology” plagues the
creation of private unbacked assets but not that of public
unbacked assets?

• It provides an unfair advantage to public unbacked asset.
• Are we so sure? Laws/institutions are assets, and these can be

destroyed lickety-split, alas.
• Plus, what about credibility?
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Wishes

• Think more carefully about what makes public money different
from private unbacked assets:

• the transactions motive?
• the social contrivance?
• the “psychological” advantage?

• Not easy but necessary, as the paper draws its raison d’être
from the imperfect substitutability between private and public
unbacked assets.
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