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Abstract

In this paper we establish a very simple thecakframework to discuss what the
main factors are in determining the institutiontalisture of the monetary system. We
see this problem through different angles. We aésupare our model with various
monetary systems proposed by economists such ak,¥medman, Keynes, Hayek,
and Mundell. In all cases we found that transaatiosts are the key to understanding
the institutional structure of the monetary syst®&tuch more empirical studies are
needed to see if transaction costs are as impasathiey are in our theoretical model.
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|. Introduction

Money is a measuring rod. It measures the exggadle value of almost all goods
and services transacted in the market. Money salsuman device or an institution
created by human beings to facilitate transacti@fithout it the cost of transactions
would be much higher and the operation of the ntaxloeild certainly be very costly.
Because by using money transaction costs of thkaheould be reduced, the
stability of money is therefore essential for thebgity of the price of various goods
and services.

But the value of the measuring rod itself is algtays stable. After all it is a
human device. Its value naturally depends on thtitirional structure of a society
which created it. By institutional structure we mehe economic, political, and legal
framework or infrastructure on which both money@y@nd money demand are
based. The monetary system a country adopts islglosated to the institutional
structure it faced. Similarly, the international metary system is regulated by the
institutional structure created by countries inealun the system. The study of
monetary stability is largely a study of the momgtsystem, and the latter is actually
a study of the relevant institutional structure.

In this paper we propose a simple model of mdaesgudy the institutional
structure of the monetary system. Money acts asgtiium of exchange because
households and firms use money to buy commodiMesiey also acts as the store of
value because people use it to invest in finaniadlucts, such as stocks and bonds.
These two motives of holding money are actually sy (1936) transaction and
speculative motives of the demand for money. Tipaidiity preference theory of
Keynes later became the foundation of the modeBaoimol (1952), Tobin (1956),
and Lucas (2013). Both Baumol-Tobin and Lucas hawduced some kind of
transaction cost into their models.

Following their works and those in the liter&wf the new institutional
economics, such as Coase (1988), we use the ideenshction cost to construct both
the functions of money demand and money supplywWeind that this
transaction-cost based monetary model would beubisedliscussing both the
monetary policy and the monetary system. Differaohetary systems therefore
reflect different behavior of money demand and nyaswpply. Different behavior in
consumers, producers, banking systems, monetaigiggmland legislation would
result in different degree of monetary stabilityglatonomic performance.



Monetary theory has traditionally been domindigdHume’s (1752)uantity
theory of money.! It is indeed a theory of the demand for moneyeditian (1969)
had given it a modern interpretation. By assumiistphle money demand, the
guantity theory traces out the demand for monegltaring the exogenously given
money supply. On the contrary, a minor group ohecoists adhere to threal-bills
doctrine of Smith (1776). This is the “classical version of the objection...to the
guantity theory...that changes in the demand for maad forth corresponding
changes in supply and that supply cannot changawite, or at least cannot do so
under specified institutional arrangements.” (Fmea (1969, p. 63)) Thus, in the
sense of Friedman, the real-bills doctrine is nyaantheory of money supply, which
traces out a stable supply of money by shiftingntomey demand curves.

In our framework the equilibrium quantity of meynand the corresponding
equilibrium interest rates and prices are deterthimeboth money demand and
money supply. The quantity theory of money andréaé-bills doctrine, though
usually considered to be opposite to each otheraetually the two sides of the same
coin. The real problem rests on the distinctiomieein outside money and inside
money, between narrowing banking and free banland,between commodity money
(such as silver and gold) and fiat money. Thesendisons are closely related to the
transaction cost of operating the market of moAey the supply and demand of the
money market consist of the institutional structoiréhe monetary system, which is
the focus of the present paper.

Section Il establishes a simple monetary modidl transaction costs. Section Il
compares this model with some monetary systemsogeupby various economists,
such as Friedman, Hayek, Keynes, Mundell, and SiSgltion IV summarizes.

. A Smple Monetary Model with Transaction Costs

Suppose that there are four representative grouggenmts in our economy:
households, banks, firms, and the government. ®liergment, or central bank,
issues fiat money which households use to buy gandsservices produced by the

! For example, in his ess@f Interest, Hume (1752) said that “Were all the gold in ENGUA
annihilated at once, and one and twenty shillingssstuted in the place of every guinea, would nyone
be more plentiful, or interest lower? No, surelg ghould only use silver, instead of gold...No other
difference would ever be observed; no alteratioec@mmerce, manufactures, navigation, or interest;
unless we imagine that the colour of the metaf @ny consequence.” (2008, p. 178)

2



firm. For simplicity, assume that firms earn zerofjts because the market for goods
and services are perfectly competitive. The ban& fijgt money by taking deposits
from households, and pays them interest at theofate® . In a fractional reserve
system the bank could lend part of the depositseédirm as a loan and earn an

interest at the rate oR' . The firm uses the loan or financial capkab produce final
goods and servicgs where y = f (k) is the associated production function.

In reality the operation of both the bank anel government would have costs.
The fiat money is actually a social contract betw#ee central bank and the people
who would use it. For example, the Federal ResBar is the legal tender of the
Federal notes or U.S. dollars. In the era of sistandard or gold standard the bank,
which issued what Smith (1776) called the bank rgohad the responsibility to pay
equal value of silver or gold to the depositorgloir demand. There are costs in
enforcing this social contract. In the commodignstard era the cost might be in
digging, producing, and transporting the speciesifthe mines to the market. But
even in an era of fiat money there are still cosissuing the irredeemable paper
money. After all the main difficulty of maintainiregfiat money system is how to
restraint the inappropriate over-supply of the papeney by the central bank, or how
to make the long-run price level more predictable.

As noted by Friedman (1986) that the real resource cost of producing
irredeemable paper money was negligible...such amgs#on...is false for society
as a whole and is likely to remain so unless ariil amonetary structure...provides
a high degree of long-run price level predictapili{p. 643), the resource cost or
prime cost of producing fiat money is near zerd,Wliat is important is the cost of
maintaining the credibility of this paper money aridkeeping the price to be
predictable and the inflation or deflation to belencontrol. These costs might be
considered as the transaction cost of the mongylguphich was unfortunately
ignored by most monetary economists, includingdtman himself in his 1969
monograph on the optimum quantity of mofey.

On the contrary, the transaction cost was not igghan the demand theory for
money, at least not by such authors as Baumol (1958in (1956), and Lucas
(2013). They had adopted a similar setting wheeeetlare costs in either replenishing
households’ cash balances such as in the BaumahTe@del, or in managing cash

2 Keynes (1923) might be the first economist whdasat the importance of the transaction cost in
issuing the paper money. This is probably one efréasons he would have in mind when he was
proposing to the British monetary authority (maiBlgnk of England) wittA Tract on Monetary

Reform about the arrangement of the international mogetgstem after the 1922 Genoa Conference.
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transactions such as in the model of Lucas. Wewuotheir settings in assuming that
there are transaction costs when using cash asiamef exchange without
specifying the particular structure of the demamrdiioney, so one can interpret our
model in either the sense of Baumol-Tobin or thdtuzas. We will discuss the
transaction cost of money demand and that of meopply in the following two
subsections respectively.

1. Transaction Costs and Money Demand

The representative firm wishes to maximize its propy — R’k , subject to the
production technology:y = f (k ,)wherep is commodity price. Suppose that there is
not depreciation in financial capital and the piéeapital is normalized to unity, so
there is no possibility for the firm to have eitloapital gain or capital loss. The
representative bank also wishes to maximize prd®k — R’k — C°k, given C° > 0
the (marginal) transaction cost incurred by thekbahen participating in the money
market. It could also be interpreted either as BaltTobin’s cost for shopping trips,
or as Lucas’s cash management cost. The bank otleposits from households and
then distributes them to the firm to produce figabds.

Since we have assumed that the firm will earn peodit in the competitive
equilibrium, this means that the marginal proddatapital (MPK) would be equal to
the loan rate of interest, oMPK = dy/ok = R / p in equilibrium. What the bank
earns in per dollar lent is the spread, or thesdiffice between the loan raé and
the deposit rateR? . The first-order condition for the profit maximtian problem of
the bank requires thaR' — R* —C° = . @his implies thatR' —R* =C" in
equilibrium. Since C° > Qthe bank would earn a positive spread or profaur
model?

We might take another look at the equilibrium cdiodi of the bank optimization
problem. SinceMPK = R'/ p, this means thatMPK = (R® + C")/ p. The economic
implication of this equation is that the represéméaindividual would have two

% For simplicity we assume that there are not tretitsa costs in using the final-good market. But in
reality there are transaction costs and the realdiarns positive profits on average. The firmun o
model could also earn a positive profit in equililon if we would instead assume that there are
transaction costs in using the market of goodssandices. That the emergence of the firm is dubeo
fact that there are costs in using the market ésafrthe great ideas proposed by Coase (1988)eln t
real world banks are also firms and would like taximize profits. A positive spread means that there
are at least two interest rates in equilibriumt thadeposit and loan rates. Unfortunately, magash
macroeconomic models usually have only one equilibiinterest rate. This embarrassing situation has
been changing. Woodford (2010) was one such exarplt| believe there will be more.
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options: the first is to deposit her money in tia@kto earn the deposit rate of interest.
The second is to become an entrepreneur, borroveyioom the bank to establish a
firm, and earn the marginal product of this loaediind. In standard macroeconomic
models these two options are equivalent becausassumed thatMPK = R/ p.

But in our model the firm would on average earrezama profit above the deposit rate
of interest. Of course this does not mean thatyefiien would have positive profits.
When the transaction cost is too large to be cavbyethe spread, oc” >R —R?,

the bank would be bankrupt such that the firm cawtiget a loan to produce goods.
The firm would therefore go bankrupt sooner orrlakais is what happened in the
financial crisis, when the default risk of the baskigh and households would rush
to the bank to get their deposits back as soomwssilgle. The no-bank-run condition
of our model, if there is one, is naturally to requhat R — R >C® in equilibrium.

Though the above model is simple enough, itat@®st all the properties inherent
in traditional models of money demand, such asdalwd8aumol (1952), Tobin
(1956), Friedman (1969), and Lucas (2013Jor example, the loanable fukds
positively related to the inconyeand negatively related to the loan raR. The
novelty here is the transaction cost in the openatif the bank and the money market.
When this cost is higher, the bank’s profit becotogger, and the loanable funds
created by the banking system would decrease.iJ the typical phenomenon of a
recession. On the other hand, when transactionstswver, the credit or inside
money created by the bank would increase, andsipsbably a situation of
prosperity. But an over-heated economy needs muel€rom outside the banking
system, and a great contraction is usually thetre$a liquidity crisis. Thus, we have
to consider the behavior of the government or geral bank because they are
responsible for the creation of public debts aredahtside money, which are very
probably roots of financial booms and busts.

2. Transaction Costs and Money Supply

Assume that there are no taxes and public delotsr economy. All government
spending is financed by issuing fiat money. Thitsme money plus the inside money
created by the banking system as a whole constbedbtal amount of money
circulated in the economy. Call this sum total Mhjch is equal to currency plus
loanable funds, orM1=C + k , whereC is the currency held by the public. The

* As is obvious, we focus here on the demand foreyaf the firm rather than that of the household.
This is only for simplicity. Households’ demand fooney could be considered in the similar way as
done by Baumol-Tobin or Lucas, which is omittedeher
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outside (or high-powered) money created by therakbank is denoted by MO, which
is the sum of currency and the required reservéiseobank, orM0=C + R, where
Ris the required reserve. In a fractional resengtesy the required reserve ratio can
be defined asrr = R/k. Let cr =C/k be the currency ratio. The money multiplier
could be derived asn, = AM1/AMO=(cr +)/(cr +rr .)

Now let there be costs in implementing the monepaiicy. If the central bank’s
goal is to pursue full employment and price stapithen it needs to stay focused
with the targeted interest rate and unemploymeet fidhe recent announcement of
the Fed to target the expected inflation rate a2 unemployment rate at 6.5% was
an example. The efforts the Fed pays for implemegrtiese monetary policies could
be considered as costs of enforcing the mandatbsraed by the Federal Reserve
Act of 1913. These costs of enforcing legal conrace what Coase (1988) called
transaction costs.

The purpose of the government or the central baiskessumed to maximize the
welfare of the household, which is representechieyrént households obtain by using
the fiat money. Again the household has two optianssing money. First, she could
use it to buy goods. In this case the fiat moneyigies her with liquidity services.
Otherwise she could lend the money to someonendiseneeds it to consume goods
or invest in bonds and stocks. In this second sheeabandons the right to use the
money in exchange for some interest returns. Withpetitive uses from numerous
households the rent would be equal to the inténesime in equilibrium. The
government therefore wishes to maximize the ranégaivalently the interest income,
net of the transaction cost of implementing the dades: (R’ —C9)M Q where
C? >0 is the relevant (marginal) transaction cost. Weeamsuming that the central
bank would follow the advice of Friedman (1969tmose the quantity of money
(MO here) instead of interest rates as the instnirtieconduct monetary policies.

The solution to the government maximization problersimply R* =C?, that is
in equilibrium the transaction cost is just equellte opportunity cost of forgoing the
right to use the money to other people. The novsdie is that this result could help
us explain the optimum quantity of money proposgétedman (1969). In his
famous statement Friedman had claimed thattte optimum quantity of money is
that it will be attained by a rate of price deflation that makes the nominal rate of
interest equal to zero.” (p. 34, italics original) Although the processd#riving the
optimum quantity of money is without error, thewsption Friedman used is not.
Assuming zero nominal interest rate is equivalerassuming that there is no right to



use the money, or that the right to use money ddmntransferred to someone else.
This amounts to saying that only the person whgiaily owns the money can use it.
Nobody can use the medium of exchange except tineoef the money. This is a
world with zero velocity of money. And in the erfgetmoney is useless because it has
lost its role as medium of exchange and as stovalak.

To have a meaningful monetary equilibrium, be timmpm or not, a positive
nominal interest rate would be necessary. Andatreethat if there were no
transaction cost of supplying money, there woulabpbly be no nominal interest rate,
at least in the sense of Friedman’s optimum quaanfimoney. The equilibrium
nominal interest rate in our model B® =C9 > ,°>Cbut we would not discuss the
optimum property of this equilibrium, and would Vesit to the future research.

[11. A Comparison between Different Monetary Systems

The arrangement of the monetary system is acttladlyearrangement of the right
of using money and the liability of issuing mon€pansumers and producers have the
right to use money and the central bank has tihditiafor the money they issued.
Every market transaction involves the transfehefright to use money from one
person to the other, and at the same time invdhegxchange of the right to use
money with the liability the central bank committédionetary rearrangements of
rights and liabilities would occur when foreigneise our money in international
market transactions, when exchange rates become flegible or more rigid, when
there is inflation or deflation, when countries gsentitative easing (QE) policies to
buy huge amount of public debts to lower interagts and to induce higher expected
inflation, and so on.

These monetary rearrangements of rights anditieb are the essence of what we
have called the institutional structure of the mangsystem. And they depend on the
magnitudes of the relevant transaction costs. M&myinal economists have
discussed the arrangement of the monetary systetine anternational monetary
system in particular, though very few of them hdealt with the institutional

® This is the equilibrium nominal deposit rate. Eugiilibrium nominal loan rate would in general be
higher than the deposit rate. In any case the ibguiin nominal interest rates in our model are fosi
If there are no transaction costs, then both theimal deposit rate and the nominal loan rate wéad
zero in our equilibrium, which is consistent withdeiman’s optimum quantity of money. Friedman’s
theory is therefore a special case of ours.



structure and transaction costs. Nevertheless wadnaike to compare monetary
systems suggested by some well-known economiststigt theoretical model we
have thus far proposed. These economists havelse@monetary system from
different angles. It is therefore convenient fotagompare different monetary
systems from different angles.

1. Commodity Money or Fiat Money

Commaodity money had prevailed for most of the timbuman history. Only
after the collapse of the Bretton Woods System ogust 15, 1971, the world has for
the first time been experiencing a global fiat-mpegstem. The debate between
commodity and fiat currencies has been a long shutythe champion of commodity
money in the last century was undoubtedly Hayele débate about monetary
systems between Hayek and Keynes in 1943 was heulisad inspired the debate
between Hayek and Friedman, and that between Faedmd Mundell.

The main reason for a commodity monetary syssetimat it could restraint the
discretionary power of the central bank. In theesilstandard or gold standard the
central bank has almost nothing to do except igstia bank money. Some countries
even did not have a central bank in the era oésitr gold standard. The Federal
Reserve System was created in December 1913 whddnited States had already
been with the gold standard for many years.

But the main problem of the commodity standard oommodity-reserve
currency would be on the supply side. The prodaatibthe specie, say silver or gold,
is costly. The amount of the specie reserved imthee is limited, and we always
have to search for new mines to meet the marketaddrfor species. If we adopt a
commodity-reserve currency in which the specieaced by a basket of raw
materials such as wheat, soybean, corn, etc.casraended by Hayek (1943)
among others, the same problem still applies. Tipply of raw materials is still
limited, and we need so many warehouses to stosetbommodity monies. A basket
of commodities does not change the essence ofrtiiben. This is why both Keynes
(1943) and Friedman (1951) had objected this pralpds any case, if there were not
transaction costs in supplying the specie or tiskéizof raw materials, then the
commodity-reserve money might be a good idea teestble would-be discretion
problem of the central bank.



The demerit of commodity money is the meritiat money. The latter has an
unlimited supply. The material cost of printing papnoney is near zero, at least
marginally. But this does not mean that the maiginat of its supply is negligible.
The marginal transaction cost of providing the fradney is still positive, as argued
forcefully by Friedman (1986) and Friedman and Satizv(1986). The supply of the
commodity money is therefore regulated by the styaof the commodity or set of
commodities. On the other hand, the supply of iltenioney is not regulated by the
scarcity of the material producing it, say papet ek, but by legal constraints and,
much more importantly, by the supply of its neapeshpetitors. If the fiat money has
more close substitutes, then the central bankigkaes it would be forced to limit the
supply of its own currency. Otherwise, people imestcountries would hold other
currencies instead. International competition mulse of money is the real constraint
of the supply of any fiat money. And the choicenWsstn commodity money and fiat
money is the choice of institutions. This in tuepdnds on the magnitudes of relevant
transaction costs.

2. Fixed Exchange Rate or Flexible Exchange Rate

Exchange rates are another important angle thradmyth various monetary
systems are determined. Since the terminationeoBtletton Woods System the world
has been largely on a flexible-exchange-rate sysBerhmany countries are more or
less on a target-zone system. They usually pedget iS. dollar within a targeted
zone, the range of it being implicitly determingdtbe central bank. China is an
exception because she, under heavy capital coamobunced a 0.2% daily range
allowed for flexible exchange rates on July 21,20d has gradually broadened the
range to the current 1%. Other countries such agafeand South Korea have kept
the target zone as secret as possible becaudes @ilina, their capital markets are
relatively less constrained.

The champion for flexible exchange rates hataody been Friedman (1953), and
that for fixed rates is probably Mundell (1961, QDGhe theoretical founder of the
euro. Why has the monetary system anything to dlo @ichange rates? The answer
should be found in the famous propositionrgbossible trinity, an idea which can be
traced back to Keynes (1924, Ch. IV). The main eonof Keynes was the choice
between the internal price stability and the exdkeome. These two options cannot
prevail simultaneously, if there is a central bankl the country does not want to
abandon the independence in determining its monetaicies. Keynes implicitly



suggested a fixed-exchange-rate system. Later gndp®sed an international
monetary system with an international currencyechfbancor”, and a Clearing

Union as the international central baéhiundell’s (1961) proposal for an optimum
currency area was a small-scale Keynesian plath&international monetary system.
Now euro is kind of the European bancor, and th@jaean Central Bank is the
realization of the hypothetical international ClagrUnion.

What are the merits and demerits of the idemnahternational currency and an
international central bank? This is definitely anpgrical question. But any empirical
work needs a theoretical framework. According @ tiireory we proposed in Section
Il the plan of Keynes and Mundell has been to leaeemonetary rearrangement of
rights and liabilities to a giant firm, the intetimanal central bank, with all liabilities
being reduced to just one, the international cuayehhat a single firm issues a single
liability and distributes it to all the people armlithe world is the essence of the plan
of Keynes and Mundell.

A more market-oriented plan had been proposed iegfran (1953), and also by
Hayek (1978) with a much more extreme version.dfmian objected the Bretton
Woods System, and favored a flexible-exchangesydgem with fiat money. The
competition between different fiat monies in theemational money markets and the
free mobility of capital across national borderandoensure an efficient international
monetary system. Nevertheless, as argued by Ch888)( the operation of markets
has costs, and if the transaction cost of usingketaiis greater than the benefit of
using them, then the firm would emerge to savectis. From the viewpoint of Coase,
the plan of Keynes and Mundell is more firm-oriehtend that of Friedman and
Hayek is more market-oriented. That which plan @erefficient depends on the
magnitudes of the relevant transaction costs ine@mpnting these proposed
international monetary systems.

3. Quantity Theory of Money or Real-Bills Doctrine
Both Hume and Smith are excellent monetary ecortsirtitime originated the

idea now called the quantity theory of money in #gsays of his 173olitical
Discourses: “Of Money” and “Of Interest.” Smith initiated thdea of real-bills

® Keynes (1943) had mentioned the Clearing Uniombirbancor. The idea of bancor was prepared
for the Bretton Woods conference held in July 194drry Dexter White, the U.S. representative of the
conference, proposed the “unitas” as the countegbdine bancor, but these two fictitious monieséha
never come true.
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doctrine inWealth of Nations (Bk. 1l, Ch. Il). These two theories are not caulictory
to each other but their emphases are different. édinmoused on money supply side,
and implicitly assumed the long-run neutrality admey. But Smith had a balanced
view between money demand and money supply. Hissfa@s on the difference
between real bills and fictitious bills, and econofffuctuations are mainly due to
issuance of the fictitious bills of exchange. lhatwords, inside money was the point
of Smith, but it is outside money to which Hume Ipaid more attention. The
implication for an efficient monetary system is @usly different under these two
theories. The problem is how to draw the line betweutside money (gold or paper
money in Hume’s case) and inside money (bank monéylls of exchange in
Smith’s case), as demonstrated by Sargent (2011).

An equally important problem is about the stabitifynoney supply and demand.
As mentioned above, adherents of the quantity theould usually assume that the
money demand function is stable. Though many eogiworks had confirmed this,
they all ignored transaction costs. It seems nacgds test the stability of money
demand along the line of Friedman (1969) but wadkifive transaction costs.
Similarly, to test the economic implication of treal-bills doctrine it is necessary to
have a stable money supply function. But unlikedagse for the money demand, there
are hardly any empirical evidences for the caseafiey supply. Obviously, there
will be much works to be done.

V. Summary

Monetary system is perhaps the most importam@nic system. Business cycles
are largely a monetary phenomenon. And the chditleeainternational monetary
system has always been the focus of internaticc@i@nic affairs. From silver
standard to gold standard, and from Bretton Wogases to the current fiat-money
world, monetary system has played a decisive roteetermining the economic
performance of a country and the global world ab.vibe emergence and evolution
of the monetary system depend on the institutistracture of the society. And the
institutional structure of the monetary systemlosely related to the transaction cost
involved in both money demand and money supply.

In this paper we establish a very simple thecaiframework to discuss what the
main factors are in determining the institutiortalisture of the monetary system. We
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see this problem through different angles. We atsopare our model with various
monetary theories and monetary systems propossedrinal economists such as
Smith, Friedman, Keynes, Hayek, and Mundell. Ircalles we found that transaction
costs are the key to understanding the institutistnacture of the monetary system.
And much more empirical studies are needed tofgesnisaction costs are as
important as they are in our theoretical model.

References

Baumol, William (1952): “The Transactions Demand @ash: An
Inventory-Theoretic ApproachQuarterly Journal of Economics, 66, 545-556.

Coase, Ronald H. (1988)he Firm, the Market, and the Law, Chicago: University of
Chicago Press.

Friedman, Milton (1951): “Commodity-Reserve Currgitidournal of Political
Economy, 59, 203-232.

--- (1953): “The Case for Flexible Exchange Rat&sEssays in Positive Economics,
Chicago: University of Chicago Press, 157-203.

--- (1969):The Optimum Quantity of Money and Other Essays, Chicago: Aldine.

--- (1986): “The Resource Cost of Irredeemable P&umey,” Journal of Political
Economy, 94, 642-647.

--- and Anna J. Schwartz (1986): “Has Government Role in Money?'Journal of
Monetary Economics, 17, 37-62.

Hayek, Friedrich A. von (1943): “A Commaodity Reser@urrency,"Economic
Journal, 53, 176-184.

--- (1978):Denationalisation of Money, 2nd ed., London: Institute of Economic
Affairs.

Hume, David (1752): “Of Interest,” iRolitical Discourses, reprinted inSelected
Essays, New York: Oxford University Press, 2008.

Keynes, John Maynard (192&Tract on Monetary Reform, London: Macmillan.

--- (1936):The General Theory of Employment, Interest, and Money, London:
Macmillan.

--- (1943): “The Objective of International Pric&aBility,” Economic Journal, 53,
185-187.

Lucas, Robert E., Jr. (2013): “Glass-Steagall: fliem,” American Economic
Review, 103:3, 43-47.

12



Mundell, Robert A. (1961): “A Theory of Optimum Qancy Areas,’American
Economic Review, 51, 657-665.

--- (2000): “A Reconsideration of the Twentieth @ewy,” American Economic
Review, 90, 327-340.

Sargent, Thomas J. (2011): “Where to Draw Lineabfty versus Efficiency,”
Economica, 78, 197-214.

Smith, Adam (1776)An Inquiry into the Nature and Causes of the Wealth of Nations,
New York: Modern Library, 1994.

Tobin, James (1956): “The Interest-Elasticity ciisactions Demand for Cash,”
Review of Economics and Satistics, 38, 241-247.

Woodford, Michael (2010): “Financial Intermediatiand Macroeconomic Analysis,”
Journal of Economic Perspectives, 24:4, 21-44.

13



