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Generalized Search-Theoretic Models of Monetary Exchange

by Peter Rupert, Martin Schindler, and Randall Wright

We present new results on existence, the number of equilibria, and welfare for search-theoretic
models of money that extend the literature in several ways.  For example, we provide results for
general bargaining parameters while previous papers consider only special cases.  Also, we present
two version of the model: in one agents holding money cannot produce, in the other they can.  The
former model has been used in essentially all the previous literature, although the latter seems more
natural for some purposes, and avoids several undesirable implications.  Since very little is known
about this version, we analyze it in detail.
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Devwudfw

Zh suhvhqw qhz uhvxowv rq h{lvwhqfh/ wkh qxpehu ri htxloleuld/ dqg zho0
iduh iru vhdufk0wkhruhwlf prghov ri prqh| wkdw h{whqg wkh olwhudwxuh lq vhy0
hudo zd|v1 Iru h{dpsoh/ zh surylgh uhvxowv iru jhqhudo edujdlqlqj sdudp0
hwhuv zkloh suhylrxv sdshuv frqvlghu rqo| vshfldo fdvhv1 Dovr/ zh suhvhqw
wzr yhuvlrqv ri wkh prgho= lq rqh djhqwv kroglqj prqh| fdqqrw surgxfh/
lq wkh rwkhu wkh| fdq1 Wkh iruphu prgho kdv ehhq xvhg lq hvvhqwldoo| doo
wkh suhylrxv olwhudwxuh/ dowkrxjk wkh odwwhu vhhpv pruh qdwxudo iru vrph
sxusrvhv/ dqg dyrlgv vhyhudo xqghvludeoh lpsolfdwlrqv1 Vlqfh yhu| olwwoh lv
nqrzq derxw wklv yhuvlrq zh dqdo|}h lw lq ghwdlo1

�Zh wkdqn wkh Uhvhdufk Ghsduwphqw dw wkh Ihghudo Uhvhuyh Edqn ri Fohyhodqg iru wkhlu uh0
vhdufk idflolwlhv/ dqg wkh Qdwlrqdo Vflhqfh Irxqgdwlrq iru �qdqfldo vxssruw1 Wkh xvxdo glvfodlphu
dssolhv1
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Figure 1:  Game Tree
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Figure 2a:  Model-K

Figure 2b:  Model-S
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Figure 3a:  Welfare as a function of M

Figure 3b:  Welfare as a function of y (optimal M)
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Figure 4a:  Functions e and f in Model-K with y > 0, Tj = Vj

Figure 4b:  Equilibria as a function of  in Model-K with y > 0, Tj = Vj
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Figure 5a:  Functions e and f in Model-K with y > 0, Tj = 0

Figure 5b:  Equilibria as a function of  in Model-K with y > 0, Tj = 0
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Figure 6a:  Functions e and f in Model-S with y > 0, Tj = Vj

Figure 6b:  Equilibria as a function of  in Model-S with y > 0, Tj = Vj
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Figure 7a:  Functions e and f in Model-S with y > 0, Tj = 0

Figure 7b:  Equilibria as a function of  in Model-S with y > 0, Tj = 0
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 Figure 8a: Welfare as a function of M in Model-S with y > 0, Tj = Vj

Figure 8b: Welfare as a function of M in Model-S with y > 0, Tj = Vj
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Figure 8c: Welfare as a function of M in Model-S with y > 0, Tj = 0

Figure 8d: Welfare as a function of M in Model-S with y > 0, Tj = 0
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Figure 9a: Welfare as a function of M in Model-S, Model-K with Tj = Vj
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Figure 9b: Welfare as a function of M in Model-S, Model-K with Tj = 0
(θθθθ = .5, r = .5, y = .1)
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