
160 Chapter 4 

We therefore have derived the following set of results: (1) Money can 

have positive value. (2) If money is valued, the introduction of money allows 
for new trades. (3) Assuming that the economy reaches steady state (an 

issue we will defer until chapter 5), the introduction of money can lead to 

a Pareto optimal allocation of resources across generations. These are 

striking results, especially the third. Before discussing them, we examine 
how they are affected when goods are nonperishable and when the stock 

nominal money grows over time. 

Money in an Economy with Storage 

Suppose now that goods can be stored and that the rate of return from 
storage is r> 

r is greater or less than n. 

ltris negative, or positive but less than n (i.e., if storage is not too 
productive), the individual can in the absence of money choose any point 
on AG in igure 4.3 that has slope -(1 +). But the social possibility 
frontier is still given by AE, with slope - (1 + n), which lies above AG. By 

an argument similar to that used earlier, the barter economy equilibrium is 

still not a Pareto optimum. If a fixed amount of money H is introduced and 

is valued, it will in steady state have a rate of retum of n. Individuals will 
be able to achieve point C, and the economy will achieve a Pareto optimum. 
Storage will not be used in the monetary equilibrium. The results are 
therefore similar to those obtained when goods are perishable. 

1. There are two cases to consider depending on whether 
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Figure 4.3 

Equilibrium with storage 
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