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Appendix B

In this Appendix we show that the solutions with price contracts and flexible
wages are the same as those with wage and price contracts for all variables except
the nominal wages,, as can be confirmed by comparing Table 4 with Table 3. With
price contracts and flexible wage the wage and price equations are
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Suppose the solution for L takes the form given in equation (7'4.1). To find ® we
substitute the production and wage equations into the price equation, and collect
terms:
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Substituting in the conjectured form for L in equation (7'4.1) in Table 4 yields
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If equation (B.2) is to hold ® must take on the value given by equation (74.3). Note
that (g, Q10, and @ are identical to @2, ()3, and = respectively except that &; is
replaced by ¢; for j =U,V, X, and Z.

To find the ¢; and P we substitute the rule equation into the demand equation:
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Imposing the restriction that P;; = P and eliminating Y, W, M, and Y* using

the production, wage, and money equations, and the solution for Y* implied by the
solution for L* in equation (7'1.1), respectively, and collecting terms yield
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Table 4: Price Contracts and Flexible Wages
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where In€ (Q11) is given by equation (7'4.10). If equation (B.4) is to hold for all
U,V,X, and Z, the ¢; and P must take on the values given in equations (7'4.2) and
(T'4.8), respectively. The solution for W is found by substituting the solutions for
L and P given by equations (7'4.1) and (7'4.8), respectively, and the solution for Y
implied by the solution for L in equation (7'4.1) into the wage equation (74.10).
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