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Abstract: This paper aims at providing an analytical narrative of the way institutions like money and the State emerge simultaneously. We consider a strategic market game with public good. To start with, all the commodities are treated simultaneously, and there is no money. The production and allocation of the public good is delegated to a politician who has the right to raise taxes in order to finance the production of the public good. The political dilemma faced by the society is to ensure that the body to which the power of collecting taxes and producing the public good is delegated does not use it for its own interests.We show that this ``fundamental dilemma'' (\cite{agt08}) is partly resolved by the control of the politicians (say, through elections). As a consequence, along an equilibrium path, on the long run, the politician on power does indeed purchase inputs with the collected taxes in order to produce some positive amount of the public good. This can be interpreted as exhibiting the emergence of the State. Equivalently, the specific item in which taxes are labelled becomes the universal medium of exchange. We therefore conclude that the emergence of the State and that of money are concomitant. 

