
Author’s Accepted Manuscript

Interest rates and prices in an inventory model of
money with credit

Michael Dotsey, Pablo A. Guerron-Quintana

PII: S0304-3932(16)30078-2
DOI: http://dx.doi.org/10.1016/j.jmoneco.2016.08.006
Reference: MONEC2874

To appear in: Journal of Monetary Economics

Received date: 7 February 2014
Revised date: 19 August 2016
Accepted date: 19 August 2016

Cite this article as: Michael Dotsey and Pablo A. Guerron-Quintana, Interest rates
and prices in an inventory model of money with credit, Journal of Monetary
Economics, http://dx.doi.org/10.1016/j.jmoneco.2016.08.006

This is a PDF file of an unedited manuscript that has been accepted for
publication. As a service to our customers we are providing this early version of
the manuscript. The manuscript will undergo copyediting, typesetting, and
review of the resulting galley proof before it is published in its final citable form.
Please note that during the production process errors may be discovered which
could affect the content, and all legal disclaimers that apply to the journal pertain.

www.elsevier.com/locate/jme

http://www.elsevier.com/locate/jme
http://dx.doi.org/10.1016/j.jmoneco.2016.08.006
http://dx.doi.org/10.1016/j.jmoneco.2016.08.006


Interest Rates and Prices in an Inventory Model of Money

with Credit∗

Michael Dotsey† Pablo A. Guerron-Quintana‡

September 3, 2016

Abstract

Using a segmented market model that includes state-dependent asset market decisions along1

with access to credit, we analyze the impact that transactions credit has on interest rates and2

prices. The availability of credit allows agents to significantly smooth consumption, reduce3

the movements in velocity, prices become quite flexible and liquidity effects are dampened.4

As credit costs decline in the model so does the effectiveness of monetary policy. We also5

investigate the recessionary consequences of a shock to the cost of credit, and find that the6

model’s predictions align well with the empirical evidence.7
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