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On the monetary model with temptation and self control
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In this study, | constructed a search theoretic model of money with
temptation an self-control. In each period, agents are tempted to spend all their money by the end
of the period, and they suffer from the forgone utility that could have been obtained by adopting
the tempting choice. 1 found that the Friedman rule of setting the monetary policy to zero may not
be optimal monetary policy rule. A positive nominal interest rate improves welfare because it
reduces the real money balances and renders the temptation less attractive. The deviation from the
rule also generates the welfare distortion, but its first order effect is zero around the rule. 1
performed the numerical analysis and found that the welfare gained by deviating from the rule is
equivalent to 0.67% of consumption.
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