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We estimate a money demand function using US data from 1980 onward, including

the period of near-zero interest rates. The substantial increase in the money-income ratio during
the period of near-zero interest rates is captured well by the money demand function in log-log
form, but not by that in semi-log form. Our result is the opposite of the result obtained by Ireland

(2009), who, using data up until 2006, found that the semi-log specification performs better. The
difference in the result from Ireland (2009) mainly stems from the difference in the observation
period employed: our observation period contains 24 quarters with interest rates below 1 percent,
while Ireland®s (2009) observation period contains only three quarters. We also find that the
welfare cost of inflation is small: the welfare cost of 2 percent inflation is only 0.04 percent of
national income, which is of a similar magnitude as the estimate obtained by Ireland (2009) but
smaller than the estimate by Lucas (2000).
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