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Abstract

The paper introduces habit persistence in consumption decisions in an infinitely—
lived agents monetary model with a cash-in—advance constraint. We first show
that strong enough habit persistence yields indeterminate equilibria. We then
check the robustness of this result against alternative specifications, among which
the introduction of other assets to escape the inflation tax. We however show
that real indeterminacy is not per se sufficient to obtain an empirically relevant
representation of the effects of monetary policy. The form of the beliefs matters.
Money may be neutral when agents do not trust in money, whereas the monetary
transmission mechanism is retrieved when beliefs are positively correlated with
money supply shock. In the latter case, the model is also capable of generating
a liquidity effect.

Keywords: Habit persistence, cash—in—advance, monetary transmission mecha-
nism, beliefs, real indeterminacy, price stickiness, liquidity effect.

JEL Class.: E21, E32, E4

*Corresponding author: GREMAQ-Université de Toulouse I, manufacture des Tabacs, bat. F, 21
allée de Brienne, 31000 Toulouse. email: patrick.feveQuniv-tlsel.fr

tWe would like to thank D. Andolfato, P. Beaudry, J.P. Benassy, S. Bosi, F. de Fiore, X. Fairise,
R. Farmer, M. Guillard, P.Y. Hénin, J. J. Laffont, F. Langot, D. Laskar and G. Saint-Paul for
helpful comments and discussions. This paper also benefited from discussions during presentations at
Cepremap seminar, T2M conference (Nanterre, 2000), French—-British Workshop on Macroeconomics
(Paris, 2000) and Toulouse seminar (2001). The traditional disclaimer applies.



