Money, Nominal Bonds and Taxation*

Alessandro Marchesiani' Pietro Senesit

February 28, 2006

Abstract

This paper studies the coexistence of money and risk-free assets
in an economy with trading frictions and preference shocks. It is
shown that nominal bonds help to reduce the inefficiency generated
from the fact that some agents are cash constrained while others hold
idle money. This reduction does not prevent trade efficiency in the
good market and its magnitude crucially depends on the distribution
of buyers and sellers.
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