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Monetary policy has significant but overlooked effects on entry and exit of firms. We study optimal
monetary stabilization policy in a DSGE model with microfounded money demand and endogenous
firm entry. Due to a congestion externality affecting firm entry, the optimal policy deviates from the
Friedman rule in all states even though all prices are fully flexible. In contrast to previous Ramsey model
with flexible price, our calibration exercises suggest that the model can generate a high volatility of the
nominal interest rate which is a direct consequence of policy actions to control entry.
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