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The Interest Rate Fallacy

“ As an empirical matter, low interest rates are a sign that monetary 
policy has been tight - in the sense that the quantity of money has 
grown slowly; high interest rates are a sign that monetary policy 
has been easy - in the sense that the quantity of money has grown 
rapidly. The broadest facts of experience run in precisely the 
opposite direction from that which the financial community and 
academic economists have all generally taken for granted.

Milton Friedman
Presidential Address; American Economic Association
December 29, 1967
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The Interest Rate Fallacy

“ Indeed, confusing low nominal interest rates with monetary ease 
was the source of major problems in the 1930s, and it has perhaps 
been a problem in Japan in recent years as well. The real short-term 
interest rate, another candidate measure of policy stance, is also 
imperfect, because it mixes monetary and real influences, such as 
the rate of productivity growth.

Ben Bernanke
FRBDallas Conference on the Legacy of Milton and Rose Friedman's Free to Choose
October 24, 2003
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The Interest Rate Fallacy

“ We have in the past seen sort of false dawns, periods in which we 
thought growth would speed, pick up, and the labor market would 
improve more quickly, and later events have proven those hopes to 
be unfortunately overoptimistic.

Janet Yellen 
FEDERAL RESERVE’S SECOND MONETARY POLICY REPORT FOR 2014
July 15, 2014
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The Interest Rate Fallacy

“ But when we see diminished labor force participation among 
prime-age men and women, that suggests something that is not 
just demographic. And so my personal view is that a portion of the 
decline in labor force participation we have seen is a kind of hidden 
slack or unemployment.

Janet Yellen 
FEDERAL RESERVE’S SECOND MONETARY POLICY REPORT FOR 2014
July 15, 2014
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The Interest Rate Fallacy

“ The imperfect reliability of money growth as an indicator of 
monetary policy is unfortunate, because we don't really have 
anything satisfactory to replace it. 

Ben Bernanke
FRBDallas Conference on the Legacy of Milton and Rose Friedman's Free to Choose
October 24, 2003
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