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1- All central bankers, IMF and world bank and most academic litterature rely on the Fisher identities to explain monetary policy. Fisher identities are :
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i t  being the effective or monetary rate of interest on bonds, r t  the real rate of interest, a t the rate of inflation.

1 2 3  mean that the monetary rate of interest has to compensate bonds holders for inflation so as to provide them with their required real rate of return.

1 2 3  are thereby the support of the dominant model of monetary policy, the “Inflation targeting model”. 

Monetary policy has always to provide bonds holders with their required rate of return r 0. Thereby the monetary rate has always to be adjusted to inflation. The lower inflation, the lower the effective rate of interest.

Such a model relies on two assumptions:

A1  - The wicksellian notion of a natural rate of interest

A 2 - The component a t  is the just compensation for inflation. Thereby 1 2 3  just “neutralize” the impact of inflation.

In this note I want to address specifically the second assumption. The so-called real rate defined by 2 is meaningless or rather grossly misleading.

Let  D 0 be the money value of the stock of bonds in 0, D1 its value at the end of period 1. 

i being the money rate of interest

D 1 =  D 0  (1+i)          ( 4)

Let P 0, P 1  the price level in 0 and in 1. W 0, W 1 being the real value of the stock of financial bonds.
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    So since                  P 1 = P 0  (1+a)                      (7 )

 W 1     =          
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Let ( be the growth rate of real wealth

W 1     =  W 0   (1+()                                                             ( 9)

· accounts for the true real rate of interest, thereby :
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or :
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which means :

I/         (>0    if i>a

II/     
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4- The true “real rate” if such a notion has a sense is inferior to the Fisherian measure for any positive rate of inflation

 Now let assume that bonds holders target ( 0 but that the Central Bank relies on the Fisherian rule.
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       i-a = ( 0  (1+a)                                             (13)

        i = ( 0  (1+a) +a                                          (14)

or

         i =( 0  + a (1+( 0)                                       (15)

Bonds holders are not only compensated for inflation, they are endowed with an inflation windfall gain. The Fisherian rule would allow bonds holders to benefit from a true inflation tax. For a given r  targeted by the Central Bank the greater is a , the greater is the inflation subsidy to bonds holders. 

Thereby the Fisherian real rate being not real at all, the Fisherian identity cannot be used as a monetary policy tool. It cannot be used for instance to sustain that real rates are too low, which would justify higher monetary rates of interest.

At last, the very notion of a targeted natural rate is of course to be discussed.

The critique of the Fisherian rule had already been addressed by Augusto Graziani in Studi Economici (1983). Since there has been some widespread agreement on the Fisherian rule. this new demonstration should be indeed extended.

The analysis relies of course of bonds yields  net of taxation. I shall address the role of taxation in a forthcoming study, just to attain a sensible interpretation of monetary policy.

The very notion of an operational and positive real rate of interest has been criticized by a paper by Warren Mosler and Randall Wray.
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