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Always A Temporary…
This opening fragment hints at Friedman's central philosophy regarding the transient effects of
monetary policy interventions and the importance of understanding their limits. Milton Friedman, one
of the most influential economists of the 20th century, profoundly shaped modern monetary theory
with his insights into how central banks influence economic activity, inflation, and unemployment. His
assertion underscores the idea that policies aimed at manipulating economic variables often produce
temporary results before market forces and expectations adjust, leaving policymakers to continually
adapt their strategies. This article explores Friedman's perspectives on monetary policy, emphasizing
the transient nature of its effects, and discusses the implications for policymakers, economists, and
the broader economy.

Understanding Friedman's View on Monetary Policy

The Foundations of Friedman's Monetary Philosophy

Milton Friedman challenged the Keynesian paradigm that dominated economic thinking during the
mid-20th century. While Keynes emphasized active fiscal policy to manage economic fluctuations,
Friedman argued that monetary policy played a more critical and sustainable role in influencing
economic outcomes. His views are rooted in the concept of the Quantity Theory of Money, which
states that changes in the money supply have a direct and proportional effect on the price level.

Key principles underpinning Friedman's monetary philosophy include:

Money Supply as a Primary Driver: The idea that variations in the money supply are the main
cause of economic fluctuations.

Natural Rate of Unemployment: The belief that there is a specific rate of unemployment
consistent with stable inflation, which monetary policy cannot permanently alter.

Expectations and Rationality: The importance of expectations in shaping the effectiveness of
policy interventions.



Friedman contended that attempts to push unemployment below its natural rate through
expansionary monetary policy would only lead to accelerating inflation, not sustained employment
gains.

The Temporary Effects of Monetary Policy

The core of Friedman's assertion, "There is always a temporary," refers to the limited duration of the
impacts that monetary policy can have on real economic variables, such as output and employment.
According to Friedman:

"Monetary policy can influence real variables only in the short run. In the long run, the
effects dissipate, and the economy returns to its natural state."

This statement encapsulates the idea that:

- Short-term Gains: Central banks might temporarily stimulate output or reduce unemployment by
increasing the money supply.
- Long-term Neutrality: Over time, these effects fade, and the economy's level of output and
employment revert to their natural or equilibrium levels, dictated by real factors like technology and
preferences.
- Inflationary Consequences: Persistent expansion of the money supply leads to rising inflation, which
erodes the real value of money and can destabilize the economy.

Understanding this temporality is crucial for policymakers to avoid the misconception that monetary
policy can be used to permanently alter the economy's fundamental characteristics.

The Phillips Curve and Its Limitations

Original Concept of the Phillips Curve

The Phillips curve illustrated an inverse relationship between inflation and unemployment, suggesting
that policymakers could trade off one for the other. In the short run, a reduction in unemployment
might be achieved via expansionary monetary policy, but at the cost of higher inflation.

Friedman's Critique and the Expectations-Augmented Phillips
Curve

Friedman challenged this view by introducing the role of expectations, leading to the expectations-
augmented Phillips curve:



In the short run, there may be a trade-off between inflation and unemployment.

In the long run, expectations adjust, and the trade-off disappears.

Persistent attempts to exploit this trade-off result in accelerating inflation without reducing
unemployment sustainably.

This critique explains why efforts to maintain artificially low unemployment through monetary
expansion ultimately lead to higher inflation, aligning with Friedman's assertion about the temporary
effects.

Monetary Policy in Practice: The Short-Run vs. Long-
Run Perspective

The Short-Run Effects of Expansionary Monetary Policy

When a central bank increases the money supply—through lower interest rates, asset purchases, or
other mechanisms—it often results in:

Lower borrowing costs for consumers and businesses.1.

Increased spending and investment.2.

Higher output and employment levels.3.

These effects are generally observed within months and are considered temporary because:

- Expectations of future inflation may begin to rise.
- Financial markets adjust, diminishing the initial stimulus.
- Real resource constraints limit the duration of expansion.

The Long-Run Neutrality of Money

Over the longer horizon, the economy adjusts:

- Wages, prices, and inflation expectations align with monetary expansion.
- The real economy reverts to its natural level of output and employment.
- The initial boost becomes embedded in higher inflation, not real growth.

Friedman emphasized that attempts to permanently lower unemployment below its natural rate by



monetary means are futile and merely cause inflation to spiral.

Implications for Policymakers

The Importance of Expectations and Credibility

Friedman's insights highlight that:

- Policymakers should focus on stable, predictable monetary policy to anchor expectations.
- Sudden or unpredictable changes can lead to increased inflation expectations, neutralizing short-
term gains.
- Credible commitment to low inflation helps sustain economic stability.

The Limitations of Monetary Policy

Given the temporary nature of its effects, Friedman's view recommends:

Using monetary policy primarily for controlling inflation, not for fine-tuning employment.

Recognizing the natural rate of unemployment and avoiding policies that attempt to lower it
artificially.

Prioritizing long-term stability over short-term economic fluctuations.

Modern Perspectives and Continued Relevance

Empirical Evidence and Policy Debates

Many empirical studies support Friedman's assertion that monetary policy has limited long-term
effects on real variables. Nonetheless, debates persist about:

- The ability of unconventional monetary policies (like quantitative easing) to impact the economy.
- The role of expectations in the effectiveness of policy interventions.

Lessons for the 21st Century Economy



In light of Friedman's principles:

- Central banks should be cautious about over-reliance on monetary expansion.
- Clear communication and commitment to inflation targets are vital.
- Recognizing the temporary nature of policy effects helps prevent inflationary spirals.

Conclusion

Milton Friedman's famous assertion that "there is always a temporary" effect of monetary policy
encapsulates a fundamental truth about economic interventions: their influence is inherently fleeting
unless supported by structural changes in the economy. Recognizing the limits of monetary policy’s
effectiveness is crucial for designing sustainable economic strategies, maintaining inflation
expectations, and achieving long-term stability. Friedman's insights continue to resonate today,
guiding policymakers to adopt disciplined, credible, and expectation-aware approaches that prioritize
long-term economic health over short-term gains. Understanding this temporality ensures that
monetary policy remains a tool for stability rather than a source of inflationary volatility, aligning with
Friedman's enduring vision of a stable and predictable monetary environment.

Frequently Asked Questions

What is the main argument Milton Friedman presents in his
essay 'The Role Of Monetary Policy'?
Friedman argues that monetary policy has a limited and temporary effect on real economic activity,
emphasizing that its primary influence is on the price level rather than output in the long run.

What does Friedman mean when he states, 'There is always a
temporary...' in his essay?
He refers to the idea that any effects of monetary policy on real output or employment are only
temporary, with long-term impacts primarily affecting inflation rather than real variables.

How does Friedman’s view challenge the Keynesian
perspective on monetary policy?
Friedman challenges the Keynesian view by asserting that monetary policy cannot sustainably
influence real economic variables like output and employment in the long run, only affecting inflation,
whereas Keynesians believed it could impact real growth more permanently.

According to Friedman, what is the primary long-term effect
of expansionary monetary policy?
The primary long-term effect is an increase in the price level (inflation), rather than a sustained rise in
real economic output or employment.



Why does Friedman emphasize the temporary nature of
monetary policy effects?
Because he believes that once expectations adjust, the economy reverts to its natural state,
rendering the temporary effects of monetary policy on real variables ineffective in the long run.

In what way does Friedman suggest policymakers should
approach monetary policy?
He advocates for a steady, predictable monetary policy focused on controlling inflation rather than
trying to stimulate short-term economic fluctuations, as efforts to do so are ultimately temporary.

How does Friedman's perspective influence modern monetary
policy debates?
His emphasis on the long-term neutrality of money and the importance of controlling inflation has
shaped policies that prioritize stable prices over short-term stimulus measures, influencing central
bank strategies worldwide.

What is the significance of the phrase 'There is always a
temporary...' in understanding Friedman's critique of active
monetary policy?
It highlights his belief that active attempts to manipulate the economy through monetary policy can
only produce temporary effects on real variables, and that such policies may lead to unintended
consequences like inflation if not managed carefully.

Additional Resources
"The Role of Monetary Policy" by Milton Friedman: An In-Depth Analysis

Milton Friedman’s essay “The Role of Monetary Policy” remains one of the most influential works in
economic thought, offering profound insights into how central banks influence economic activity,
inflation, and unemployment. At the core of Friedman’s analysis is his assertion that there is always a
temporary aspect to monetary policy effects, emphasizing the importance of understanding the time
lag and the transient nature of policy impacts. In this comprehensive review, we will explore
Friedman’s key arguments, dissect his views on monetary policy’s effectiveness, and analyze the
enduring relevance of his insights.

---

Understanding the Central Thesis: The Temporary



Nature of Monetary Policy Effects

Friedman’s statement that "there is always a temporary" underscores a fundamental principle: the
effects of monetary policy are inherently short-lived or delayed, and their impact on real economic
variables like output and employment cannot be sustained indefinitely without leading to unintended
consequences such as inflation.

The Concept of Transitory Effects

- Short-Run vs. Long-Run Impact: Friedman distinguished between the immediate, short-term effects
of monetary policy and its long-term consequences. While expansionary policies may boost output
temporarily, they do not produce sustained gains without causing inflation.
- Time Lags: A core aspect Friedman highlights is the existence of lags between policy
implementation and observable effects, which vary depending on the policy tools used and the
economic environment.

The Role of Expectations

- Adaptive Expectations: Friedman emphasized that economic agents form expectations based on
past experiences, which influence how they respond to monetary policy.
- Rational Expectations: Later developments in economics built upon Friedman’s insights, suggesting
that when agents anticipate future policy moves, the effectiveness of monetary policy diminishes or
becomes purely transitory.

Implication for Policymakers

- Limited Long-Term Influence: Friedman argued that monetary policy could influence real variables
only in the short run, while in the long run, it primarily affects the price level.
- Policy Dilemmas: Recognizing the temporary nature of the effects leads to the conclusion that trying
to fine-tune the economy through persistent monetary interventions is both futile and potentially
harmful.

---

Historical Context and Milestones in Friedman’s
Thought

Friedman’s ideas on the temporary effects of monetary policy emerged as a critique of Keynesian
policies prevalent during his time, which often relied on active government intervention to stabilize
the economy.

The Monetarist Revolution

- Core Principles: Friedman championed the idea that “money supply rules” should guide policy,
emphasizing control over the growth of the money supply rather than discretionary interventions.
- Critique of Keynesianism: He argued that Keynesian policies often led to “stagflation” (simultaneous
inflation and unemployment), which traditional Keynesian models struggled to explain.



The Quantity Theory of Money

- Reaffirmation: Friedman’s version of the quantity theory stressed that changes in the money supply
directly influence the price level and inflation over the long run.
- Implication: This reinforced his view that monetary policy’s effects on real output are only temporary
and that sustainable control over inflation requires stable money growth.

---

The Mechanics of Temporary Effects: How Monetary
Policy Works

To understand why Friedman believed effects are always temporary, it is crucial to analyze the
mechanisms through which monetary policy influences the economy.

Transmission Channels

1. Interest Rate Channel: Changes in the money supply influence interest rates, affecting borrowing
and investment.
2. Asset Price Channel: Monetary policy impacts the valuation of assets, influencing wealth and
consumption.
3. Exchange Rate Channel: Adjustments in the money supply can alter exchange rates, affecting
exports and imports.

Dynamics of Policy Impact

- Immediate Response: When a central bank increases the money supply, interest rates tend to fall,
encouraging borrowing and spending.
- Short-Term Boost: This can lead to increased employment and output, but only temporarily.
- Expectations Adjustment: As agents anticipate future inflation or monetary policy moves, their
expectations adjust, diminishing the policy’s effectiveness over time.

The Phillips Curve and Its Limitations

Friedman challenged the Phillips Curve’s view of a stable trade-off between inflation and
unemployment, arguing that:

- In the short run, expansionary monetary policy can reduce unemployment.
- In the long run, this trade-off disappears, and attempts to exploit it only lead to higher inflation
without reducing unemployment permanently.

---

Policy Implications and Recommendations

Friedman’s analysis leads to significant policy implications, especially regarding the use of monetary



policy as a stabilization tool.

The Case for a Steady Money Growth Rule

- Stability Over Discretion: Friedman advocated for a fixed growth rate of the money supply, removing
the uncertainty associated with discretionary policies.
- Predictability: A constant growth rule would allow economic agents to better anticipate future
conditions, reducing volatility.

Limitations of Active Monetary Policy

- Temporary Effects: As Friedman notes, the effects are inherently transient, making active attempts
at stabilization misguided.
- Potential for Instability: Frequent interventions can lead to “policy-induced fluctuations,”
exacerbating economic instability.

Emphasis on Long-Run Goals

- Inflation Control: The primary goal should be stable, predictable inflation.
- Real Variables: Recognize that monetary policy cannot sustainably influence real variables like
output or employment.

---

Friedman’s Legacy and Contemporary Relevance

More than half a century after Friedman’s essay, his insights remain highly relevant in modern
monetary policy debates.

Modern Monetary Policy: Lessons from Friedman

- Quantitative Easing and Unconventional Tools: Recent policies highlight the importance of
understanding temporary effects and expectations.
- Central Bank Credibility: Maintaining consistent, predictable policies aligns with Friedman’s
recommendation for a rule-based approach.

Criticisms and Ongoing Debates

- Zero Lower Bound: Some argue that in certain situations, discretionary easing can be beneficial
despite the temporary effects.
- Financial Stability: Critics believe that a strict rule-based approach might overlook financial system
risks.

The Enduring Significance

Friedman’s emphasis on the temporary nature of monetary policy effects has influenced central bank
strategies worldwide, guiding efforts to anchor inflation expectations and avoid overreliance on short-
term interventions.



---

Conclusion: Embracing the Transitory Nature of
Monetary Policy

Milton Friedman’s assertion that "there is always a temporary" encapsulates a core truth about
monetary policy: its effects are inherently limited in duration and scope. Recognizing this transitory
nature is crucial for designing effective and sustainable economic policies. Rather than attempting to
fine-tune the economy through active interventions, Friedman advocates for stable, predictable
monetary growth and a focus on long-term price stability.

His work challenges policymakers to resist the temptation of short-term fixes and instead develop
strategies rooted in economic principles that acknowledge the temporary impact of monetary actions.
As modern economies grapple with inflation, financial crises, and unconventional policies, Friedman’s
insights serve as a vital reminder: understanding the transient effects of monetary policy is essential
to fostering long-term stability and growth.

---

In summary, Friedman’s “The Role of Monetary Policy” provides a nuanced, deeply insightful
perspective on the limits and potentials of monetary interventions. His recognition that effects are
always, at best, temporary underscores the importance of disciplined, rule-based approaches to
monetary policy—an enduring lesson for economists and policymakers alike.
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