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In the fall of 2001, Cyril Monnet and Warren Weber published an article in the Federal Reserve Bank of Minneapolis Quarterly Review that compared two popular contradictory viewpoints about money and interest rates. In their review, they discussed the how each viewpoint was correct, under their own context. Further, they also created a model that could reconcile the two popular theories. 

The first viewpoint Monnet and Weber discussed was the Liquidity Effect Theory. This theory discussed how Central Banks attempt to target interest rates by monitoring and effecting money supply. Under the Liquidity Effect Theory, Central Banks will increase money supply in order to reduce interest rates. This negatively correlated theory assumes and relates interest rate theory on the basis of opportunity cost of holding money 

The second theory discussed was called the Fisher Equation Model. This model states that in order to get an interest rate increase, Central Banks must increase money supply. This theory incorporates the expectation of inflation. It assumes that if expected inflation is high, money supply has to increase. Therefore, according to this positively correlated theory, interest rates would consequently increase. 

With two contradictory views that relate to popular monetary theory, Monnet and Weber came up with a model to reconcile the models. Their model incorporates short and long term inflation expectations. By breaking up long and short-term inflationary expectations, Monnet and Weber were able to come up with empirical data that supported their hypothesis. In their model, if there is an increase in expected current monetary growth and the expected future monetary growth remains unchanged, it will cause interest rates to decrease. However, if there is an expected increase in future monetary growth (disregarding short term expectations), the results will represent an increase in the interest rate. 

In conclusion, Monnet and Weber explain how their theory is truly based on surprise. If there were a surprise in the direction of expected short-term inflation, which does not effect long-term inflation expectations, the interest rate would move in the opposite direction. But, if that surprise shift moves toward a more long-term outlook, the interest rate would move in the same direction.  

