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INTERTEMPORAL SUBSTITUTION AND THE ROLE 
OF MONETARY POLICY: POLICY IRRELEVANCE 

ONCE AGAIN 

Dennis W .  Jansen*  

Federa l  Reserve Bank of S t .  Louis 

*Texas A&M Univers i ty  and Federal  Reserve Bank of S t .  Louis 

Abs t rac t :  Recent ly Marini (1985) demonstrates t h a t  a  po l icy  
r u l e  with p ropor t iona l  feedback t o  t h e  c u r r e n t  money s tock  
from dis turbances  dated t-2 o r  f u r t h e r  i n  the  p a s t  w i l l  be 
e f f e c t i v e  a t  s t a b i l i z i n g  ou tpu t  i n  Ba r ro ' s  (1976) model. This  
paper ques t ions  t h e  robustness  and l o g i c a l  cons is tency  of M a r i n i ' s  
r e s u l t .  I t  demonstrates t h a t  Mar in i ' s  c laim i s  overturned when 
t h e  lengkh of p r i v a t e  a g e n t s ' s  horizons does n o t  f a l l  s h o r t  of 
t he  l eng th  of t he  l a g s  i n  t h e  feedback r u l e ,  s o  t h a t  p r i v a t e  
agen t s  c o r r e c t l y  i nco rpora t e  knowledge of the  weal th they w i l l  
r e ce ive  from f u t u r e  t r a n s f e r s  i n t o  t h e i r  dec i s ion  ca l cu lus .  
Marini assumes t h a t  p r i v a t e  agents  ignore  a  fo re seeab le  source  
of change i n  f u t u r e  money balances.  This  ques t ionable  f e a t u r e  
of h i s  a n a l y s i s  i s  c r u c i a l  t o  the  po l i cy  e f f e c t i v e n e s s  r e s u l t s  
he ob ta ins .  
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and Dan Thornton f o r  t h e i r  c a r e f u l  reading and commentary on 
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Views and opinions expressed i n  t h i s  paper a r e  those  of t he  a u t h o r  
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of S t .  Louis o r  t he  Federa l  Reserve System. 
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