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Interest Rates and Inflation:
An Empirical Analysis of the Fisher Effect

LIU Kang-bing,Shen Pu,LI Da

(School of Economics y Fudan University , Shanghai 200433, China)

Abstract: This paper makes an empirical research on the Fisher effect in China by means
of the moden time series technigues plus the relevant statistics from China over the years from
1979 to 2000. The empirical evidence demonstrates that both the long-run and short-run Fisher
effect co-exists in this period. As a result, whether it is in the long-run or in the short-run,
changes in nominal interest rates primarily reflect fluctuations in expected inflation rather than
in the real rates of interest. This suggests a need for caution in using the level of nominal inter-
est rates as indicators of the tightness of monetary policy. In policy, this can be viewed as a re-
gulation that the government adjusts interest rates in order to control inflation. Thereby our
study may have potential application value in determining and computing the future adjustment
range of nominal interest rates.

Key words: Fisher’Paradox;interest rates;inflation; time series techniques
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