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Permanent Income Theory of Consumption implies small multiplier. This makes fiscal policy ineffective

Money supply does have a positive effect on employment and production in the short run because of money illusion. Indeed, Friedman argued, the Great Depression was probably caused by a sharp reduction in money supply by the US central bank, the Fed.

But there are lags that make monetary policy ineffective. Monetary policy should follow simple rules and not try to adjust to shifting economic situations. (In particular, if an economy’s GDP normally grows at the rate of 3.5% per year, then its central bank should increase the quantity of money at the same rate every year. This will keep prices stable over the long run.)
In the long run there is no tradeoff between inflation and unemployment.
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