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[1]. FTPL (fiscal theory of the price level): ¥R &t D Hij iz

Christopher Sims [2013] abstract, on p.563.

“Drastic changes in central bank operations and monetary
institutions in recent years have made previously standard
approaches to explaining the determination of the price level
obsolete. Recent expansions of central bank balance sheets and of
the levels of rich-country sovereign debt, as well as the evolving
political economy of the European Monetary Union, have made it
clear that fiscal policy and monetary policy are intertwined. Out
thinking and teaching about inflation, monetary policy, and fiscal
policy should be based on models that recognize fiscal-monetary
interactions.”

The literature on the fiscal theory of the price level (FTPL) integrates
discussion of monetary and fiscal policy, recognizing that fiscal
policy can be a determinant or even the sole determinant, of the
price level.
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level, a choice of {M,, B,, s,} such that (1) and (2) hold.




Conventional treatments of monetary policy

 Conventional treatments of monetary policy specify that
the taxing authorities simply adjust surpluses s,,. ex post to
validate any price level chosen by monetary authorities
through (2), thus assuming away any force for (1).
Monetary policy needs an appropriate fiscal backing. We
are here to think about what happens when (1) exerts
more force on the price level. This change may happen by
force, when debt, deficits and distorting taxes become large
so the Treasury is unable or refuses to follow, Then (1)
determines the price level, monetary policy must follow the
fiscal lead and “passively” adjust M to satisfy (2). This
change may also happen by choice; monetary policies may
be deliberately passive, in which case there is nothing for
the Treasury to follow and (1) determines the price level.



contrasting with many classic monetary
doctrines

e The government-debt valuation Eq.(1) influences the price
level in some unusual ways, that contrast with many classic
monetary doctrines.

 First, except for the seigniorage term (i,M,/P,), there is no
difference between money and bonds in (1), so open
market operations have no effects on the price level.

e Second, only government money and debt matter for the
price level. People can generate arbitrary inside claims M’
with no inflationary pressure, and the government need
not control such claims — ban banknotes, require reserves,
etc. — in order to control the price level.
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e Third, the government can follow a real-bills doctrine: If the
government issues money M or debt B in exchange for
assets of equal value, which can retire that debt in time, no
inflation results. The price level also remains determinate
with an interest-rate peg, or other “passive money” policies.

e All of these policies are normally considered sins, since
they leave the split between M and B indeterminate.
Instead, here they are ways of implementing the “passive”
monetary policy that should accompany fiscal price-level
determinations. The fact that central banks so often pursue
such policies, and inflation does not result, is one of the
best empirical observations in favor of fiscal price-level
determination.



From Cochrane [2005]

| want to start by dispelling that view. There reallyisn't a “fiscal theory.” There really is only one, very
conventional theory, monetary —fiscal policy coordination. You do not have to believe in exogenous
surpluses, weird off-equilibrium threats and so forth. Every model includes some equation describing
monetary affairs, such as a money demand function or an interest rate rule, and the valuation equation
for government debt,

oo

Nominal Debt, z Real primary surplus ;

Price level, Discount rate; ;. ;

j=0
(Nominal debt is the market value of debt. This is a valuation equation, an equilibrium condition, not a

budget constraint.) The “fiscal theory” just consists of thinking a bit harder how this equation works,

Eric Leeper’s fiscal and monetary “regimes” were brilliant thought experiments, and they helped many
including myself to think through the issues clearly. But the “regimes” are observationally equivalent for
equilibrium macroeconomic time series. That's a theorem?”. There is no point at all in testing for
monetary vs. fiscal regimes. And any distinction that is observationally equivalent must be meaningless.
So there is no separate fiscal theory. There is only one theory, the theory of monetary-fiscal policy
coordination.
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/D LmaniacZEa A2k ? from Sims[1987, p.13]——There may be some
policy issues where the simple rational expectations policy analysis
paradigm — treating policy as given by a rule with deterministic
parameters, which are to be changed once and for all, with no one
knowing beforehand that the change may occur and no one doubting
afterward that the change is permanent —is a useful approximate
simplifying assumption. To the extent that the rational expectations
literature has led us to suppose that all “real” policy change must fit into
this internally inconsistent mold, it has led us onto sterile ground.
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 The key reason serious inflat

11a, 57].

ion often

accompanies serious economic difficulties is
straightforward: Inflation is a form of sovereign

default. Paying off bonds wit

h currency that is

worth half as much as it used to be is like
defaulting on half the debt. And sovereign default
happens not in boom times but when economies

and governments are in trou
e Most analysts today — even t

ole.
nose who do worry

about inflation — ignore the direct link between

debt, looming deficits, and inflation.




mild inflations vs. hyperinflation: £2>& %5 LU scenariold ?

Eu‘%l:la EAIEIZED T TpDIKEZMBIE ITEHELDLDEEF
BRERDITENREST Do —— —DNERIZEALTHEAFIC
TEHEIIRENS,

FIZR-00K, TROITRAINDHGF - FERIDNKESGIKEIZRT-
I AV ITUVICKDRAB RIS (T T~ &LVD
scenario[XHEIE ? $HHUVMIE. AllDscenariozBZBZHDHENH S,

P o<YEITY Hmild inflation THAIX ., ETHARMNRAGY., £
DEDEF ERZOEZENBEAEILT HL. BUSHICEEAEDE
MBEY PTG L(CNDIUILEMIRT SH? ), ——LVDETE
BTLEL - 2?2 —— Y 32AT ? 5x1&[Zhyperinflation ?
(——coLVS 7 At X Ddiscount rateZx ESF Hhv = = ELNSFT=7E
RETFRRELEIFTH?)




[6]. “Abenomics”

RIS DONWTRI=EZ T THREDRRE - M ILIEKESCRZZA 5 - - | A5
LU BRALWNANS: -,

young. &Y lFyoung richlZ&> Tl . “Abenomics” 7 — A [X K& 2

(D HMaIE 9 5%, W, TEEAEITIIEWLSBRA, REA IO FDZ 5F
TOHROER, ——CD:EBIRZEEMICHIFIT DL OLTBUEREERDL
LVeos g — T2 AT EEFOMMIEBIHFIDEA, £o&b, CHIZLSWH L
FDELGEHHEIFA VIR BAETED R Lz AbsE SN ELNG
LY,

Q) ZENFETOMBBERELTIE. A1VITFBELED=HDELDEFFILELT-.
BA=bDHEHRADFRICERIT OIBFXHEELT 5, ——F 20X

(3) AL REBR (X KEL, IBRDFEREFZRDEVDIOTELDERYRKRE. /1D
Ve REFEEHL, SoGAEREEHLOT T EIMNG., TDFHE [Lyoung CRHER
Uﬁﬁo)old) o

UEDESHGEZRIZEDIBER ] (TBAEILIBE?)ZEEYI>TERT D
—Eld. BoDRRIZRT B, I=hin, EB=-BIX, LA NKOLEEFL T,
REMIZEZFITLH, —— D EFXTHELT, BUFISNBERIZTER -2 RL. BF
CRAR



BORFRICEZL TSNS, .ﬁ%%tbf CDEBURIC
BALTNS, ——ZD—8L. (BE ﬁk:'?) =X
TLr5HH %an\o——j&ﬁ(i IBRDE ﬁFﬂﬁaﬁ%féﬁuEt
LT, RIFANDTLVREE- S REL DT T
NHd(ZITEDONEEM) , AT (7| il&e/ue
HDETHY ., BTHD, ATATICBIFT HHEEE, ZDIR
(:;’aotﬁﬁéhé FHENCDRZETHRLTITHI HNE
&7 —RIZ&D, UL, #i#5GL TEIZT HIEHE IITE XM
ﬁ’qiL,'CL\é---l 'd"'c&é)

5 : ’D KJ - =
B e S e e T?’Eﬁ*f%o——/}‘tﬁ
(EH 20B3EMOETCHRE L. Han- -

1D EXMNENIHER 3'%)75‘7_75\_11?'(’5;)]( MEEL TE=M
B -fit‘(ijgbf*Fnﬁ T, 2%0)4/7l/$0)2El>1|7\]
DEBLEEENS BEIZOVWTHEE ?

1775\’&!1‘*&)%’o7°—&'>( (. Z’Sl Fa)vaﬁ’ﬂ -fENEBE-ENANE
ot R, B H-




o EALRFFRICIRE N IRFTEDIIHS, ——RH 1D
i'f)(iﬁlﬁ’?——_h(i&ﬁ MWiRHBH_E, young'lﬁﬁ
[ZES T, & 30)9675\?.\17M|331’Lj(§<3_§3—6 D%
ﬁof(ﬂhlifﬂfﬁﬁ\ﬂ’] FMD1=1Z% . AbenomicslEHFEL
WDEWENNT ILEZEMNS R A, I B BT BA B
FEINIREILT S 73&0) R, EORAT - --4F

LN, ——AbenomicsZR U - EX B - T — L & THIE AR
%fﬁ%k TARTHDIES Jr?tt#lljf&tlir%iatj(”)73&
ELTERAAE A - ElzL’CL\% —— b2V H/EFRET

DECA, %EE’]( [X. AT 47 [Lyoung generation|ZEH
&')'CTnanEI’J

. «kd)r«kﬁﬂjd)@lﬂ%@ B2 ENDHD. DI
[ZDWZTIE ks, QEJJEI KA L% DStabilizationH
Z|kF BT TILELY,




[7]. B RERE ?

Cochrane [2011a] D &% Msection: “Avoiding the crisis” p.76~

Our largest long-term spending problem is uncontrolled entitlements....
Above all, we need to return to long-term growth.

Much of the current policy focuses on boosting GDP for just a year or two
— the sort of thing that might (perhaps) be influenced by “stimulus” or
other short-term programs. But not even in the wildest Keynesian
imagination do such policies produce growth over decades.

Over decades, growth comes only from more people and more
productivity.
Our tax rates are too high and revenues are too low.

Regulatory and legal roadblocks can be more damaging to growth than
high tax rates, tax expenditures, and spending.

We stand at the brink of disaster. Today, we face the possibility of a debt
crisis, with the consequent chaos and inflation, that the Fed cannot
control.

It should point us toward finally bringing our deficits and debt under
control and spurring long-term growth.
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