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Interaction between Fiscal Policy and Monetary Policy

Kazuhito Ikeo "

Abstract: Controlling price levels through monetary policy becomes very difficult in when
facing the zero (effective) lower bound, even under the regime of monetary dominance, wherein
the central bank is the leader and the fiscal authority is the follower. Such a difficulty has been
confirmed once more in practice, and hence, policy suggestions are being made to encourage
a shift to a regime where the fiscal authority becomes the leader for “the exit from deflation.”
In this paper, I examine a helicopter money policy and a proposal by Professor Sims among
such policy suggestions and examine them. The effectiveness of these policies depends on the
formation of people’s expectations. We should not, however, be overconfident that people’s
expectations can be artificially manipulated; therefore, these policies may represent extremely

large risks.
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(1)  Leeper, Eric M. and Campbell Leith, “Understanding Inflation as a Joint Monetary-Fiscal

)

Phenomenon,” in Handbook of Macroeconomics, vol. 2B.
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