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Why is this important?

• The real world: Japan, US, Europe.

• Theoretical models with indeterminate price level, “equilibrium selection”
hand-waving.
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How fiscal backing eliminates indeterminacy

• Paper money without fiscal backing is rare and short-lived.
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• Sims (2013)
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“Active”, “passive”, and “Ricardian” policies

• Leeper quadrants. (plot, equations)Leeper (1991)
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“Active”, “passive”, and “Ricardian” policies

• Leeper quadrants. (plot, equations)Leeper (1991)

• Cochrane (2011)

• Sims (1994)

• Benhabib, Schmitt-Grohé, and Uribe (2001)
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Reinterpreting inflation history

• Sargent (1982)
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Reinterpreting inflation history

• Sargent (1982)

• Bianchi and Ilut (2013)Bianchi (2010)

• Sims (2011)
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A standalone central bank?

• Perhaps the idea behind the ECB.
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Optimal fiscal policy

• Sims (2001)

• Schmitt-Grohé and Uribe (2004)

• Sims (2013)

• Leeper and Zhou (2013)
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Schmitt-Grohé, S., and M. Uribe (2004): “Optimal fiscal and

8

http://www.nber.org/papers/w19686
http://www.nber.org/papers/w19686
http://www.nber.org/chapters/c11452.pdf


monetary policy under sticky prices,” Journal of Economic Theory, 114,
198230.

Sims, C. A. (1994): “A Simple Model for Study of the Determination
of the Price Level and the Interaction of Monetary and Fiscal Policy,”
Economic Theory, 4, 381–99.

(2001): “Fiscal Consequences for Mexico of Adopting the Dollar,”
Journal of Money, Credit, and Banking, 33(2,part2), 597–616.

(2011): “Stepping on a Rake: The Role of Fiscal Policy in the
Inflation of the 1970’s,” European Economic Review 55 (2011) 4856, 55,
48–56.

(2013): “Paper Money,” American Economic Review, 103(2),
563–84.

9



Sims, C. A., and M. Del Negro (2013): “When Does a Central
Banks Balance Sheet Require Fiscal Support?,” Discussion paper, Federal
Reserve Banks of New York and Princeton University.

10


