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How the World Achieved Consensus on
Monetary Policy
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Marvin Goodfriend, “How the World
Achieved Consensus on Monetary
Policy,” Journal of Economic
Perspectives 21(4), 2007, pp. 47—
68.
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Secular Stagnationandr < g

Larry Summers: IMF 14th Annual Oliver Blanchard (2022): Fiscal
Research Conference (November 8, Policy Under Low Interest Rates,
2013) MIT Press

s PISHADEBT.LEERE o rMETIIHE FIFEN
;& (X Secular Stagnation (£ REFEgELYTLTEDINE
HfEim) [ChaY . BAFIF3 (r < g) BREPILLGS,

rMETLTLS, « TDI5HE . HhaREY7EEAEUER
ﬁ\b\jﬁgl f&%)

BARDBBRBEKELLIE L
LME#E (just right) =0 7=,




r<g

« By definition, government debt (D;) evolves
Dy =Dy =Gy =Ty +1D¢4
where G; — T; Is the primary balance (PB;), government
expenditures (G;) minus tax revenue (T;), and rD;_, IS
Interest payments.
 Divide the both side by GDP Y; and using Y; = (1 + g;)Y;_4
where g, is GDP growth rate, then
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Active and Passive Policy Regimes

Active MP Passive MP

: Fiscal Regime
(no’i\\(-:lg\i/cealr: dFi>an) Explosive Gov determined Price
Level

Passive EP Monetary Regime

. . CB determined Price Non-determinant
(Ricardian) Level

« Active (Passive) Monetary Policy: CB raises the policy interest
rate more (less) than inflation rate.

« Active (Passive) Fiscal Policy: Gov reduces (increases)
surplus against real debt outstanding. Under passive FP, Gov

repay debt by surplus, whereas under active FP, Gov uses
inflation to reduce real debt outstanding.
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