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Key takeaway



Literature contribution

• New international evidence of fiscal-monetary policy interaction 

• Rising number of theoretical studies (Bianchi and Melosi, 2019; Mian, Straub and Sufi, 2021)

• Few empirical papers that explore fiscal dominance in the international context 
(in US context, see Hall and Sargent, 2022)

• Uncover conditions for fiscal deficits to be inflationary

• Fiscal dominance and inflation surges

• Fiscal deficits have higher inflation effects conditional on fiscal dominance and 
tail inflation risk

• Add a new perspective on the current inflation debate 

• Post-pandemic high inflation seems more consistent with fiscal dominance rather 
than monetary dominance



Empirical specifications

• OLS

• Panel quantile regression with fixed effects

• Key assumptions

• Xit is strictly exogeneous

• Global factors’ effects on inflation dynamics have been captured by Xit



Comment on specification

• Global financial cycles transmit shocks across border (i.e., Rey, 2015; 
Miranda-Agrippino and Rey, 2020; Davis, Valente, and van Wincoop, 2021)

• US monetary policy → other economies’ monetary policy → Inflation

• Suggestions: 
• Control for time-fixed effects to absorb potential effects of global financial cycles on 

inflation

• Alternatively, control for VIX, Ted and other relevant global factors

• Macroeconomic variables are interconnected
• The independent variables, in particular the fiscal deficits, are endogenous

• Suggestion
• Robustness checks with local projection (see a relevant specification in Jordà, Schularick

and Taylor, 2016)



Clarifications on the difference between 
monetary and fiscal dominance

• There are 21 economies in the sample.

• Some economies may switch between 
monetary and fiscal dominance?

• Why columns 1 and 2 add up to 23

• While columns 3 and 4 add up to 21?



Dynamics of monetary and fiscal dominance

• How do fiscal and monetary regime in the same economy change over 
time?

• Consider visualizing the dynamics in a heatmap



Comment on the difference between monetary 
and fiscal dominance
• Are the difference between monetary and fiscal dominance significant?

• Could it be driven by omitted variables, sample (country) difference, relatively low inflation in 
the subsample of monetary dominance?

• Suggestion: robustness checks based on the whole sample, adding the interaction between fiscal 
deficits and fiscal dominance in Eq. (1)



Clarification on forecasting performance

• This figure illustrates the importance of fiscal deficits for forecasting 
inflation

• Both blue and red lines track the 45 degree line better in the left panel.

• Fiscal deficits is more relevant for forecasting performance when monetary 
policy dominate?



Forecasting inflation during Covid-19

• Forecasted inflation during Covid-19 
is intuitive: Economies implementing 
more extensive fiscal stimulus 
measures are forecasted to experience 
an elevated rate of inflation.

• What are the monetary and fiscal 
regime for each economy based on 
the 2020 data?
• Could the predictive accuracy enhance 

upon considering the prevalence of 
fiscal or monetary dominance?



Why exclude emerging economies?

• According to Catao and Terrones (2005), the positive relation between fiscal 
deficits and inflation is significant in emerging economies but not in advanced 
economies.

• Are the impacts of fiscal deficits on inflation higher in emerging economies than in 
advanced economies?
• Most emerging economies have lower monetary independence than advanced economies

• According to current finding, the impacts of fiscal deficits on inflation should be lower in 
emerging economies than in advanced economies

• What are driving the difference between this paper and Catao and Terrones (2005)?
• What are the fundamental conditions for rising impact of fiscal deficits on inflation? Perhaps a 

different paper

• Justifying the exclusion of emerging eocnomies in the introduction would be 
useful.



Minor comments

• Use a uniform number of decimal places throughout.



Minor comments

• Enhance the readability of the figure by incorporating labels for the x-
and y-axes.



Minor comments

• Consider reporting the 5th, 25th, 50th (median), 75th, and 95th 
percentile values of inflation for the whole sample and subsamples of 
fiscal and monetary dominance

• Rule out the possibility that the documented result is driven by relatively 
inflation in monetary 

• Illustrate the heterogeneity across economies based on fiscal and 
monetary dominance regime?

• Conditional on fiscal (monetary) dominance, which economy is subject to the 
highest inflation when marginally increase their fiscal deficits by 1%?



Conclusion

An interesting paper with important findings and timely policy implications

• Key findings

• The inflationary impact of fiscal deficits depends heavily on the fiscal-monetary policy 
regime

• Under 'monetary dominance', higher deficits have relatively low inflation effect

• Under 'fiscal dominance', higher deficits significantly increase inflation risks

• Current high inflation, post the COVID-19 fiscal stimulus, aligns with a fiscal 
dominance regime

• Important policy implications

• Fiscal sustainability and central bank independence are important for stable inflation

• Policymakers need to reassess their strategies balancing crisis response and maintaining 
fiscal prudence to ensure economic stability
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