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Fischer-Hildebrand is worthy and marginal 
It has one major mistake 

A recent study for the Blackrock Institute by Stanley Fischer and Phillipp Hildebrand making the case for 
improved coordination between fiscal and monetary policy has attracted a lot of attention from analysts 
and journalists.   The study is timely and creative and promotes some worthy ideas.  These ideas are 1

mostly easy to understand, if one chooses to.  And it is no discredit to the authors that their framework 
raises political difficulties, which they recognize.  Their job is to set out what might work, not to guess if 
politicians will bite.  

But the most important idea in the study concerns the perennial academic debate over whether 
technocrats or politicians should control fiscal policy.  As such, it does not really relate to monetary policy 
or the Fed’s current authority per se.  And the other ideas introduced in the study are not really novel or 
likely to have any effect on how central bankers, including those at the Fed, game out downside risks to 
the economy over the coming quarters. 

Indeed, the study highlights a key point that is directly at odds with what seems so far to be the 
consensus interpretation of it.  That is, the monetary policy remedies available — even to creative minds 
— to deal with the next economic downturn are quite limited.   Being aware of this, central bankers will 
tread particularly carefully to avoid a return to recession soon.  

This note reviews what, in the interest of brevity, I will call the Fischer-Hildebrand perspective or FH.  And 
it focuses on a few technical elements of that perspective.  The technical side may not be of interest to 
most clients. My purpose here is partly to document a perspective that I can reference going forward. 

For those who may want to skip a mind-numbing discussion of, for example, the difference between 
committing to the path of the monetary base and committing to the path of the general price level, you 
already have the bottom line.  Monetary reflation in the wake of the next business cycle peak will be 
difficult to achieve. And the ideas presented in Fischer-Hildebrand do not challenge that conclusion. 
Rather, they highlight and reinforce it.  

The proposal 

FH has so far been misinterpreted by the talkers as a watered down expression of the logic behind 
helicopter money. That interpretation is backward and reflects, as often, a widespread tendency to rely on 
intuition and verisimilitude over actual analysis.  To avoid that common mistake, we can break FH down to 
its component parts, generating the following relation: 
 

   

 The study is presented in the August edition of Blackrock’s Macro and Market Perspectives.  The most prominent authors are 1

Stanley Fischer, former Vice-Chairman of the Federal Reserve, Governor of the Bank of Israel and First Deputy Managing Director 
of the IMF, and Phillip Hildebrand, former Governor of the Swiss National Bank.  Blackrock research heads Elga Bartsch and Jean 
Boivin also co-authored. 
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In the equation immediately above, as in the rest of this note, I apply FH to the US context specifically, 
even though the report is meant to apply to developed economies generally.  And the equation / taxonomy 
is my own, not the authors’.  With that in mind, here is a description of the terms: 

FH is the proposal, to be implemented in the wake of a business cycle peak forcing resort to 
unconventional monetary policy, where monetary policy is very broadly defined to encompass anything 
the Fed does, even if it is fiscal.  

ZIRP is the policy interest rate falling to its effective lower bound, which the authors assume (without loss 
of generality) to be 0%.  Zero plays two roles in the framework.  Not only is it the first element of the 
proposal, as set out here.  But its arrival or prospective arrival also signals that the FH policy prescriptions 
are to be applied. In other words, ZIRP identifies the problem and is the first element of its solution.  

RG is rates guidance, specifically a promise to hold the funds rate at the lower bound until some specific 
macroeconomic objective is achieved or comes into view.  The paper defines the macroeconomic 
objective as the achievement of a Temporary Price Level Target (TPLT) along the lines that Fed Chairman 
Bernanke has proposed, but it could be something else. Under TPLT, inflation bygones over a limited 
look-back are not ignored but are instead compensated for by above-trend inflation for a while.  

QE is purchases of government bonds to complete full control of the yield curve.  The authors speak of 
yield curve control as being separate from ZIRP and RG on the grounds that it applies specifically to the 
medium maturities.   But I think it is helpful to express yield curve control as the sum of the three elements 
to highlight the importance — or unimportance — of actual Fed purchases along the curve.  If the Fed 
were to announce a specific yield target, i.e. zero, for longer maturities, then we might helpfully subsume 
that under RG and then ask how much QE would be required to backstop the announcement.  It might 
not be much, depending on how far out the curve the Fed were targeting and the macro conditions at the 
time of the targeting.  

SEFF is technocratic control of fiscal policy — by Fed officials.  Specifically, the proposal suggests that 
the Fed should have access to a Standing Emergency Fiscal Facility (SEFF), whose structure is set up in 
advance, but whose scale of application is determined in real time by the Fed depending upon the cyclical 
state of the economy.  The SEFF could be deployed into direct spending, with the form chosen for 
maximum macro impact, or into transfers to individuals.  And it is partly that second possibility that gets 
the helicopter-money enthusiasts revved up, wrongly as it turns out.  Separately, the ultimate funding of 
the SEFF could be Treasury issuance authorized by Congress, as usual, or the Fed dipping temporarily 
into its own capital.  Piercing the Fed-Treasury veil, that distinction is not relevant, beyond the optics and 
politics.  What ultimately matters here technically is that the SEFF would not be financed with “money” 
or — more precisely — with a promise to impose an inflation tax on holders of the existing 
currency stock.    This point is central and yet widely overlooked by analysts who just “know” that H 2

money must be coming in some form or another at some point.  And I will get into that confusion is slightly 
more detail below. 

I have seen it argued it that it is not realistic to believe that the Fed could accurately estimate the fiscal 
stimulus required to deliver on the TPLT, even in the presence of yield curve control.  That seems like a 
valid criticism because there are three huge unknowns inevitably involved here: 1) The size of the 
demand shortfall at the time the SEFF is activated; 2) The fiscal multipliers; and 3) The location of U* and 
the slope of the Phillips Curve, presuming those parameters exist.   

 Money-financed fiscal expansion is often described as the central bank doing a permanent injection of the relevant money stock, 2

in this case currency.  That is a simple way to describe what is actually a fairly complex set of commitments, and it is a bit 
misleading.  At the beginning of a money-financed fiscal expansion, there is no rise in currency stock. Rather, the transaction 
demand for currency rises over time in response to the inflation and — to a lesser extent — the stimulus to real activity occasioned 
by relaxing the constraint imposed by the zero bound.  At the end of the day or arithmetic, the fiscal expansion is financed by a tax 
on holders of the currency stock. 
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Moreover, the world will change in other ways too, once the Fed has made its estimate of the required 
fiscal impetus.  But we don’t need to get bogged down in that somewhat obvious point.  The key feature 
of FH’s fiscal element is that fiscal policy is effectively taken out of the Congress and placed at the Fed, 
where it would likely be used to greater and more timely effect, even though the Fed may actually have to 
recalculate several times. 

To summarize, then, FH proposes that the Fed be given temporary control over fiscal policy once the zero 
bound is achieved, and that the Fed fully exploit the advantage of that authority by implementing yield 
curve control so long as it has it.  By pinning rates out the curve to zero for as long as FH is in place, the 
central bank could ensure that the multipliers on the fiscal expansion are maximized.  That would be a 
promising way to fight recession, spur recovery and mitigate lowflation in the secular stagnation 
environment that many now assume prevails.  

There are three aspects of the FH proposal that are immediately striking.   

• The most novel and important element is that the proposal places control of the fiscal pulse squarely in 
the hands of Fed “experts”, particularly once we recognize that the Fed has last mover advantage here.   
If the automatic stabilizers working through the social safety net are weak or if Congress fails to deliver 
its own discretionary impetus, then the Fed can take those considerations into account when scaling its 
activation of the SEFF.  Of course, elected officials largely retain control over the microeconomic 
aspects of fiscal policy along with its distributional effects, but the Fed’s last mover advantage means 
that it determines the fiscal pulse.  That seems to be a good idea, given the politicians’ obvious inability 
to act in the interest of the economy and in a timely way.  On the other hand, SEFF would require 
authority from Congress. And there is virtually no chance of that authority being given, because the 
politicians jealously guard their own prerogative, perhaps understandably. 

• The yield curve control component (ZIRP + RG + QE) is very probably coming in the wake of the next 
recession regardless of FH or similar proposals for fiscal-monetary “coordination.”  This underscores 
that the politically plausible elements of FH do not really move the dial, just as the novel element is not 
really plausible.  Having said that, there are good reasons to believe that yield curve control would/will 
be successful in its appointed task, even if come the next recession the federal debt/GDP ratio is 
surging for non-coordinated reasons.   (For example, automatic stabilizers may be kicking in or the 
Congress may manage to deliver some sort of stimulus.)  FH emphasizes the Fed’s ability to neutralize 
the portfolio balance effects associated with supply, via rates guidance etc.  And that is probably the 
right take, if only because recent experience has shown pretty clearly that supply does not matter much 
anyway.  The term premium is determined by deeper fundamentals.  Entirely separate from that, we 
may be fairly confident that a steep rise of the federal debt/GDP ratio will not drive up the risk of 
default, explicit or implicit in the form of inflation, as perceived by markets.  The reason is that the key 
requirement for the sustainability of Ponzi public finance remains in place.  That is, the real cost of 
servicing the federal debt, r, remains far below the economy’s potential growth rate, g.  When that is the 
case, the debt/GDP ratio is less inclined to rise, for any given primary fiscal deficit. And much more 
importantly, bond market participants are much less unlikely to be unnerved by any level or even 
forward path of the debt/GDP ratio.  Accordingly, there is plenty of spare fiscal capacity and no need to 
try to evade a public sector budget constraint by resort to funny money, which would not work anyway. 
Fischer-Hildebrand does not claim to rely on this much, but the points raised by its proposal would not 
apply if the required r vs g condition were not firmly in place. 
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• FH has nothing to do with the H money, except to the extent that it is yet another example of 
officialdom explicitly rejecting it.  Here is Fischer, Hildebrand et al being unmistakable on that point (p. 
9):  

(The foregoing) highlights the main drawback of helicopter money: how to get the inflation genie 
back in the bottle once it has been released. As noted above, history is littered with examples of 
how central bank money printing leads to runaway inflation or hyperinflation. Yet there is little 
experience in using helicopter money to generate just-enough inflation to achieve price stability. 
History as well as theory suggests large-scale injections of money are simply not a tool that can 
be fine tuned for a modest increase in inflation. 

FH exploits ample fiscal capacity, which does not require invoking monetary finance 

Source: CBO, BEA, FRED, Bloomberg, Front Harbor calculations 
Market pricing, i.e. the 5-year nominal UST yield is live to the Friday close.  

More on the calibration problem  

The difficulty with “fine tuning” mentioned at the end of the passage cited above is often called the 
calibration problem. And I think it might be worth unpacking that issue a bit fore emphasis. 

The calibration problem arises from the fact that relevant money stock, currency in circulation, is small 
relative to the US GDP. It follows from this that an attempt to finance fiscal expansion by placing an 
inflation tax on the currency stock cannot be calibrated to the achieve desired effect.  Any money-financed 
fiscal expansion large enough to move the aggregate demand dial in the short run will be hyper-
inflationary over the longer-run, i.e. as soon as it “works”.  Conversely, any money-financed fiscal 
expansion small enough not ultimately to deliver hyperinflation will be too small to move the aggregate 
demand dial in the short run.   

So, while there is little question than an h money commitment carried to its gory end would cause 
inflation, there is little hope that it might cause the desired amount.  The idea is impossible to calibrate, at 
least in any context where H money might even be considered.  

The calibration problem will be immediately obvious to anyone who bothers to game out how H money 
might work in actual application, rather than a pointless meditation on what money is.  But formalizing the 
calibration in the mathematical, model-based language of economic theory is a much tougher task, one 
that happens to be beyond the competence of your humble analyst.  So it was pleasing to see some 
senior Fed types do the math in a Brookings piece entitled Money-Financed Fiscal Programs: A 
Cautionary Tale.  (Note that the URL has the word helicopter in it, which is a nice touch.)  The money 
passage from English, Erceg and Lopez-Salido is right in the abstract and runs as follows: 
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While they (EEL) do find that money-financed fiscal programs, if communicated successfully and 
seen as credible by the public, could provide significant stimulus, they underscore the risks that 
would be associated with such a program. These risks include persistently high inflation if the 
central bank fully adhered to the program; or alternatively, that such a program would be 
ineffective in providing stimulus if the public doubted the central bank’s commitment to such an 
extreme strategy. 

In my view, there is little question which “alternative” in the difficulty mentioned above would be the more 
pressing.  After the initial celebration of H money, people would quickly get down to doing the arithmetic 
on the promise and realize that the Fed would inevitably renege.  And this is why the Fed would be foolish 
to make such a promise.  In any case, Fischer-Hildebrand and EEL seem to be on the the same page 
here, so much so that I was a bit surprised to see that the former did not cite the latter in their study.  
Perhaps the seriousness of the calibration problem was, reasonably, just taken as obvious.  Another 
possibility is that the paper is just not that complete. In parts, it reads like it was written on the fly or 
maybe even ghosted down to the junior authors.  As a junior producer of volume myself, I do not mean 
that as criticism.  
  
So far as I know the only way the calibration problem might be resolvable would be if the work of a 
helicopter drop were done through a signaling effect, rather than through the brute force of the fiscal 
expansion itself.  But if the signaling effect were potent, then resort to H money would not be even 
necessary. The Fed could simply announce its inflation preference and wait.  Moreover, it would stretch 
credulity to claim that H money advocates rely on signaling when making the case for their pet idea.  A 
“money-financed” fiscal expansion “responsibly” scaled to $50 billion would be good for a laugh and a few 
hundred points off the S&P. Clearly, they imagine a fiscal element that is large enough to be worth talking 
about — and therefore disqualified by the calibration problem, as Fischer-Hildebrand (mostly) points out, 
correctly in my view.     3

Yield curve control 

The calibration problem is important because it is most obvious reason that the authors explicitly distance 
themselves from the idea that they are promoting a money-financed fiscal expansion or helicopter drop — 
come the next recession.  Rather than proposing that the Fed commit to a particular monetary injection or 
equivalently tax on the currency stock, on which the Fed would almost inevitably renege, the authors 
recommend an alternative form of monetary support, yield curve control. 

There is actually a quantitative aspect to yield curve control, just one that has nothing to do with the logic 
of H money.  To wit, the Fed is able to target the funds rate with very minor adjustments in its supply of 
reserves to the interbank market.  Why the Fed can do this is a bit of a mystery on theoretical grounds, 
and it is not entirely clear that the Fed could deliver any funds rate in any macro environment.  But that 
consideration tends to be obscured because the Fed has so easily hit its funds target since it has had 
one.  And recent experience suggests that the Fed can also credibly commit to delivering a particular 
forward path for the funds rate and thereby anchor medium term yields, with or without a backstop from 
outright purchases of medium-term securities.  It is possible that this ability reflects that the funds rate 
targets and guidance have never really deviated that far from what general equilibrium, for want of a 
better term, would grind out on its own. But whatever the case, the monetary support to the fiscal 
expansion, as imagined in FH, is all about yield curve control until the macro objective is achieved, and 
nothing to do with the logic of H money. 

 Much as analysis is superior to the touchy-feely poetic approach, there is a certain justice in the former SNB chief Hildebrand 3

being wary of “money finance.”  When the SNB was trying to peg the EUR/CHF rate, it was widely and wrongly held that the SNB 
had an unlimited capacity to prevent the CHF from rallying via its ability to “print” CHF.  The analytics behind that claim being 
wrong are actually quite similar to those demonstrating the calibration problem in H money. Any central bank non-indifferent to the 
path of the general price level — more simply, inflation — cannot resort to the logic of money printing even if it wants inflation to 
rise by a limited amount.  I feel very safe saying that consensus has not internalized that simple point, even in light of the 
subsequent break of EUR/CHF. 
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Oops 

And this brings us to what strikes me as a major weakness with the paper, one that has given the H 
money enthusiasts a bit of license to claim that H money is now on the horizon.  In the executive 
summary, the paper suggests that once the policy rate has returned to the zero bound in the wake of the 
next business cycle peak, they advocate  “the central bank finding ways to get central bank money 
directly in the hands of public and private sector spenders.”  That is an unfortunate way to characterize 
what the proposal actually involves and is directly at odds with their broadside against the idea of 
helicopter money.  I would not be surprised if this causes some consternation up the food chain of the co-
authors producing the paper. The SEFF might be funded initially by reserves creation — out of thin air — 
but if the policy is not to grow demand for currency through a lot of inflation then at the end of the day it is 
not money finance.  At some point, the Fed will have to take a loss, which would result in on impairment 
of monetary policy, but would indeed cut into the future remittances to the Treasury. And at that point, it 
will have become obvious, even to the keeners, that it was financed by debt, not money.  

For now, though, many observers seem to want to believe that this program does involve money-financed 
fiscal expansion, either because they are so strongly committed to their prior that H money must come at 
some point or — probably in more cases — because they rely on intuition.  If there is fiscal expansion, 
and the Fed is trying to accommodate it, then isn’t that like “really” just H money at the end of the day, the 
nitpickers aside?  As a nitpicker, no.   

Consider these examples.  As coverage of the report, we see Bloomberg suggesting that FH is a step 
toward H money, even as the journalist actually reports that that the study explicitly rejects H money.  That 
is sort of weird. Worse, the WSJ describes FH as making H money “more palatable.”  In fact, the study 
proposes a plan entirely independent of the logic of H money, on the explicit grounds that H money 
cannot be pulled off, as discussed.  Then there is the prominent blogger who has claimed that FH 
demonstrates that the case for H money is now “orthodoxy”, as he long knew it would be.  And the 
obvious problem with that claim brings us to the practical point of my insistence on nitpicking over how 
things actually work.   

H money has long been presented as the remedy for secular stagnation, lowflation, and associated 
weakness in nominal spending growth.  If H money had become so widely embraced as the obvious 
solution, even to the point of being “orthodoxy”, then this chart of major-economy government yields 
would look quite different.  What the market “knows” is that H money and similar simplistic remedies are 
definitely off.  

This is not how the world you care about looks if H money is orthodoxy 

Source: FRED, Bloomberg 
Data are monthly averages, except last which is Friday close with as tight a splice as I can manage. 
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Conclusion 

Beyond straightening out my own thoughts, the purpose of forwarding these points has been twofold. 
First, and admittedly, I want to correct those who wrongly claim that H money is on and that this fact is 
now widely embraced, as if taking a victory lap. 

Second, and more constructively, this report by Fischer, Hildebrand et al mostly serves to highlight that 
monetary policy is approaching the end of the line as a remedy for demand weakness or lowflation.  That 
has important implications for market pricing right now, as shown, and more importantly for the priorities 
that central bankers will set for themselves ahead of the next business cycle peak.  

The central bankers will be focuses on delaying the business cycle peak and forestalling the risk of it, until 
underlying inflation has moved at least up to the long-term target and preferably beyond it.   That might be 
the case even if central bankers were confident that they had a set of tools ready to be deployed in the 
next downturn. And it is much more probably the case given that central bankers do not have that 
confidence. 

Intentionally pushing up underlying inflation by 25 to 50 basis points in the late cycle is not a cure all for 
the secular issues confronting the US economy and policy makers.  In fact, acting on that preference is 
probably marginal.  But nudging inflation up now is the low hanging fruit that the Fed in particular will 
probably want to pick. For now, this consideration inclines them dovish. 

Come the actual recession, the implications of this particular perspective will be more negative, at least 
taken in isolation.  But the Fed’s objective for now is to keep that worry a ways off. And Fischer-
Hildebrand actually reinforces that take.  

Gerard MacDonell 
gerard@frontharbor.com 

The information contained in this report has been obtained from sources believed to be reliable, but is not necessarily complete and its accuracy is not 
guaranteed. No claim is made regarding the fairness, accuracy, completeness, or correctness of the information and opinions contained herein. Views 
and other information provided here are subject to change without notice. All reports produced by Front Harbor are issued without regard to the specific 
investment objectives, financial situation or particular needs of any specific recipient and are not to be construed as a solicitation or an offer to buy or 
sell any securities or related financial instruments.  Predictions, forecasts, and estimates for any and all markets should not be construed as 
recommendations to buy, sell, or hold any security--including mutual funds, futures contracts, and exchange traded funds, or any similar instrument.  
The analyst authoring reports from Front Harbor may have positions in some of the securities discussed here.
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