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Going Direct to the wrong intuition 
A parable on helicopter money and first instances 

A recent study for the Blackrock Institute by Bartsch, Boivin, Fischer and Hildebrand (BBFH) has 
inadvertently added to confusion around what a money-financed fiscal expansion would involve.   

While introducing an otherwise sensible case for greater monetary and fiscal policy coordination, the 
authors let slip the following (p.2, emphasis added): 

An unprecedented response is needed when monetary policy is exhausted and fiscal policy is not 
enough. That response will likely involve “going direct”: Going direct means the central bank 
finding ways to get central bank money directly into the hands of the public and private sector 
actors. 

It is hard to believe they meant the bit about “central bank” money.  That unfortunate adjective invokes the 
notion of a money-financed fiscal expansion or helicopter drop, as the concept has come to be known in 
common parlance over roughly the past decade.  And it has predictably revved up the H-money crowd, 
which just knows that their pet project is coming in one form or another at some point.  Their mistake in 
this case, as in others, is to confuse what appears to be the case in the first instance with what is so 
ultimately and operationally.  More on that below.  

Despite the faux pas in the introduction, the authors are actually quite clear throughout the report that 
they are no fans of helicopter money.   In a section headed Monetary Financing?, they describe the main 
problem with H money and refer, without naming it, to the so-called calibration problem (p.9, emphasis 
added): 

Monetary financing of fiscal expansion is not new – indeed it is as old as the first case of 
hyperinflation. Monetary financing happened frequently until the early 1980s in many DM 
countries: Italy, France, Sweden and in the UK until the early 1990s. It came to an end when 
central banks got serious about controlling inflation after the mistakes of the 1970s. As the chart 
below shows, central bank government bond holdings as a share of the overall debt are still below 
historical peaks even with all the QE of the past decade.  Central banks were made independent 1

with a mandate to limit inflation and in some cases were banned from directly funding government 
budget deficits. The extreme cases of monetary financing getting out of hand are well known and 
have a name: hyperinflation. Examples include the Weimar Republic in the 1920s as well as 
Argentina and Zimbabwe more recently. 

That 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. 

 That reference to the balance sheet is also unfortunate, as central bank holdings of sovereign debt are just debt management on behalf of the 1

treasury, not monetization.  Monetization comprises a commitment, not an open market operation, again as I will get to below. 
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https://www.blackrock.com/corporate/literature/whitepaper/bii-macro-perspectives-august-2019.pdf


Calibration problem 

The calibration problem enters at the end of the passage cited above and involves the following difficulty. 
Any money-financed fiscal expansion large enough to move the economy in the short run will almost 
certainly involve an intolerable rise of inflation over the longer-run.  Conversely, any H money drop small 
enough not to be “hyper” inflationary, will have little short-run effect on the economy, away from 
demonstrating that central bankers don’t know what they are doing. 

I assume this is the main reason that BBFH frame the monetary aspect of the proposed policy 
coordination in the form of yield curve control conditioned on the achievement of a price level objective. 
There is no reference there to the path of the base money stock (effectively currency these days) along 
the lines that the H money perspective would require. 

However, the world seems to be full of economists, analysts and journalists who are committed to the 
notion of H money.  So, we see Bloomberg suggesting that BBFH is a “step toward” H money and WSJ 
claiming that its purpose is to make H money “palatable.”   A prominent blogger, cited in the references to 
BBFH, tells us that the study proves that his pet project has now become “orthodoxy.”  After all, former 
central bankers to the US, Switzerland and Canada have marked themselves down as on board.   

No, they haven’t.  

This is mind boggling, not to mention at odds with what the global bond market is saying.  For example 
one does not own or fail to short 30-year Bunds yielding negative if one knows that H money is the 
obvious and already-widely-embraced solution to demand deficiency.  Nor do the advanced-economy 
major bond markets, generally, look like this. 

Bit early to declare that H money is the super-obvious solution 

Source: FRED, Bloomberg 
Data are monthly averages to July and then Tuesday close inserted as the August observation. 

There are probably psychological causes of this confusion.  Arrogance and an excessive reliance on 
one’s own ideas and intuition enter into it.  I’ll cop to that.  But from the perspective of the front of the 
brain, it seems pretty obvious that the main analytical mistake people make here is to confuse how a 
fiscal expansion might be funded in the first instance with how it is ultimately financed.  The first instance 
is tangible, so far as discussions of money can ever be, while the ultimate case requires accepting 
abstractions, even to the point of considering the dreaded theory.  
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https://www.bloomberg.com/opinion/articles/2019-08-15/blackrock-s-ex-central-bankers-have-bold-vision-to-beat-recession
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We can read those who have done the math 

Under the simplest application of BBFH, that central bank money sent to households is indeed printed, 
“out of thin air”, if you like.  But that does not mean that the fiscal expansion is ultimately money financed.  

As BBFH allude to, the trouble with money finance is that it would involve committing to a particular path 
of the relevant money stock, which would be excessively inflationary over the longer haul.  And to 
recognize this is not to be a hardline monetarist who assumes money is causal.  It arises also in more 
sensible contexts in which even base money is the long run result of policy policy preferences 
successfully pursued through whatever means. 

Accordingly, even in BBFH, the fiscal expansion would effectively be financed by debt, precisely as if the 
cheques had come from the Treasury, who would get the money by issuing bills — of zero maturity, as it 
turns out. 

For those interested in the technical nitty gritty dealing with the calibration problem and its inevitable 
association with H money, you may take a look at this academic piece by senior Fed types English, Erceg 
and Lopez-Salido.  They use the polite, guarded language of academic macro, but reading between the 
lines, you can see that their Cautionary Tale opposes H money.   

Their study draws on and references earlier work by Jordi Gali, who is also careful to apply math, rather 
than mere intuition, and thus to follow the logic of a money financed fiscal injection to its logical 
conclusion.   

This is interesting because Jordi Gali presents his work as endorsing H money, while EEL claim that the 
same framework opposes it.  The reason for EEL’s judgment there, I would guess without having 
contacted them, is that EEL is more averse to the inflation overshoot and focus on the more plausible 
model calibrations where inflation overshoots more.   

In any event, both papers present the math, rather than just asserting that this is all so easy and obvious.  
I remember when I first read Gali a few years ago I got to the same conclusion as EEL.  That is, the paper 
claims to endorse H money, but the math makes a great argument against.  If you would like, you can 
read Gali and judge for yourself. 

And if you are not a fan of conventional macro modeling, then that does not free you to just spout poetic 
intuition.  You need to trace out cause and effect here.  And when you do that, you are going to bump up 
against the fact that the currency stock is too small a ratio to GDP to be worth taxing to support fiscal 
expansion.  
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https://www.brookings.edu/research/money-financed-fiscal-programs-a-cautionary-tale/
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Or a parable 

But many participants in this debate and observers seem not to have that intuition.  As mentioned, this 
reflects in part that people get hung up on how the financing works in the first instance. So to help with 
the intuition here, I propose a parable.  2

Imagine that POTUS, backed by a Court stacked with sycophants, were to call up Jay Powell and make 
the following Decree: 

I hereby order you to credit my H money account at Treasury with $1 trillion so that I may send cheques 
to every proudly-documented American household to make America great again.   

Imagine too that Powell conforms and funds the account “out of thin” air and that POTUS actually sends 
the money out to Americans.  Behold, a helicopter drop. Money from thin air right in American hands! 

But suspend disbelief even further and assume that Powell is smarter than POTUS and insists that, while 
he has followed the letter of the Decree, he will thereafter continue to pursue the Fed’s mandate as 
delivered by Congress.   

Among other things, Powell’s stoicism would involve an unchanged commitment to 2% inflation and 
therefore an unchanged path of the money stock over the longer haul — assuming only he succeeds in 
delivering on the mandate.  If you would like, you may assume inflation is actually 1% when Powell 
restates the commitment to 2%.  It has little bearing on the math, so long as we assume that there exists 
a Fed inflation preference and that it is exogenous to the Decree.   

By factoring in this unchanging Fed objective, you will — I hope — see that the financing in the first 
instance is irrelevant.  It is really just QE in the presence of conventional fiscal expansion. 

To help internalize that point, assume also within this parable that households are Ricardian, recognize 
that the magic-money tree is a distraction, and decide that they need to save the money to compensate 
for the increased public debt and thus future taxation associated with the POTUS giveaway.   

Under those purely-illustrative conditions, which are not meant to be realistic, the money just flows right 
back into the banking system and gets parked as reserves at the Fed.  In the literature on H money, this 
return of cash into reserves is colorfully called “reflux”, as when the food comes back on you unpleasantly. 
The Fed then has $1 trillion of additional liabilities on its balance sheet, and yet no matching assets, 
because POTUS effectively gave those assets away.   

To be clear, the Fed can easily stay in business and run monetary policy with negative capital.  Let’s not 
be distracted by that red herring. But to the extent that the Treasury ultimately owns the financial results 
of the Fed, this means that the Treasury’s own wealth has gone down by $1 trillion. So what was money 
finance in the first instance is debt finance ultimately, at least under this simplest-to-explain set up. 

Moreover, it is not really relevant that the assumptions behind the simplistic scenario described above are 
unrealistic, at least immediately. For now, I am just driving to drive home that the financing in the first 
instance is not necessarily relevant.  And it may be best to approach internalizing that in stages.  

We can also imagine a more realistic scenario, in which the Fed’s inflation objective remains unchanged, 
but in which Ricardian effects are weaker, households are less clever, and there is some tendency to 
spend the windfall from POTUS.  To figure out how that world works, you will need a formal economic 
model, taking account of the assumptions mentioned immediately above as well as other macro 
parameters like the employment gap, slope of the Phillips Curve, and inflation expectations formation 
process, etc. 

 This parable, like the rest of this note, focuses on the case of the United States, although BBFH is meant to apply throughout DM.2
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But the net net is that — as soon as the policy begins to “work” — the Fed will have to raise interest rates 
and thereby ration down the demand for base money, which to repeat is effectively currency in this case.  
Practically speaking, then, we would just wind up back in the simplistic scenario.  We would get reflux 
then zero maturity debt.  And the macro effects would be the same as under a conventional fiscal 
expansion, maybe with some QE thrown in, which we have already seen. 

Excessive inflation virtually has to accompany H money 

The only way to avoid that outcome is to surrender the assumption that the Fed’s inflation objectives 
remain independent of the Decree.  If the Fed were to follow the logical-spirit of the Decree, and not just 
its letter, then the Fed would target a sustained steep rise of the money stock, roughly by $1 trillion in PV 
terms.  

That would, erm, “work.”  It would require an explosion of nominal GDP growth, which would come mostly 
in the form of inflation, even if there were lots of unemployment around when the decree was made.  This 3

last bit is not necessarily obvious within the parable, but the formal math in the studies mentioned above 
demonstrates it.  That is why the academics with a mathematical orientation often raise the issue of 
reneging when discussing H money.  

Reneging aside, the parable is meant to highlight that actual money finance, ultimately and not just in the 
first instance, requires a steeply excessive inflation. We are back at the calibration problem, for which 
there is no known solution.   4

BBFH is fully aware of this.  Accordingly, what they are actually proposing is just conventional fiscal 
expansion, with the timing and scale determined by the Fed, and with the medium-term multipliers dialed 
up to their max by yield curve control. But they opened with the wrong phrasing, and the extremely ready 
market for misinterpretations clearly ran with that phrasing.   

Too bad, because H money remains implausible as a solution to mere stagnation and lowflation. If the US 
or global economies were in free fall, then maybe hyperinflation or — to be less dramatic — steeply 
intolerable inflation would be the remedy.  Until that is the case, H money is out, as the bond market 
knows.   

The bond market may actually know that too well.  A major and perhaps global fiscal expansion is 
probably coming at some point in the next cycle.  And if central banks decide to “accommodate” it with 
yield curve control, then it may end up nudging inflation higher and taking yields up with it. But that is a 
separate discussion, one that is not the least informed by speculations on H money. 
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 It is not as if those assumptions regarding unemployment and other parameters are fully irrelevant.  If there were more unemployment, a flatter 3

Phillips Curve or more sluggish inflation incorporation into expectations, etc., then we would get a relatively strong real response and a relatively weak 
inflation response to an H money drop that is actually carried through on. But in the more plausible scenarios, the inflation rise is still intolerable if the 
money-financed fiscal expansion is large enough to matter. 

 There are two caveats here.  First, if inflation expectations were extremely sensitive to the Fed’s intentions and largely self-fulfilling, then the 4

calibration issue would be resolved.  The Fed could just announce its preference for higher inflation and “back’ that announcement with a trivial fiscal 
expansion that would have no effect beyond signaling.  But under those same assumptions, H money would not be needed! To invoke the case for H 
money is to invoke the conditions that make it implausible. Second and related, Ben Bernanke and Adair Turner have proposed solutions to the 
calibration problem that basically involve manipulating the demand for base money by fiat.  These are silly solutions to the extent that they directly 
oppose the logic of H money and make the fiscal expansion effectively tax financed. As such, they just highlight that the calibration problem is widely 
recognized and that there is as ye not solution to it. 
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