
Key issues with helicopter money, no chart 

• There is general agreement that a money-financed fiscal expansion, if applied forcefully enough, can 
end lowflation.  But central banks will be careful what others wish for.  

• The problem is calibration, which is not intuitive and generally not confronted by advocates of H 
money.  The relevant base money stock (currency) is small relative to nominal income.  Therefore: 

Any money-financed fiscal stimulus large enough to matter in the short run will be intolerably inflationary over 
the longer run, unless the money-finance is reneged upon, which it would be, which markets would quickly 
figure out once it mattered.  

Any money-financed fiscal stimulus small enough not to be intolerably inflationary in the longer run will not likely 
have much effect on the economy in the short run. An exception would be if the Fed were to have extremely 
high credibility on its inflation objective. But in that case, H money would not be necessary. A $100 billion 
program would be good for a laugh.  

• Advocates of H money seem inclined to see others making the case for it, even when they are not. A 
recent study for the Blackrock Institute is a great example of such misinterpretation. — and gullibility. 

• A key source of confusion is that many analysts fail to recognize that the money-finance aspect (of an 
H drop) would be a commitment to raise the base money stock over the very long term, rather than a 
specific monetary operation in the first instance.  Fiscal deficits plus QE are not effectively H money.  
Closely related, if your analyst leads on this with a chart, s/he is probably confused.  

• The lack of a reliable quantitative backstop will tend to keep global central banks, including the Fed, 
more dovish than they otherwise would be.  So we ought not confuse aversion to unworkable H 
money as “hawkish.”  It is the opposite, at least taken in isolation.  
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The non-solution is to a non-problem  

• When r is less than g, the federal debt/GDP ratio will rise less quickly than implied by the primary 
deficit/GDP ratio taken in isolation.  This is well known. 

• What is less well known is that the markets should be systematically more tolerant of any path of the 
debt/GDP ratio when r is reliably lower than g.  The reason is that refinancing strictly dominates 
default under that condition. That opens up the case for Ponzi finance, no disparagement implied. 

• Maybe the next round of major fiscal expansion will be coordinated with yield curve control or the like, 
just as Blackrock implies.  But there is no need for funny money: the US has fiscal capacity.  Aside: 
Maybe the US should intentionally be building public debt even late cycle? 

Source: BEA, CBO, FRED, Bloomberg, FH calculations 
Five-year yield is to Wednesday close.  
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Speaking of other people’s research, DE Shaw seems on point 

• In February, they produced a research report documenting that recent decline in the Treasury term 
premium has little to do with QE and is much more about the stock-bond correlation switching signs 
20 years ago, most likely in response to inflation risk dissipating.  Recommend you read that report.  

• Their main evidence is almost identical to a chart I have been pushing. In an “Ice” regime, Treasuries 
diversify equity market risk.  This raises the fair valuation of both asset classes, durably.  There is no 
“exit” from that, so long as the low inflation regime persists, although there will be cyclical variation. 

• To DE Shaw’s good points, I would add that lower yield volatility implies that: there is more notional 
fixed income required to hedge a given equity exposure, and lower underlying economic volatility has 
raised equity market valuation and therefore possibly the amount of risk-asset hedging required.  
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PPLT 

• In a shamefully-transparent attempt at marketing, I have come up with my own acronym to complete 
with Average Inflation Targeting (AIT) or Temporary Price Level Targeting (TPLT).  I call it Prospective 
Price Level Targeting (PPLT). 

• While the world awaits the results of the Fed’s self-assessment and possible declaration of which of 
the various options the central bank might pursue, I would say PPLT is already in place.  Fed may or 
may not decide formally to make up for bygones. But they are already reacting to bycomings.  

• In an effort to avoid a replay of the chart on the left, the Fed would prefer underlying inflation to have 
moved meaningfully above the long-term target of 2% before this expansion ends, although they will 
not be monomaniacal / reverse inflation nutters about it.  That is the rationalization for the annotations 
to the chart on the right. 

Source: BEA, FH calculations 
Data are actual to July and roughly as implied by CPI and PPI for August 
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Disclosures 

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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