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AN ESTIMATION OF INFLATIONALY EFFECT OF GOVERNMENT SPENDING
FOR APPROPRIATE FISCAL POLICY BASED ON MMT

Shogo HOSOYA, Yuichiro KAWABATA and Satoshi FUJII

The constraint of fiscal policy in the modern monetary theory (Modern Monetary Theory: MMT), which
has attracted worldwide attention in 2019, is not the surplus of the basic fiscal balance (PB), but price
stability, that is, inflation rate. In order to carry out fiscal policy with inflation rate as a constraint, it is
necessary to predict the degree to which fiscal policy will have an effect of increasing the inflation rate. In
this study, we developed a method to estimate the effect of fiscal policy on the inflation rate, and calculated
the amount of government expenditure required to achieve the target inflation rate using the method. As a
result, it was suggested that in order to achieve an inflation rate of 2% in FY 2018, government expenditure
in FY 2017 would have required about 215 trillion yen, about 15 trillion yen more than the actual amount
of about 200 trillion yen. However, this cannot be considered to be a level with great difficulty in achieving
this, and it can be said that this is a very useful result for the Japanese government's economic policy goal
of overcoming deflation.
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