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Theoretical and Practical Research in Economic Fields

Many economists today are concerned by the proliferation of journals and the concomitant labyrinth of
research to be conquered in order to reach the specific information they require. To combat this tendency,
Theoretical and Practical Research in Economic Fields has been conceived and designed outside
the realm of the traditional economics journal. It consists of concise communications that provide a means
of rapid and efficient dissemination of new results, models, and methods in all fields of economic
research.

Theoretical and Practical Research in Economic Fields publishes original articles in all
branches of economics — theoretical and practical, abstract, and applied, providing wide-ranging
coverage across the subject area.

Journal promotes research that aim at the unification of the theoretical-quantitative and the
empirical-quantitative approach to economic problems and that are penetrated by constructive and
rigorous thinking. It explores a unique range of topics from the frontier of theoretical developments in
many new and important areas, to research on current and applied economic problems, to
methodologically innovative, theoretical, and applied studies in economics. The interaction between
practical work and economic policy is an important feature of the journal.

Theoretical and Practical Research in Economic Fields is indexed in SCOPUS, RePEC
ProQuest, Cabell Directories and CEEOL databases.

The primary aim of the Journal has been and remains the provision of a forum for the dissemination
of a variety of international issues, practical research, and other matters of interest to researchers and
practitioners in a diversity of subject areas linked to the broad theme of economic sciences.

At the same time, the journal encourages the interdisciplinary approach within the economic
sciences, this being a challenge for all researchers.

The advisory board of the journal includes distinguished scholars who have fruitfully straddled
disciplinary boundaries in their academic research.

All the papers will be first considered by the Editors for general relevance, originality, and
significance. If accepted for review, papers will then be subject to double blind peer review.

Deadline for submission of proposals: 20t May 2024

Expected publication date: June 2024
Website: http://journals.aserspublishing.eu/tpref
E-mail: tpref@aserspublishing.eu

To prepare your paper for submission, please see full author guidelines in the following file:
TPREF_Full_Paper_Template.docx, on our site.
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This paper explores the intricate dynamics of fiscal dominance and its profound implications for monetary policy
efficacy, contributing to the discourse on the interplay between fiscal and monetary policies. The theoretical foundation
critically examines existing literature, integrating empirical evidence to construct a comprehensive understanding. Model
blocks strategically elucidate the significance of fiscal variables in shaping monetary transmission mechanisms. The ensuing
analysis scrutinises the disruptive potential of fiscal dominance on conventional monetary policy tools. The conclusion
navigates policy recommendations, emphasising the necessity of coordinated fiscal-monetary strategies to effectively
mitigate inflationary pressures. This research provides a nuanced perspective for policymakers, offering theoretical depth
and empirical insights to guide decisions in addressing the complex challenges posed by fiscal dominance in economic
governance.

fiscal dominance; monetary policy; inflationary pressures; economic growth.

E31; E52; H62.

In the realm of economic policymaking, the intricate interplay between fiscal and monetary policies has become a
central focus (Jackson 2016). This paper is crafted to unravel the complex relationships inherent in the
economics of fiscal dominance, with a specific emphasis on its theoretical underpinnings and implications for the
effective execution of monetary policy. Distinct from empirical studies, the paramount objective here is to
contribute significantly to the theoretical foundations that underlie our understanding of how fiscal dominance
shapes the dynamics of monetary policy transmission. Through a synthesis of established economic theories,
empirical evidence, and model blocks, the subsequent sections delve into the nuances of fiscal dominance,
accentuating its theoretical impact on the intricate web of monetary policy variables. The analytical framework
constructed herein strives to offer theoretical depth, paving the way for insightful policy recommendations. This
paper thus stands as a theoretical contribution, enriching the discourse on fiscal-monetary coordination and
providing valuable insights for policymakers navigating the theoretical intricacies associated with inflationary
pressures.

The relevance of this theoretical study is underscored by the evolving landscape of fiscal and monetary
policies, particularly in an era marked by unconventional monetary measures and unprecedented fiscal
interventions, such as those witnessed post-2008 and in response to the COVID-19 pandemic. While empirical
studies contribute vital insights into the practical manifestations of these policies, this paper firmly anchors itself
in the realm of economic theory. Notably, recent theoretical discussions, as exemplified by works like Mawejje
and Odihambo (2022) and Sharma, Fatima, Alam and Bharadwaj (2023), emphasise the need for a robust
theoretical framework to comprehend the intricate relationships between fiscal and monetary policies. Mawejje
and Odihambo (2022) and Warburton and Jackson (2023 and 2023) delve into the theoretical nuances of fiscal
dominance in a low-interest-rate environment, offering conceptual clarity on the challenges posed. Sharma
(2023) contributes to the ongoing theoretical discourse by exploring the nonlinear dynamics between fiscal and
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monetary policies. Thus, this paper positions itself within the contemporary economic context, drawing on these
theoretical advancements to deepen our understanding of the intricate theoretical dimensions of fiscal
dominance and its implications for monetary policy transmission.

The theoretical foundation of this paper rests upon a synthesis of contemporary economic thought that
underscores the intricate relationships between fiscal and monetary policies. In the ever-evolving landscape of
economic governance, understanding the theoretical underpinnings of these policies is paramount. Recent
works, such as Blanchard (2019), have emphasised the importance of theoretical frameworks in comprehending
the challenges posed by low interest rates and elevated levels of public debt. Blanchard (2019) argues that the
theoretical foundation must be robust to address the complexities of fiscal and monetary policy interactions,
providing a starting point for our exploration.

A key theoretical insight guiding the approach of the study is the concept of fiscal dominance. This
concept has gained prominence in the literature as policymakers grapple with unconventional monetary policies
and extraordinary fiscal measures. Kinda, Andras, and Kaustubh (2022) contribute to this discourse by
highlighting the potential for fiscal dominance in an environment of persistently low interest rates. Their
theoretical analysis suggests that fiscal policy may exert a more significant impact on economic outcomes in
such circumstances. In delving into the theoretical foundations, acknowledging the distinct characteristics of
fiscal dominance becomes crucial for understanding how fiscal and monetary policies intertwine.

The importance of monetary policy as a cornerstone of economic stability cannot be overstated. Mawejje
and Odihambo (2022) provides theoretical insights into the challenges associated with fiscal dominance in a low-
interest-rate environment, emphasising the need for a well- articulated monetary policy framework. This
theoretical perspective aligns with the growing recognition of the interplay between fiscal and monetary policies,
as highlighted by Diallo and Mendy (2018). Their theoretical exploration of fiscal dominance and inflation
expectations posits that coordinating monetary and fiscal policies is imperative for managing inflationary
pressures effectively.

Empirical studies, such as those by Kinda et al. (2022) and Diallo and Mendy (2018), provide tangible
evidence supporting the theoretical constructs. Kinda et al. (2022) empirically demonstrate the challenges posed
by fiscal dominance in influencing economic outcomes, offering a bridge between theory and real-world
implications. Diallo and Mendy (2018) and Jazbec and Banerjee (2017) contribute by empirically examining the
impact of fiscal dominance on inflation expectations, emphasising the need for the theoretical frameworks to
guide policy coordination.

In essence, the theoretical foundation of this study rests on a distinct understanding of fiscal dominance,
recognising the symbiotic relationship between fiscal and monetary policies. The works of Blanchard (2019),
Mawejje and Odihambo (2022), and empirical insights from studies like Kinda et al. (2022) and Diallo and Mendy
(2018) collectively provide a comprehensive framework for exploring the Economics of Fiscal Dominance.

This section delves into the intricate relationship between fiscal and monetary variables by introducing two
pivotal models, [ModelX] representing the Monetary block and [ModelY] embodying the Fiscal block. These
models are carefully selected to not only underscore the individual roles of fiscal and monetary policies but also
to illuminate their interlinkages. The equations presented below are equipped to provide a theoretical foundation
for understanding how fiscal dominance can potentially impede or enhance the effectiveness of monetary policy
tools.

Ait = (AGt - ATt) - BAmt + et Eq. 1

In Model X, representing the Monetary block, the change in the nominal interest rate (Ait) is determined
by the impact of fiscal policy (AGt - ATt) and the change in the money supply (Amt). The coefficient a
captures the sensitivity of the interest rate to fiscal variables, showcasing the potential influence of fiscal
dominance on monetary policy tools. This model allows for an exploration of how fiscal policies may affect the
nominal interest rate and, consequently, the overall effectiveness of monetary policy.

AYt = (AGt - ATt) - dAit + ut Eq.2
Model Y, representing the Fiscal block, introduces a dynamic dimension by examining the impact of fiscal
dominance on real output (AYt). The equation incorporates fiscal policy (AGt - ATt), the influence of the
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nominal interest rate (Ait), and an error term (ut). The coefficient 0 signifies the sensitivity of real output to
changes in the nominal interest rate, providing insights into how fiscal dominance might affect broader economic
activity through its interplay with monetary policy.

These models collectively offer a theoretical framework for understanding the intricate dynamics between
fiscal and monetary policies and their interlinkages. By explicitly modelling the relationships between fiscal
policies and monetary tools, researchers and policymakers can gain deeper insight into how fiscal dominance
may manifest and influence the effectiveness of monetary policy tools. Relevant contemporary works produced
by Tomsik (2012) and Hofmann, Lombardi, Mojon and Orphanides (2021), underpin the theoretical constructs,
ensuring their alignment with current economic thought.

This analytical exploration focuses on dissecting the theoretical models [ModelX] and [ModelY], aiming to unravel
the intricate dynamics between fiscal and monetary variables. The starting point of the analytical discourse
reflects the study by Barrie and Jackson (forthcoming), which provides valuable insights into the potential impact
of fiscal dominance on inflationary pressures. [ModelY] captures the essence of fiscal policies, offering a lens
through which we can understand how these policies may influence the effectiveness of monetary tools. By
scrutinising the equations and theoretical constructs, this study aims to discern the channels through which fiscal
dominance could either impede or enhance the transmission of monetary policy. This theoretical foundation
aligns with the broader economic discourse, emphasising the interconnectedness of fiscal and monetary policies.

Extending the analysis to the dynamic perspectives presented in the study by Tomsik (2012), we delve
into the nonlinearities inherent in fiscal-monetary interactions. The empirical findings of Tomsik (2012) reveal that
fiscal dominance may manifest differently under varying economic conditions, providing a nuanced
understanding of the complex interplay between fiscal and monetary policies. Within the analysis of [ModelX], the
study assesses how fiscal policies impact the nominal interest rate, a crucial component of the monetary
transmission mechanism (Jackson, Barrie and Tamuke 2023). By incorporating these nonlinear dynamics, the
analysis seeks to uncover the potential challenges and opportunities associated with fiscal dominance in guiding
monetary policy effectiveness.

The theoretical perspectives presented by Hanif, M & Arby (2003) contribute to the study’s analysis by
shedding light on coordination challenges between fiscal and monetary authorities. While not explicitly modelled
in [ModelX] and [ModelY], their insights provide a valuable backdrop to evaluate the practical hurdles in
achieving effective policy coordination. These considerations serve as a theoretical framework through which we
assess the implications of fiscal dominance on monetary transmission channels. By juxtaposing these theoretical
considerations with the real-world implications observed in major economic shocks, such as the 2008 financial
crisis and the COVID-19 pandemic, the analysis gains depth. Empirical evidence from Blanchard (2019) and
Famous and Claeys (2020) informs an understanding of how fiscal dominance may play out in practice, adding a
practical dimension to the theoretical models.

In essence, this analysis section serves as a comprehensive exploration of the Model Blocks, placing a
specific focus on their implications for monetary transmission. The models [ModelX] and [ModelY], coupled with
insights from contemporary studies, provide a holistic framework for policymakers to navigate the challenges
posed by fiscal dominance. This analytical endeavour aims to equip policymakers with a focused understanding,
facilitating informed decisions for effective economic governance.

This paper underscores the imperative of adopting a comprehensive and interconnected approach to economic
policymaking that acknowledges the intricate relationship between fiscal and monetary policies. The synthesised
insights contribute significantly to knowledge development by emphasising the relevance of coordinated fiscal
and monetary frameworks in addressing inflationary pressures. The intricacies explored herein underscore that
effective economic governance requires policymakers to view fiscal and monetary policies not in isolation but as
integral components of a unified strategy. This holistic perspective is especially pertinent in fiscal romance
economies, where the distinct dynamics of fiscal dominance play a crucial role in shaping economic outcomes.
For policymakers in fiscal romance economies, the implications derived from this research offer
actionable insights into crafting strategies beyond conventional approaches. The recognition of the symbiotic
relationship between fiscal and monetary policies becomes paramount in the pursuit of sustainable economic
development. The relevance for knowledge development lies in providing a clear understanding of how fiscal
dominance may manifest in specific economic contexts, contributing to the evolving discourse on effective
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economic governance. This paper, therefore, serves as a roadmap for policymakers, offering a theoretical
foundation supported by empirical insights to guide decisions that foster economic stability, particularly in fiscal
romance economies where these dynamics are central to policy formulation and implementation.

In conclusion, this research advocates for a paradigm shift in economic policymaking towards holistic
coordination (also emphasised in Barrie and Jackson'’s forthcoming study), providing policymakers with a robust
framework to navigate the challenges posed by fiscal dominance. By recognising and addressing the
interconnectedness of fiscal and monetary policies, policymakers can develop strategies that not only mitigate
inflationary pressures but also promote sustainable economic growth. The relevance of this research extends
beyond theoretical discourse, offering practical implications for policymakers in fiscal romance economies and
contributing substantively to the broader knowledge development in the field of economic governance.

The author declares that he has no known competing financial interests or personal relationships that could have
appeared to influence the work reported in this paper.
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