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Fiscal Policy or Monetary Policy: A Theoretical Evolution
Li Fang
Abstract: This paper is to survey the development of macroeconomics. John Maynard
Keynes argued that the economy was unstable and had less than enough effective demand. A—
long with this view, Keynes persnaded a strong intervention to stabilize economy by govern—
ment. On contrary, Milton Friedman maintained that there is a natural rate of unemployment in

economy. The best contribution a government can make is to keep the money supply growing

steadily. Fiscal Theory of Price Level (FTPL) hold that price level is not determined by money

but by government's debt. New Consensus Macroeconomics emerged at the same decade of FT-
Y & 4

PL but hold contrary visions of the economy and policies. The new consensus model contains an

important conclusion that monetary policy can determine the inflation and provide a stable en-
vironment for economy development. However, some economists considered that fiscal policy is

a potent instrument.

Key Words: Fiscal Policy; Monetary Policy; Fiscal Theory of Price Level; New Consensus

Macroeconomics
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