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The objectives of this thesis are as follows: (1) to study the impacts of
the monetary and fiscal policies on the magnitude and direction of public
debt, primary fiscal deficit and inflation dynamics (2) to build the conceptual
or the theoritical framework for public debt management in practice.

This thesis is divided into three sections. The first section extends the
differential game model of Tabellini (1986) and van Aarle, Bovenberg and
Raith (1995) to explain the strategic interaction between the monetary player
who control monetization and the fiscal player who control primary fiscal
deficits on public debt stabilization problem. The second section conducts a
study of policy simulation to analyze the effect of changes in the preference

Pparameter on the magnitude and direction of public debt, primary fiscal deficit

and inflation dynamics. The monetary and fiscal policies package in this study
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consists of four types and each type is divided the policy simulation into four
cases. The third section conducts a consideration of the optimal monetary and
fiscal policies for public debt management.

To compare the analytical results, this study focus here only on the
differences between the first-best Pareto equilibrium and the second-best
Open-loop Nash equilibrium. As for all policy simulation, the results show
that the fourth policy package (the combination between low primary fiscal
deficits target and conservative inflation target) is the optimal monetary and
fiscal policies for public debt management. Because in the fourth policy
package, the long-run public debt has decreased from the base-case when the
monetary player and fiscal player are more independent and the long-run
public debt in the Open-loop Nash equilibrium case is lower than the Pareto
equilibrium case. Although the long-run public debt has increased from the
base-case when the real interest rate has increasing from the base-case but in
the fourth policy package the long-run public debt in the Open-loop Nash

equilibrium case is lower than the Pareto equilibrium case.





