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The paper discusses a very important relationship in economic policy, namely the financial relation between the central bank and the Treasury. In particular, the author discusses four ways for the Treasury to obtain revenues from the central bank. These are seigniorage in its traditional definition, central bank revenue, inflation tax and operating profits of the central bank. 
Based upon a very elegant, innovative and highly useful intertemporal approach, Buiter shows the relation between these four concepts. It turns out that seigniorage and central bank revenue are maximised equivalently. This framework also allows addressing the questions of how central bank and Treasury interact and of whether or not the central bank is able to pursue its policy objectives given that the Treasury aims at maximising fiscal resources and exerts some pressure on the central bank. 
Several problems of monetary policy under these constraints are analysed in the paper. First, Buiter asks whether and under what conditions the central bank remains solvent given the fiscal claims of the Treasury. The result is that this is only the case if inflation is beyond the optimal level. Second, the question arises, whether the central bank can maintain an inflation target set by itself. If the Treasury demands a fixed tax, an inflation target is only kept if set jointly by central bank and Treasury. Thirdly, two additional cases of cooperation between the central bank and the Treasury are discussed, namely the lender-of-last-resort function and the threat of deflation.
To my mind, the paper is almost ready for publication. Some weaknesses should, however, be mentioned and considered. 

· It is not discussed whether maximising seigniorage is first best. Instead, it is taken for granted that it is a rational policy objective. However, there may be more efficient ways to finance the public budget. 

· Although the author claims to analyse the relationship between four concepts of seigniorage, the relation between central bank operating profits and the other forms is discussed loosely. In addition, inflation tax is discussed only in the steady state and dropped thereafter. This is surely adequate as the inflation rate needed to maximise revenue in the steady state turns out the highest. A few explanations to justify the neglect of inflation tax would certainly help.

· The model is written for a closed economy. Central banks today operate in an international or global setting, which may constrain them even further. As the paper refers to the ECB, this problem may be smaller because the ECB probably can disconnect its policy from global influences more easily then, say, the Bank of England. 

· Both the facts that the initial price level is predetermined and that the Treasury imposes a fixed tax on the central bank are contradicting the concept of an independent central bank. Thus, the policy conclusion is somewhat premature. Buiter suggest that it is not sensible to grant operational target independence to the central bank. 
· A minor and formal remark. There is a section III.1, but no section III.2. 

Despite these weaknesses, the paper is well written, (intuitively) accessible, which is a real asset given the complex modelling approach, and addresses an enormously important issue. Governments have always been tempted to abuse monetary policy to finance public spending or even tax their money holders. Thus, central bank independence has been focused upon in the literature on institutional aspects of monetary policy. The relation between an independent monetary authority and the Treasury interested in seigniorage is an interesting topic deserving more attention and also some empirical work. The foundation for such work has been laid by this fine paper. 
