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are not scientific papers. If there are CFDS papers on related issues, they will be referred

to in the text.

Modern Monetary Theory (MMT) is the

latest fashion in post-Keynesian heterodox
macroeconomics. It has left the fringes of academia
and is, by the standards of a relatively new economic
theory, widely discussed outside academic circles.
Stephanie Kelton, one of its proponents, is the
economic advisor of Bernie Sanders, twice a serious
contender in the Democratic primaries for the
Presidency of the United States. This essay explains
what MMT is and discusses its central claims. It turns
out that many of its tenets are either not new and
consistent with mainstream economics or wrong.
ideas and

Nonetheless, MMT promotes some

perspectives that should not be dismissed outright.

The Money in MMT refers to an economy
with fiat money. Fiat money means that the money
issued by the central bank that has no intrinsic value.
While this is the norm today, money used to
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represent a claim on a commodity in one form or

another. MMT also does not allow for any
management of the exchange rate that would
constrain the Government in its monetary actions,
for example, due to international agreements. In the
MMT world, the central bank becomes an integral
part of the Government and cannot make any
independent decisions. Contrary to what its name
might seem to imply, MMT is not just concerned with
monetary policy but aims to be an alternative to
mainstream macroeconomics, not just conventional

monetary policy.

While there are slightly different versions of
Modern Monetary Theory around, it seems the
following claims describe its most essential tenets.
We consider them to be the macroeconomic
essentials of the theory:

1. The Government cannot be forced to default on

debt denominated in its own currency.

2. The Government can purchase goods and
services without the need to collect the funds in the
form of taxes first.

3. The only limitation on a government's money
creation and purchases is inflation.

4. The primary role of taxation is fighting inflation.

5. Inflation accelerates once the real resources of the
economy are fully employed, but not before.

6. There is no competition between the Government
and the private sector for savings.

We left out several other claims that are
often supported by the leading proponents of MMT.
These are associated with MMT by the public, but
there is little reason why disagreeing with them
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would imply the of MMT as a

macroeconomic theory. Three of the most well-

rejection

known non-central claims of MMT are:

1. Taxation is necessary to make citizens willingly
hold the currency of their country.

2. There should be a Green New Deal to fight
climate change, and its financing can easily be
achieved with the help of MMT.

3. There should be employment guarantees to
ensure full employment.

Discussion of the six central claims

We will now have a closer look at the six
core claims of MMT in more detail and do not only
discuss if they are correct but also point out what is
new to them and if they are necessarily inconsistent
with mainstream macroeconomics.

Claim 1 — The Government cannot be forced
to default on debt denominated in its own
currency.

The claim that a Government never need to
declare bankruptcy is correct as long as it restricts its
debt
denominated in its own currency. While surprise

issuance  of instruments to securities
inflation does not constitute a default in the legal
sense, from an economic perspective, the distinction
between a formal default and de facto default
through unexpected inflation is less clear-cut.
However, the fact that a government can create
money to pay not inflation-indexed debt in its own
currency is neither new nor disputed by mainstream

economics.
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Claim 2 — The Government can purchase
goods and services without the need to collect
the funds in the form of taxes first.

Claim 2 is correct, and it illustrates the great
interest of the proponents of MMT with the exact
timing of economic transactions. However, while
Claim 2 is often presented as a major insight by
MMT,
macroeconomists would dispute its validity. While it

supporters of few mainstream

does not play much of a role in standard
macroeconomic models, this is analogous to the fact
that most microeconomic models abstract from the
details of the financing of a firm. MMT proponents
often use Claim 2 to emphasize the difference
between the budget constraints of households and
firms on the one side and Governments on the other
side. They consider this distinction to be of great
and overlooked or

importance ignored by

mainstream economics. However, just as the
Government can finance its expenditure with short
term funding from its central bank, most firms and
households can do the same with the help of
commercial banks and credit card companies. MMT
proponents emphasize the validity of Claim 2 mostly

to support Claim 3.

Claim 3 —The only limitation on a
government's money creation and purchases
is inflation.

Often, perhaps always, Claim 3 is made in
combination with the assertion that taxation has
nothing to do with the financing of government
expenditures at all. If the Government can not
engage in expenditures without tax revenues first,
this strong version of Claim 3 does obviously not
hold. Therefore, the strong version of Claim 3 makes
the otherwise pretty uncontroversial Claim 2 a
central element of the typical MMT-narrative. It is
important to stress that it is not at all controversial
that not all

among economists government
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expenditure is (or should be) financed by taxation
and that the profits from money creation are one of
the other sources of government income. The profits
from money creation are called Seigniorage.
Moreover, mainstream economists are aware of the
fact that the debt burden of a country can be
reduced with the help of inflation. When they
advocate fiscal restraints, this is usually based on the
view that a country should, if possible, never come
into a situation in which high inflation becomes the
least bad among several bad choices to deal with
public debt.

Claim 4 - The primary role of taxation is
fighting inflation

The advocates of MMT believe that the
Government should control inflation by taxation and
bond issuance. In this way, the excess money that
creates inflation is removed from circulation.
Because they believe that large deficits will force the
Government to monetize its domestic debt at some
point, in some sense, mainstream economists
advocate taxation as a measure against inflation, just
as MMT does. However, mainstream economists
combine this often with a skeptical view of large
amounts of Government spending. This skeptical
view of government spending is not common
among proponents of MMT but seems not
inconsistent with the six tenets of MMT. After all,
sufficient spending to ensures high demand and low
unemployment could also be encouraged by low
levels of taxation. While it is, in contrast to the claims
of the proponents of MMT, not necessarily
inconsistent with mainstream economics, the MMT
view of taxation offers a potentially insightful change
of perspective.

One implication of the MMT view that
taxation is the main weapon against inflation
pressures is hardly, if ever, mentioned by its

proponents. Because the poor spend a larger share
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of their incomes, the best way to fight increasing
inflation would be to increase their tax burden. At
the same time, there would be little point in
increasing the tax burden of billionaires more
because the rich are able to smooth consumption
over time and less likely to adjust their spending.

Claim 5 — Inflation accelerates once the real
resources of the economy are fully employed,
but not before.

Whether this claim is valid or not depends
on the precise definition of full employment. The
mainstream view is that the level of employment that
is consistent with stable inflation depends on many
factors, for example, the power of unions, the
generosity of social benefits, and the existence and
size of minimum wages. However, most proponents
of MMT seem to adhere to the much stronger view
that with
nonaccelerating inflation even in an environment in

low unemployment is consistent
which labor market institutions are, according to the

mainstream view and empirical evidence,
detrimental to high levels of employment.

There are several historical examples of high
and accelerating levels of inflation going hand in
hand with high levels of unemployment that
proponents of MMT cannot explain within their
The MMT

unemployment seems very similar to what many

theoretical framework. view of
mainstream Keynesian economists believed before
the experience of the so-called Great inflation of the
1970s that provide such an example from economic
history.

Many adherents of MMT support some
form of employment guarantees and probably see
this as an important innovation that makes a repeat
of the 1970s impossible. However, it is hard to
believe that such a guarantee could be implemented
without a severe distortion of the labor market and
for education and work

reduced incentives

performance, and thus ultimately productivity.
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Therefore, Claim 5 in its strong version is wrong, and
in its weaker version, it is consistent with mainstream
economics.

Claim 6 — There is no competition between
the Government and the private sector for
savings.

Here, the argument is that because the
Government is free to create more money at will, it
does not compete with firms and households for
scarce savings. The face value the claim is true, at
least as long as the Government wants to spend the
money domestically and has no need to acquire
foreign exchange. Disagreement with the claim is
mostly due to the fact that the claim is somewhat
misleading by implying that there are never any
trade-offs involved when the Government creates
new money to fund its spending. However, even if
they do not compete for savings, the Government
and the private section nonetheless compete for
economic resources. This is, obviously, true in a
situation of full employment, which is not disputed
by the proponents of MMT. On the contrary, they see
this competition as a major, if not the only, source of
accelerating inflation, as Claim 5 asserts.

However, even if there is slack in the
aggregate economy, there are often fully employed
sectors. While it is probably a good idea for the
Government to spend more funds on infrastructure
when demand in the construction sector is low, there
are often trade-offs. If the Government replaces
private spending in underemployed sectors, this
leads to a lack of desirable structural change in the
economy. Such considerations seem to get
insufficient attention from the advocates of MMT.
Government spending and central bank action to
fight a recession, on the other hand, is not
with

macroeconomics, and there is little need for a new

inconsistent mainstream  Neo-Keynesian

economic theory do advocate it.

ZBIFMREIMR. 115 MMT BYSE5E
SHFREMAZZURIRAL RS, BTREIAIIX
B—1TEEREFE, £ 70 FHFABE
iH. AT, RMEREXERIRIEEE
BEATEHME NG, AEES
HBEMTIFEAR. RFEEF=R
RIES MERIshE. FEitE, E5KFAIN
SEMRANETEIRAY, SBURAUZESER
SRR,

TN BUFANRA BRI IEME S T H R
BREF.

XEERE: FEABRAILBES
BIEEZHEN, BEASSLEMRE
FIMAIIES. XA RERRY,
EVRBHFBEHRAEER, BEER
BEIRBHAINC, FRIBX—5ERY
FEFRER, CEEBTEIEHED
SKRHESCHRS, MRS RATAREs,
XAERTER LR—MRS. M, A
EIIAFEE, BUFFIFAEERI I3
REREMRZTRR. EROAIE
R, XBARZIERRY, MMT 8IS
EXUREFN. R, tIHAXFH
RF RSB AKINERERRE,
NERARME—RIRE, EANEKARR

M, BEERREFARS, BE
ROFAATER ). XSTFBUFFRG, 2
R FRTRATIR A T EMIRIEE TR
MFER, (EXEERENEREE, W0
SREUFEAHAA SR JRIFAASIH,



Conclusion

In this discussion of Modern Monetary
Theory, we have focused on its main tenets and
shown that they do not contribute much to
macroeconomics that has not been discussed
before. While parts of mainstream macroeconomics
are perhaps too obsessed with its foundations in
microeconomics, MMT seems to have no place for
microeconomic considerations at all. And while the
essentials of MMT are not necessarily inconsistent
with standard microeconomics, many of the radical
proposals made by prominent adherents of MMT
are. They seem to believe that from the undisputed
fact that a government that is free from constraints
of international monetary arrangement controls its
own money, economic essentials such as incentives
for innovation and well-designed labor market
institutions are of no importance at all. In their view,
all that is need is the right (in the sense of MMT)
management of the macroeconomy. As a result,
there will be neither unemployment nor any form of
underutilization of resources in the economy. These
beliefs are somewhat similar to the enthusiasm for
macroeconomic management in Western countries
in the 1960s. At that time, it was supported by a large
majority of Western economists. However, it became
a minority view within the economics profession
after the stagflation period of the 1970s and the
resulting backlash against Keynesian ideas in
While
macroeconomics has learned from this experience

general. modern Neo-Keynesian
and accepts that fighting unemployment can involve
difficult trade-offs, the supporters of MMT seem to

be unaware of these lessons from economic history.

Further Information

A lot of information about MMT is available
online. The easiest way to get familiar with the
theory is probably to watch some of the many online

X SR 5T iR Z T ISR L.
XEERIFIREEE MMT (ESERY
EBEMN., B—HHE, BIR>ZHPR
RITAMERRMRERNTE, A5
IR E SR 8T
&, MBEAFEREXMMEERFE
TS,

.5

EXRKT IR HERICAYITIE
&, BANEERE T ERNEERN
L. FCIBXE RN RZMETFFRIT
AR, XEURLIZBITIEER. 2
m, REBSERAMEFFAEET
TURTEHMESFFRIERM, (B
MIECIUFIRATEFHIREST.

AN EHECHEERUA—
ESTVERHMEFFFA—E, BiFE
M EMIFEANH P B R AT
WEBSEA—ERI, IINFHEE, —
MM EZEFRE ML R RAIBUT AT LA
H 8 CHEMIX—TAFNAIEL, &
SNEFTRENA RS Ot RISS I HiA H
BFEEFBERRANAEER. HAFH
BREN M TTAIR W TIERRI (A
PCEMIBCRIRN LX) &R, (HUR
HRFEFRRREHEHK.

XL RS HHEE 60 S
I AMEFFETERIREELREI, =
B, ERR T RASHILETFERR
X¥F. M, 7E 20 42 70 FLAYRAK
RHALAR: FRILES | & RIRS BB == M A8



lectures of its most well-known exponents, for
Kelton
Mitchell

example, Stephanie

(https://stephaniekelton.com/) and Bill

(http://www.billmitchell.org/).
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