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Fiscal Space with

soverelgn currency

“[T]he power to issue its own money, to
make drafts on its own central bank, is the
main thing which defines national
independence. If a country gives up or
loses this power, it acquires the status of a
local authority or colony.”

~Wynne Godley, 1992
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1222 Sectoral Balances Approach (Minsky/Godley)
» Fundamental Principles:

A. For every surplus there must be an equal
deficit

B. Flows accumulate to stocks

» Two sectors:
Govt Balance + Private Balance = 0
-1. Govt Deficit = Private Surplus
-ii. Govt Surplus = Private Deficit

Xt&: L. Randall Wray, O|HIAESXISH 2| MX|ME
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* Federal government spends through keystrokes that credit bank
accounts so it can afford anything for sale in dollars.
* The reaction typically goes through four stages:

* 1. Incredulity: That’s Crazy!

* 2. Fear: Zimbabwe! Weimar!

* 3. Moral Indignation: You’d destroy our economy!

* 4. Anger: You're a Dirty Pinko Commie Fascist!
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Government
Asset Liability
+ Bomb + Reserves
+ Tax Liability + Net Worth

Private Bank

Private Nonbank Entity

Asset Liability Asset Liability
+ Reserves + Demand - Bomb + Tax Liability
Deposits _ - Net Worth
+ Demand Deposits

Atz L. Randall Wray, O[HIAEEXISH 2|MXE

1257 Case 1a: NI A&

Government
Asset Liability
- Tax Liability - Reserves
Private Bank Private Nonbank Entity
Asset Liability Asset Liability
- Reserves - Demand - Tax Liability
Deposits - Demand Deposits
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158 Case 1a: NI A&

Government Private Nonbank Entity
Asset Liability Asset Liability
+ Bomb + Net Worth - Bomb - Net Worth
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Government
Asset Liability
+ Bomb + Reserves
Private Bank Private Nonbank Entity
Asset Liability Asset Liability
+ Reserves + Demand - Bomb
Deposits
+ Demand Deposits
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Government Private Nonbank Entity
Asset Liability Asset Liability

- Reserves - Reserves

+ Bond + Bond
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Government
Asset Liability
+ Bomb + Bond

Private Bank

Private Nonbank Entity

Asset Liability Asset Liability
+ Bond + Demand - Bomb
Deposits
+ Demand Deposits
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Government
Asset Liability

- Demand Deposits
+ Bomb

Private Bank
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Asset Liability
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- DD Government
+ DD Private

- Bomb
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Government
Asset Liability
+ Bomb + Bond
Private Bank Private Nonbank Entity
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+ Bond + Demand Deposits - Bomb

+ Demand Deposits
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+ Bond + Bond
+ DD Private bank + DD Treasury
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Treasury Central Bank
Asset Liability Asset Liability
+ Loaned
- DD Private bank Reserves + DD Treasury
+ DD CB
Private Bank
Asset Liability
- DD Treasury
+ Borrowed Reserves
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Treasury Central Bank
Asset Liability Asset Liability
- Demand - Loaned
Deposits Reserves - DD Treasury
+ Bomb
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Private Nonbank Entity
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J268 Case3: 2|F ZAM
Treasury
Asset Liability
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2278 So Draghi Said,

European Central Bank President Mario Draghi said the
Governing Council should be open to ideas such as Modern
Monetary Theory, while noting they're closer to fiscal policy and
should be directed by governments.

Draghi was responding to a question from European lawmakers
about helicopter money and the best ways to channel funds to
the economy in a way that helps inequality. He mentioned MMT
and a recent paper by former Federal Reserve Vice Chairman
Stanley Fischer - the adviser on Draghi's doctorate -- which said
central banks should put money “directly in the hands of public
and private sector spenders.™
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