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Modern Monetary Theory: The Right Compass 
for Decision-Making
In the November/December 2021 issue of Intereconomics, Françoise Drumetz and Christian 
Pfi ster examine Modern Monetary Theory (MMT) and approach it from the policy consequences 
that would follow. This paper is a reply to Drumetz and Pfi ster. It restates the core of MMT 
and off ers some suggestions for central banks. Theories are explanations of what we see, and 
MMT describes money creation and destruction. Hence, MMT cannot be and is not a political 
manifesto. In contrast to most other theories of money, MMT is falsifi able in its core statements, 
which are based on a balance sheet approach to macroeconomics. Since many central banks 
already educate the public about the creation of modern money through bank lending, it 
would be most welcome if they would do the same for the creation of modern money through 
government spending. Here, MMT and central bankers can fi nd common ground to move 
forward and leave the theory of loanable funds and that of the money multiplier behind.

Dirk Ehnts, Hochschule Magdeburg-Stendal, 
Germany.

© The Author(s) 2022. Open Access: This article is distributed under the 
terms of the Creative Commons Attribution 4.0 International License 
(https://creativecommons.org/licenses/by/4.0/).

 Open Access funding provided by ZBW – Leibniz Information Centre 
for Economics.

* This article is a reply to Drumetz and Pfi ster (2021a, 2021b). The au-
thor thanks Pavlina Tcherneva and Phil Armstrong for comments on 
the paper. An earlier and longer version of this paper was published 
as Ehnts (2022).

Teaching macroeconomics in 2022 is an interesting exer-
cise. The textbooks usually rely on the money multiplier. 
They assume that the central bank lends to banks, which 
then lend to households and fi rms. This is contrasted by 
the announcements of practitioners, mostly central bank-
ers and bankers.1 The St. Louis Fed tweeted the following 
statement to draw attention to Ihrig et al. (2021): “Many 
econ textbooks include outdated information on how 
Fed policy infl uences banks and the economy. Educators 
should abandon the ‘money multiplier,’ a popular model 
that is now obsolete”.2 If, however, the money multiplier is 
wrong, then what becomes of the discussion of banks as 
intermediaries, equilibrating saving and investment? The 
Bundesbank (2017, 17) writes: “This [the stylized example 
of the creation of money] refutes a popular misconcep-
tion that banks act simply as intermediaries at the time of 

1 One of the fi rst practitioners to stress that households and fi rms can-
not borrow reserves is Sheard (2013).

2 See https://twitter.com/stlouisfed/status/1447612987196456972.

lending – i.e., that banks can only grant loans using funds 
placed with them previously as deposits of other custom-
ers”. So, macroeconomics is in need of a new theory. The 
textbook models have fallen apart, and a new theory of 
money is needed. That theory should be Modern Mon-
etary Theory (MMT), which over the last 25 years has ma-
tured into a legitimate school.3

As retold by Ehnts (2020, 293), mainstream economists 
do not believe that “countries that borrow in their own 
currency should not worry about government defi cits 
because they can always create money to fi nance their 
debt”. Looking at the result from a survey,4 not a single 
economist agreed with that statement. If these econo-
mists had been right, we would have seen many govern-
ments running out of money in 2020 and 2021. After all, 
tax revenues collapsed, government spending increased 
and public defi cits and public debts skyrocketed. Surely, 
the Greek government, surpassing 200% of public debt 
to GDP in 2021, would be in for a repeat of the euro crisis. 
It did not happen. As we all know by now, a government 
cannot run out of its own money for technical reasons.5 
The Wall Street Journal recognises that “important ele-
ments of MMT are accepted by much of the fi nancial es-
tablishment” and that “the lesson of 2020 was that MMT 
is right” because “a government need never default on 

3 JEL codes E12 and B52 include Modern Monetary Theory, Mitchell 
et al. (2019) published a 600-page textbook that can replace main-
stream textbooks and Kelton (2020) is a New York Times bestseller.

4 https://www.igmchicago.org/surveys/modern-monetary-theory/.
5 There is nothing to stop a state from enacting laws that would stop the 

government spending more, like the US debt ceiling. Then, however, it 
is a political decision to run out of money. See Ehnts (2020b).
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debt issued in its own currency” (Mackintosh, 2021). In 
the eurozone, all national governments made their pay-
ments on time – all of them. This needs to be explained.6 
The recent article by Drumetz and Pfi ster (2021a), pub-
lished fi rst as a (longer) Banque de France working paper 
(Drumetz and Pfi ster, 2021b), could be the start of a con-
versation about how to reconstruct macroeconomics and 
narrow the deep gulf between theory and practice in both 
monetary theory and macroeconomics.7

Mainstream macroeconomics, MMT and real MMT: 

Theory and the table

Drumetz and Pfi ster (2021a, 360) start their examination of 
the meaning of MMT using a table that summarises their 
views on both mainstream (theory) and MMT. The table (re-
produced as Table 1) seems to be a good starting point for 
a discussion of their paper. The fi rst column describes the 
issue discussed, followed by the column that summarises 
the mainstream view, one that summarises MMT as seen 
by Drumetz and Pfi ster (2021a) and one that summarises 
MMT from my own view. Apart from the issue of unemploy-
ment, I diff er with the authors’ view of MMT. The reason 
is, I suppose, that the authors approached MMT from the 
wrong side. Starting with the research question of what the 
meaning of MMT would be (in the sense of economic policy 
or institutional reform), they ignored its logical core and 
failed to recognise the methodological diff erences from the 
mainstream approach. This would be comparable to a cri-
tique of the mainstream theory by MMT authors that would 
completely ignore the mathematical model at the core 
and just discuss the policy implications, i.e. its supposed 
meaning. This kind of approach implies that the theory is 
just intellectual hand-waving intended to justify the policy 
conclusions. But that is not how MMT works.8

MMT is, fi rst and foremost, a balance sheet approach to 
macroeconomics. At its very core lie reserve accounting, 

6 The explanations of mainstream economists seem unconvincing. 
Krugman (2021), for instance, writes: “But is the Fed really fi nancing 
the budget defi cit? Not really. At a fundamental level, households are 
fi nancing the defi cit: the funds being borrowed by the government are 
coming out of the huge savings undertaken by families saving much 
of their income in an environment where much of their usual con-
sumption hasn’t felt safe.” The problem with this is that obviously the 
Fed does not borrow household savings (or rather saving since this is 
about fl ows). It sells sovereign securities to banks only.

7 Some points made in the working paper have been omitted from this 
version. These points are addressed in Ehnts (2022).

8 MMT started in 1996, when Warren Mosler contacted some academics 
to discuss monetary theory. Mosler, who worked as a banker, but also 
constructed racing cars (and a ferry), certainly was not looking to write 
a political manifesto. In Mosler (1995), he thanks Arthur Laff er for “valu-
able literary assistance and research with this work”. In Mosler (1997), 
his fi rst peer-reviewed academic journal article, he describes at length 
how the monetary system works and how we can use it to achieve full 
employment and price stability – hardly a political manifesto.

then deposit accounting, and then sectoral balances ac-
counting. There is very little behaviour in any of this. Equi-
librium rules as all balances balance – in both fl ows and 
stocks – and there are no assumptions apart from the ex-
istence of a central bank, a Treasury, a banking system and 
some households and fi rms. MMT can only be learned by 
mastering its balance sheet approach. It can only be en-
gaged by discussing the balance sheet operations it puts 
forward. It is here where value is added. Therefore, I sug-
gest looking at some of these explanations in more detail.

First of all, the main insight of MMT is that the mainstream 
has the sequence wrong. Whereas they assume that gov-
ernment expenditure is fi nanced by taxes (Table 1, row 
1), MMT assumes that government spending is fi nanced 
by money creation.9 MMT stresses that the central bank, 
empowered by the law and serving the state, is the mo-
nopoly issuer of currency. In the eurozone, this would be 
the European Central Bank (ECB) and the national central 
banks. This logically means that the state has to spend 
before taxes can be paid in euro. When taxpayers pay 
their taxes (or banks buy government bonds on the pri-
mary market), they fi rst need to have state money. “As the 
sole issuer of euro-denominated central bank money, the 
Eurosystem will always be able to generate additional li-
quidity as needed”, ECB president Lagarde said accord-
ing to Reuters (2020).10 As Kelton (2000) argues, issuers of 
currency fi nance their spending by creating money when 
they spend and cannot do otherwise.11

When the ECB buys government bonds or other fi nan-
cial assets in the context of its quantitative easing or its 
asset purchase programmes, it “increases the price of 
these bonds and creates money in the banking system”, 
as the ECB (2021) explains on its webpages. With “mon-
ey” the ECB means “central bank deposits”, also called 
reserves, since it pays with electronic money and not 
cash. This process is well understood. In an interview 
with 60 Minutes, former Federal Reserve Chair Ben Ber-
nanke (2009), was asked where the money the Fed lends 
would come from. “It’s not tax money,” Bernanke said, 
“The banks have accounts with the Fed, much the same 

9 It is not a coincidence that his view was used by Margaret Thatcher, 
who claimed that there would only be taxpayers’ money and no public 
money. The opposite is true, but most macroeconomic textbooks do 
not refl ect that.

10 In their abstract, Drumetz and Pfi ster (2021) point out that MMT 
would have gained prominence “in the media and in the public”. In 
2019, Mario Draghi reportedly said that “the ECB should examine 
new ideas like MMT” (Bloomberg, 2019a) while Christine Lagarde said 
that “MMT is no panacea but may help fi ght defl ation” (Bloomberg, 
2019b). John Yarmouth, chair of the House Budget Committee, de-
fended the Biden administration’s policy in terms of MMT, as the New 

York Times’ (2021) Peter Coy notes.
11 See Tymoigne (2014) for further details on interactions between the 

Treasury and the Federal Reserve Bank.
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way that you have an account in a commercial bank. So, 
to lend to a bank, we simply use the computer to mark 
up the size of the account that they have at the Fed.” 
These are the changes in the respective balance sheets 
when the Fed extends a loan to a bank that has enough 
collateral.

It is obvious who is the issuer of currency and who is the 
user of currency. The Fed creates reserves when it spends 
or lends. Reserves are created by the computer software 
that the Fed runs – the payment system. The central bank is 
the score keeper of its society.12 This is just how commer-
cial banks work. These create bank deposits when lending, 
which are destroyed at repayment (McLeay et al., 2014).

To understand questions concerning public debt and fi s-
cal sustainability, we need to look at the way a national 
(federal) government spends. It is at the level of balance 
sheets, which are descriptions of reality, that we can ex-
pect to fi nd an answer. The following description of the 
federal government of Germany spending €100 is based 

12 See Armstrong and Mosler (2019).

on Ehnts (2016, 119).13 We assume that the day has just 
started and that the Treasury account of the federal gov-
ernment of Germany (Zentralkonto des Bundes) stands at 
zero. The Treasury now instructs the German central bank 
to execute a payment of €100 to a household, who has 
supplied the Treasury with goods and services. The Bun-
desbank accordingly credits the account of the seller’s 
bank, which then credits the account of the seller. At the 
same time, forced by its rules of operation, the Bundes-
bank debits the Treasury account. Table 2 shows what the 
balance sheets look like.

If this is how a federal government spends in the euro-
zone, there is no possibility that it can “fi nance” its spend-
ing. Its central bank always creates new reserves when 
it spends on behalf of the government. It cannot spend 
tax revenues or bond revenues. As the name implies (from 
French revenir, to come back), when taxes or bonds are 
paid, the government’s money comes back (revenue) to 
the government. There is one complication, though. In the 
eurozone, central banks are not allowed to fi nance their 
governments. This is why at the end of the day the Treas-

13 A more recent version can be found in Ehnts (2020a).

Table 1
Mainstream view, Drumetz and Pfi ster MMT view and original MMT view

Source: Drumetz and Pfi ster (2021a); author’s own elaboration.

Mainstream view Drumetz and Pfi ster MMT Original MMT

1 Government expenditure is
fi nanced by...

taxes issuing currency it is not “fi nanced”

2 Public debt sustainability... can be an issue cannot be an issue is a political issue (if “debt” in own 
currency)

3 Public bonds are issued... to fi nance the public defi cit to distribute income as part  of 
an interest rate maintenance 
strategy

as part of an interest rate maintenance 
strategy and/or to satisfy eurozone rules

4 Access of government to central 
bank fi nancing...

should be limited is unlimited depends on the laws

5 Public debt purchased by the 
central bank...

should be paid off is paid off constititutes an asset swap for banks

6 Crowding out... can be an issue cannot be an issue cannot be the result of a lack of loanable   
funds

7 Monetary policy... has a role to play to 
stabilise the economy

has no role to play to stabilise 
the economy

has a role to play to stabilise the economy

8 Interest rates... are a market variable are set by the government  are set by the central bank

9 Infl ation... is a monetary issue is a fi scal policy issue is a complex phenomenon

10 Unemployment... cannot be fully eliminated can be fully eliminated can be fully eliminated

11 Conventional structural policies... are positive are negative can be positive or negative

12 A sovereign economy... should be competitive does not have to be 
competitive

should aim for full employment and price 
stability

13 Skills... are important determinants 
of income

are loosely linked to income are important determinants of output

14 Social welfare... has a cost has no cost has a cost
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ury account has to go back to zero. This can be achieved 
by booking tax and bond sale revenues to the account. 
The balance in the Treasury account is not money, as the 
Bundesbank itself notes.14 It is a number that matters for op-
erational reasons. The Bundesbank can only spend for and 
on behalf of the Treasury if at the start of the day the Treas-
ury’s account is non-negative. Tax and bond revenues are 
not about fi nancing, but about creating a green traffi  c light 
for the Bundesbank. This is a political complication that other 
monetary systems do not have. So, in the eurozone a nation-
al (federal) government cannot run out of money as long as:

1. tax revenues are high enough to bring the Treasury ac-
count back to zero or

2. bond revenues are high enough to bring the Treasury 
account back to zero or

3. tax and bond revenues together are high enough to 
bring the Treasury account back to zero.

This means that a eurozone national government does not 
run out of money until it has exhausted its tax revenues 
and bond revenues. It would only run out of money due 
to political reasons that are hardwired into the laws of the 
European Union, not because its central bank cannot cre-
ate more euros. MMT sees the purchase of government 
bonds by the central bank as an asset swap. Government 
bonds purchased by the ECB, for instance, are not paid 
off .15 Government access to central bank fi nancing in the 

14 This is only logical, since reserves are basically a tax credit. Neither 
the central bank nor Treasury make payments to the State – they are 
part of the state.

15 Interest from bond holdings of the ECB is distributed to the treasuries 
of the eurozone member states, weighted by the capital key.

eurozone is therefore limited (Table 1, row 4), at least with 
the standard rules in place. Since 2020, the general es-
cape clause of the Stability and Growth Pact has been ac-
tivated and the ECB has initiated its pandemic emergency 
purchase programme (PEPP), ensuring enough demand 
for government bonds so that investors perceive them as 
risk-free.16 This means that the national governments are 
free to spend what they think appropriate until the escape 
clause is deactivated. Public debt sustainability is a politi-
cal, not an economic issue (Table 1, row 2). This is most 
clearly visible when looking at Greece, which had a public 
debt-to-GDP ratio of 130% in the early 2010s when it ran 
out of money, but has been doing well in 2021 with a pub-
lic debt-to-GDP ratio of more than 200%.

Government bonds are issued to satisfy eurozone rules 
(Table 1, row 3). Since they provide a risk-free asset, at 
least in good times, the bonds are also used as a means 
to stabilise the interest rate at some positive level. When 
a central bank buys a government bond from a bank, it 
just marks up the bank’s account. A government bond in 
the possession of the central bank will lead to an interest 
payment from the Treasury to the central bank. Since this 
payment increases the central bank’s profi ts and those 
are usually transferred to the Treasury’s account, it is up 
for discussion whether government bonds held by a cen-
tral bank should be counted towards public debt.

Public debt equals the money that a government has 
spent and not yet collected back in taxes. This is some-
thing fundamentally diff erent from a private borrower with 
debt. The private borrower would have to make a pay-
ment to rid herself of debt. The government cannot do 
that – its payments cause the public debt. Actually, tax-
payers would have to make payments in order for public 
debt to come down towards zero. Therefore, government 
bonds held by the central bank or households do not con-
stitute a debt that has to be redeemed by the government.

Mainstream, MMT and real MMT: Economic policy 

and the table

Drumetz and Pfi ster (2021a, 357) correctly describe the 
MMT view on crowding out:

The crowding-out eff ect on private spending does not 
exist in MMT because expansionary fi scal policy is 
supposed to lower interest rates by providing liquidity 
to banks rather than raising them by crowding-out the 
private demand for debt fi nancing.

16 I have argued for such a programme since the publication of my book 
in 2014 (in German; Ehnts, 2014).

Table 2
Government spending of the German federal 

government

Source: Ehnts (2016).

Deutsche Bundesbank

Reserves                                     €100

Treasury account                    -€100

Treasury

Treasury account                 -€100 Net wealth (Δ public debt)     -€100

Bank

Reserves                                 €100 Deposits                                    €100

Household

Deposits                                  €100 Net wealth                                 €100
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Most central banks intervene in the money market automat-
ically to ensure that the interest rate does not fall (rise) when 
the government spends (receives tax revenue). This means 
that there is no fi nancial crowding-out – the government 
spends reserves that are created anew (and not taken from 
some pre-existing pot of savings, like the loanable funds 
theory implies) and the interest rate does not change.17 This, 
however, does not mean that government spending could 
not potentially crowd out private spending. If a federal gov-
ernment takes over a part of the organisation of an econ-
omy, say health care provision or public education, then 
obviously private sector fi rms would be crowded out. MMT 
does not say that the government is better (more effi  cient 
or more eff ective) than the private sector. MMT simply high-
lights the fact that resources used for social welfare have 
opportunity costs since they are not available for alternative 
private (or public) sector uses (Table 1, row 14).

MMT helps us to understand what the monetary system is. 
It is in place so that the government can provide itself with 
the resources and workers it needs to do its job, which is 
to fulfi l its public purpose (Ehnts and Höfgen, 2019). It is 
important to note that the government can only buy what 
its citizens are willing and able to sell. This means that a 
government should be interested in having an educated 
and productive workforce with plenty of skills providing the 
government with a higher output (Table 1, row 13). Whether 
those with higher skills also (do or should) receive a higher 
income is an empirical question and cannot be answered 
by MMT. The goal of the economy is to provide us with the 
goods and services that we need.  Public purpose can be 
served by the private sector as well as the public sector.

Another mainstream view is that the economy should be 
competitive (Table 1, row 12). From a MMT perspective, this 
is mistaken. The economy should be targeting full employ-
ment and price stability. A competitive economy might pro-
vide these, but rather by chance and not through macro-
economic policy. If a competitive economy is one in which 
exports are higher than imports, then the most competi-
tive economy that we can think of is one in which all value 
added is exported. This means that wages and domestic 
consumption are zero and all of national income is in the 
hands of capital owners – hardly a promising target for a 
modern society. The way this undesirable situation would 
be achieved is through falling wages (given some exchange 
rate). The further wages fall, the higher net exports will rise. 
This used to be called mercantilist policy or beggar-thy-

17 This challenges the concept of monetary and fi scal dominance. The 
central bank can set and control the interest rate and at the same time 
execute the government’s payments, as Fullwiler (2020) shows. Any 
interest rate the central bank sets is compatible with any level of pub-
lic debt to GDP. 

neighbour policy. A neo-mercantilist policy might be suc-
cessful, as the case of Germany seems to show.

So, what about macroeconomic policy? In mainstream eco-
nomics, monetary policy has a role to play to stabilise the 
economy (Table 1, row 7). It is assumed that an increase (de-
crease) of the central bank’s main interest rate will lead to a 
decrease (increase) in private investment. This view has lost 
its credibility after almost a decade of zero and negative in-
terest rates and lackluster private investment. MMT and the 
mainstream agree that an increase of the interest rate might, 
after some time lag, cause a collapse in private investment 
that is big enough to bring down wage growth and, with it, 
infl ation. However, almost nobody believes that a fall in the 
interest rate would bring about a recovery with rising private 
investment. MMT recognises that changes in aggregate 
demand matter for private investment. The Biden adminis-
tration’s actions are consistent with this view. Government 
spending creates, dollar for dollar, private sector income. If 
fi rms need to invest before they can sell to the government, 
then they will do it as long as expected positive profi ts result. 
The nominal interest rate is of secondary importance, if at all.

The mainstream view is that the interest rate is and should 
be the main policy instrument of monetary policy. MMT disa-
grees. Fighting infl ation by creating unemployment through a 
rise in the interest rate might work, but in the long run it is a 
socially damaging policy. After four decades, this kind of mon-
etary policy has left most of the Western economies, and the 
eurozone especially, with high rates of unemployment and 
high levels of inequality. The eurozone’s rate of unemploy-
ment has never been below 7%, which is high compared to 
other developed countries. Given existing technology, work-
ing hours and physical capital, a consistent lack of govern-
ment spending has caused aggregate demand to fall short of 
what is required for full employment. Mario Draghi, who un-
derstands this, has called for more expansionary fi scal policy 
over his whole reign as ECB president. Monetary policy should 
support fi scal policy in fi nding the right level of spending that 
is consistent with full employment (Table 1, row 7). This means 
that the ECB should guarantee the national government’s li-
quidity and solvency at all times. Only then can we expect that 
macroeconomic mindset of policymakers to shift from the 
austerity mode to a European New Deal mode. With regard 
to the interest rate, it might make sense to leave it at zero to 
ensure that nobody earns risk-free rewards or to set it at 2% in 
order to support the infl ation target of the same size.18

The question of whether interest rates are set by the cen-
tral bank or the market has become clearer in the last few 
years. If the central bank wants, it can steer the overnight 

18 MMT recognises that higher interest rates on Treasury bonds in-
crease aggregate demand.
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interest rate and all other interest rates (yields) along the 
yield curve for government bonds (Mosler and Armstrong, 
2019). Japan, while not following Modern Monetary Theo-
ry as Wray and Nersisyan (2021) point out, has shown that 
it is possible to directly target bond yields. This means 
that markets set interest rates (yields) only to the extent 
that the central bank lets them (Table 1, row 8).

History has shown that full employment and price stabil-
ity are compatible. They are not at the opposite ends of 
a trade-off , as the Phillips curve implies. In many Western 
European countries, we had both full employment and 
price stability in the 1960s. Between 1961 and 1966, the 
German unemployment rate was below 1% for fi ve con-
secutive years, with infl ation rates between 2.4% and 3.3%

According to MMT, both price level and changes in the price 
level are mostly driven by the behaviour of the state. Due to the 
monopoly on currency that it enjoys, the state is the only actor 
in the economic sphere that can pay whatever wages or prices 
it pleases (Levey, 2021), which sets the price level. When the 
state pays diff erent prices, the price level changes. This also 
explains what happens in hyperinfl ation. The governments of 
Weimar Germany in the early 1920s and those of Zimbabwe 
and Venezuela paid higher and higher prices to public employ-
ees and also paid more for the currencies, goods and services 
they procured (Armstrong and Mosler, 2020).

Figure 1 shows the empirical relationship between wages 
and salaries paid by the US government; it is much tighter 
than those between monetary aggregates and infl ation. 
Bobeica et al. (2019) in an ECB working paper also fi nd that 
“labor cost increases will be passed on to prices”. Never-
theless, MMT does not deny that there are other infl uences 
on prices as well. For instance, a rising oil price can drive 
up the price level if the rising energy costs are passed on 
to consumers. Also, monopolistic competition can drive up 
prices in areas like education and health care. Alternatively, 
infl ation can arise if there is a lack of workers in any given 
area of the economy, driving up wages there. All of this 
means that infl ation is a symptom of changes in society 
and not always a “monetary phenomenon” (Table 1, row 9).

An understanding that infl ation is not caused by tight labour 
markets infers that full employment and price stability are 
possible (Table 1, row 10). Aggregate spending in the econ-
omy determines aggregate output, which – given working 
hours, technology and capital – determines employment. If 
private spending is not high enough to reach full employ-
ment, it is the task of the government to increase spend-
ing.19 After all, it is the tax liabilities that the government 

19 Theoretically, a change in tax rates works as well, but not if it reduces 
taxes mostly for the rich who then save the additional income.

imposes that forces people to look for paid work. Since 
the government cannot know the future, it is impossible to 
fi ne-tune fi scal policy so that full employment results at all 
times. That is why MMT has suggested the addition of the 
Job Guarantee (Tcherneva, 2020). In this way, those who 
can work and want to work always have the option to take 
on a Job Guarantee job, which would eliminate involuntary 
unemployment and act as a macroeconomic stabiliser.

The assessment of conventional structural policies from a 
MMT perspective is open (Table 1, row 11). If conventional 
structural policies mean imposing hardship on those earn-
ing their income mostly through work, there is no reason 
why this should be a preferred policy. MMT recognises 
that managing the supply side of the economy and labour 
relations is important for total productivity and allocation. 
There is nothing wrong with allocation by the private sector 
per se. If, however, the results indicate a sub-optimal allo-
cation, then the government should not hesitate to change 
the rules of the game. This is most important in the context 
of a Green New Deal (Nersisyan and Wray, 2019).20

Conclusion

Drumetz and Pfi ster (2021a, 2021b) should be lauded for 
their intent to engage with MMT. As expected, a cultural 
shock resulted, as MMT is a falsifi able empirical monetary 
theory that sets out to explain the real world whereas the 
mainstream theory sets out from model assumptions and 

20 Drumetz and Pfi ster (2021a, 2021b) make some more points that are 
worthy of comment which I address in Ehnts (2022).

Figure 1
Government wage growth and infl ation in the US

Percent change from year ago, annual

Note: Shaded areas indicate U.S. recessions.

Source: Federal Reserve Bank of St. Louis.
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then moves to the real world. It was the intent of this reply to 
correct the image of MMT that the authors built up and that 
is refl ected in their Table 1 (also Table 1 of this paper). I have 
argued that before discussing the macroeconomic implica-
tions of MMT (what Drumetz and Pfi ster call the “meaning”) 
we need to get the balance sheets right. MMT starts with 
the logic of the payment system (reserve accounting) and 
then moves on to sectoral balances. Therefore, it provides 
a discussion of the micro-structure that is absent in most 
of mainstream macroeconomics. It is at this level that the 
debate of MMT should start, leaving the question of what to 
do in terms of macroeconomic policy for later.

Drumetz and Pfi ster are invited to reply to this paper by en-
gaging with the claims made here. As Table 1 shows, I think 
that their representation of MMT is fl awed and therefore 
their judgement of MMT is unreliable. To make some pro-
gress, I would ask the authors to explain in balance sheets 
how the French federal government actually spends and/or 
to refute my balance sheets for the German case. I believe 
my balance sheet structure shows clearly that the German 
Bundesbank is a currency issuer and that it creates new re-
serves every time the German federal government spends. 
If that is the case everywhere in the eurozone, this would 
mean that the ECB could solve any problem of fi scal sus-
tainability by making the PEPP permanent, as argued by 
Ehnts and Paetz (2021). The question of how much govern-
ments are allowed to spend is divorced from this issue.
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