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What would actually change if the UK had a government that understood modern
monetary theory?

In one sense, very little: MMT describes how our monetary system already works.

But in another sense, | argue that it would change almost everything because
government would understand the powers it already has.

In this video, | consider how an MMT-informed government might respond to another
major financial crisis. Unlike the response to 2008, the objective would not simply be to
restore the existing financial system and protect financial markets.

The fundamental difference would be one of control. | argue that an MMT government
would recognise that a currency-issuing state can create the money required to
respond to a crisis. Its real constraints would be resources, productive capacity,
environmental limits and inflation.

| set out several immediate priorities. The Treasury would establish what emergency
powers it could use, suspend its dependence on financial markets through the full
funding rule, reconsider the payment of interest on commercial banks’ central bank
reserves and impose much tougher conditions on institutions requiring government
support.

Banks requiring rescue would not simply receive another bailout. | argue that
government support should come in return for ownership, with shareholders bearing
the risks associated with their investments rather than expecting the public to protect
their wealth.

The same principle should extend to shadow banking, including private equity and
hedge funds. Financial institutions should not be able to escape effective regulation
while expecting government intervention when their activities create systemic risks.

MMT would not eliminate the practical difficulties of a financial crisis. But it would
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fundamentally change who controls the response. Instead of asking what financial

markets will permit, government could ask what action is necessary in the public
interest.

The financial plumbing would remain largely the same. What would change is our
understanding of it — and therefore who has the power when the next crisis arrives.

https://www.youtube.com/watch?v=mJOMUhdMnMs?si=TrhNdnbj7u0KBN8Y

This is the audio version:

https://www.podbean.com/player-v2/?i=pryu9-1b84c36-pb&from=pb6admin&share=1&

download=1&rtI=0&fonts=Arial&skin=f6f6f6&font-color=auto&logo link=episode_page
&btn-skin=c73a3a
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This is the transcript:

One of the questions I'm most often asked is: what would happen if we had a
government that understood modern monetary theory, or MMT as it is commonly
called? And | explain that in some ways it would make very little difference at all
because MMT describes the way in which money already works within our economy.
And in another way, it would change almost everything because we would have
politicians who did understand how money works in our economy and the possibilities
that that understanding creates.

Now, | need to give an example to explain that. | think, and | keep talking about the fact
that | am expecting a coming financial crisis. And | lived through 2008, and | saw the
crisis after the dot-com bubble burst, and | saw 1987. So | have been through these
things before, and | want to use that example to explain what MMT thinking could
provide in a situation where smart thinking would most definitely be required.

So what might a government that understood MMT do differently if that crisis occurred?
That is the point of this video.

Now, let me stress again. MMT describes how money works in a country like the UK,
which issues its own currency. The UK has its own central bank, an effective tax system
and a currency that is traded internationally, and all its debts are denominated in
sterling. That means it is a perfect modern monetary theory economy already.

Government spending creates money in this country right now, whilst taxation primarily
exists to withdraw money from circulation that the government has previously spent
into existence. And the purpose of that is to control inflation.

Government bonds provide savings opportunities rather than being a form of
government spending. They literally never fund anything in the way that they are
structured and used at present.

The real constraints on government action are the availability of resources,
environmental limits, and the need to manage inflation.

A government that understood all these facts would have a different economic
appreciation of the options available to it. That is the important point that | must
communicate at the beginning of this video because it is that change created by
understanding that is key to what an MMT government would deliver.

All the mechanics of the financial system could remain in place. We could have the
same central bank. We would have the same currency. We would have the same
taxation system if we desired, and we could still have government bonds. But our
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understanding of all of them would change, and the government would inevitably then
use them differently. That is the point | am highlighting.

So, in the event of a crisis, a government that understood MMT would not need to
introduce the new monetary system. It could keep everything the same, but it would,
and | stress the point, yet again, manage the world differently.

Immediately, that government would understand that it would have to recognise that
fiscal and monetary policy need to be coordinated rather than managed separately if
the world is falling apart all around us.

It would have to focus on the availability of resources and the management of demand
to control inflation, rather than on the management of financial flows, and that
understanding would provide a basis for a different response to a financial crisis.

In 2008, the response was primarily to save neoliberalism. Oh yes, there was
expenditure to support people indirectly when it came to unemployment and with
regard to increased benefits in certain areas. VAT was reduced. There was a
“Cash-for-Clunkers” scheme, which traded in old cars, in a supposed green move. But
overall, most of the money that was spent by Gordon Brown, and subsequently by
George Osborne for the Conservative-Liberal Democrat coalition government, was
about saving the financial system from failure. That is vital to understand.

Over £400 billion was pumped into the economy at that stage for that reason. And | was
told very directly, in a private conversation, | admit, by a senior official, then in the
Treasury, that the government felt it had no choice but to do that. Neoliberalism had
fallen off the wall as Humpty Dumpty had done, but they had no choice but to put him
back on again because they said, that person said, there was no other alternative.

The point is, an MMT understanding of the economy would provide an alternative. We
would not have to spend money to save our banking system in the way that Gordon
Brown and George Osborne did, because alternatives would be available.

And if there is such a crisis tomorrow, and | was advising a Chancellor, because let me
be clear, | do not ever want to be a Chancellor because | do not want to be an MP - what
would | suggest they do? That is critical.

Immediately, | would suggest that the Chancellor establish several Treasury task forces,
and the most important of these would be to work out what powers the Treasury
actually has. Now, that’s quite important, but at the moment it’s unclear. Why is it
unclear? That's because after COVID, the government introduced a whole range of
emergency powers, most of which still remain in place, and most of which could be
used by the government to overrule the operation of financial markets as they now are,
so that changes could be introduced that could affect the way in which we manage the
economy.
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The point is, we would need to put in place systems that ensure that financial markets
cannot determine the outcomes of another crisis, but that the government can. And so |
would be telling a Chancellor, work out what you can do, and if you can’t do it, work out
how to create the powers to do so very quickly. You have to understand the monetary
sovereignty that you’ve got and establish control over the crisis. That would be the job
of the first task force that | would say should be created, and it will be required to start
reporting within hours, and that would be vital.

| stress, being in charge, is vital. The difference between a neoliberal government and
an MMT government is that an MMT government has the mindset that says it is in
charge and not that markets are. That is a fundamental change of view. | cannot stress
the importance enough.

The second priority would be to begin to create changes. So | would, for example,
create a task force to look at the suspension, the immediate suspension, | must say, of
the full funding rule, which requires that the government balance its financial books
every day by issuing Treasury bills and government bonds to match any shortfall in tax
receipts that have arisen during its course.

This full funding rule was introduced by Sir Geoffrey Howe, the Chancellor of the
Exchequer under Margaret Thatcher in 1981. There was no reason for this rule. It was a
political choice, and it was designed to create government dependence upon financial
markets. It would’ve been entirely possible for the government at that point in time to
have continued to borrow directly from the Bank of England as it had done for a very
long time, and which it did to some degree do until 2006, because there was a
continued operation of what was called the Ways and Means account, which was
effectively a government overdraft, until that time. But we now have total dependence
upon this rule, and it would have to go.

Is it possible for it to go? | know it is. How do | know that? Because in March 2020, when
the COVID crisis was developing, the Bank of England offered the government a £20
billion overdraft facility for the duration of the crisis. That was terribly generous of
them, given that the government owns the Bank of England. But the point was, the
facility existed. The capacity to create money by direct loan to the government was
there. There is no requirement for the UK government to have to go to markets to find
money. A government that understood MMT would realise this. It would realise that
money was under its control and markets were secondary.

That is a major difference of view. And | emphasise the consequence would be a
fundamental change in financial power in the UK. An MMT government would make
clear that issuing government bonds was not necessary to finance its spending. The
City of London could not therefore dictate interest rates during the course of a crisis. It
would not rely upon the collection of tax as the way of funding government activity
because that is not what actually happens. It would instead create the money to keep
our economy going. It would change taxes to ensure it could manage the inflationary
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consequences. That would inform its taxation policy.

All of this integrated thinking would mean that a government that understood MMT
could have a coordinated plan in operation to manage the financial consequences of a
crisis almost immediately. A government, a neoliberal government, could not, because
it does not believe it’s in charge, and that is the difference.

The third priority that | would address would be to tackle how our commercial banks
receive interest from the government. Commercial banks maintain what are called
central bank reserve accounts at the Bank of England. Now, those balances grew from
£20 billion in 2007 to more than £900 billion by 2021. The money that inflated those
bank balances did not come from the banks themselves. It was created by the
government and injected into the economy through the quantitative easing process.

Let’s not go into the details of the mechanics at this moment. The point was, the banks
had their deposits with the Bank of England inflated as a consequence of deliberate
government action. And then quite absurdly, the UK government insisted it had to pay
interest to these banks on the deposits that they held with it, even though the
commercial banks in question had not created that money.

| would now withdraw payment of interest on some of those balances. How much? Well,
there’s around £600 billion of those reserves left. | would at least halve the balances at
the first instance that would have interest paid on them, and any new reserve balances
that were created as a consequence of the government borrowing directly from the
Bank of England and then spending money into the economy would not carry interest.
We cannot go into a crisis knowing that the government has not only to pay the cost of
the crisis, but also pay the banks for the privilege of providing them with funding as a
consequence of the crisis. That would have to stop, but only an MMT government would
understand that.

And the next priority and the next issue that a task force would have to look at would
be how to rescue banks. We are going to get bank failures again in this country. We are
going to get secondary banking failures. The government will have to decide how to
provide emergency support, and it will have to put conditions on that support, and this
time there won't be bailouts. There will only be takeovers. The government will buy
shares in the banks that require support at this time, and they will do so at the value of
the banks at the moment they require support, not at the value they had before the
support was required.

In other words, old valuations set by stock markets will be almost irrelevant. If the bank
is under financial stress because it has no money at a moment, it is effectively
bankrupt, and the valuation that will be paid for the new shares to be issued to the
government to bail it out will be valued on that basis. And any bank that tries to get
around these rules by using the arrangements of the sort that Barclays used in 2009
would not be allowed to do so.
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An MMT government would not be held to ransom by banks demanding unfair payment
for support that they absolutely, essentially require.

We would need to support banks, but we would not support their shareholders. Those
shareholders will have known the risk that they’re taking. They will have been able to
foresee, as | have, that there would be a financial crisis coming. If they decided to
maintain their shareholdings, so be it. They will pay the price.

We will not have this crisis being used to support wealth as it was in 2008. This time,
the focus of an MMT-understanding government will be upon reducing financial risks
that would have to be assumed by the public. And one way to do that is to reduce the
cost of the support that will be supplied to shareholders. That is critical.

And | could keep going on. For example, a fifth priority would be to control the shadow
banking sector. This is a detailed and complicated issue, but effectively, this would
require that hedge funds and private equity be brought within the scope of banking
regulation, and all the issues that I've so far talked about would be applied to them.
And if they require bailouts, they too could be subject to takeover by the government.
Their assets would be taken in exchange for the financial support they needed.

The objective would be to ensure that financial institutions could not escape effective
regulation by operating outside conventional banking. And the secondary objective
would be to ensure that those with wealth do not maintain their privilege at cost to
society at large during the course of a crisis.

So how would this response differ from what happened in 20087

An MMT government would understand that it could create the money needed to
intervene in a crisis. It would not need the pretence of QE and the subsequent
quantitative tightening. It would simply borrow from the Bank of England and say,
“That’s what we're doing.” It would be open and honest. It would therefore not regard
financial and market approval as a prerequisite for taking action. And the Treasury and
the Bank of England would be required to coordinate their policies to manage the crisis.

Financial institutions requiring support would have to accept government-imposed
conditions reflecting the public interest. Shareholders would be decidedly secondary,
and the government would not assume that restoring the previous financial
arrangement was its overriding objective of a bailout. It could instead use its monetary
powers to establish a different relationship between the state and financial markets.

An MMT government would therefore be in charge, saying which, it would face practical
constraints.

Understanding MMT would not mean that the government could achieve everything it
wanted. Managing failed banks and financial institutions would require experienced
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people. The government would have to hire them. That would be necessary. But that is

one of the understandings that the government would create. It wouldn’t outsource the

responsibility for managing a failed financial system to members of that failed financial

system. It would hire people into the government to undertake that activity on behalf of
the public.

This will be a total change of attitude. It will be fundamental to achieving the outcome
that | think will be necessary as a result of this crash, and that is key. The whole issue is
about who controls the response to a crisis. MMT puts the government in charge.
Neoliberal thinking puts the markets in charge.

The fundamental difference that we would see if we had an MMT government would be
that the response to a crisis would be determined in the public interest rather than for
the benefit of the financial institutions whose failure had created it, and that matters.
And that is the sort of difference that having a government with MMT understanding
could create.

| will make other videos of this sort, but understand MMT changes everything whilst
keeping the financial architecture in place. The plumbing doesn’t alter. The way in
which we understand it changes fundamentally. The consequence is we will get better
government, better democracy, and an advance of management in the public interest,
and that to me is what matters.

That's what | think. What do you think? There is a poll down below, of course. Please let
us have your comments. Please do like and share this video. Please do subscribe to the
channel. Please do click that bell button. And if you'd like to support our work, because
we are heading for a crisis and we will need to continue to work through it, there is a
coffee or Ko-fi button down below that you can use to support our work, and we would
be very grateful.

Poll

[poll id="557"]
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