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Abstract: 

This thesis assesses the relative performance of different theories of money in the 

contemporary world economy. This thesis aims to qualify some of the claims of Modern 

Monetary Theory (hereafter MMT) by assessing how accurate the theory is as a description 

of money. Furthermore, it seeks to more precisely define ‘the state’ as a political entity in 

order to more fully qualify some of the constraints a state’s currency may face.  

Three theories of money are discussed: the commodity theory of money, the positioning 

theory of money, and the credit theory of money (the last of which is compatible with MMT). 

Three authors’ work are analyzed that each advocate for one of the three theories. These 

theories are assessed according to their relative concordance with historical evidence. It also 

assesses some of the consequences for economic analysis that emerge as a result of these 

different conceptions of money’s functions. 

A theory of the state postulated by Bob Jessop is adapted for identifying constraints on states’ 

currencies under the assumption that the credit theory of money (MMT) is accurate. The 

performative effects of the commodity theory of money and expectations of appropriate state 

behavior limit the fiscal policy space of states beyond that which is proposed by MMT. 

Further limiting the fiscal policy space of states is the global free-trade system, which 

imposes a structural need for some states to earn foreign currency reserves so that they can 

produce and procure essential economic goods.   

The thesis concludes by suggesting two paths forward to resolve these limitations. The first 

involves reframing public economic discussions by using MMT’s metaphors; the second 

suggests a return to discussions of managed global trade governance, for example John 

Maynard Keynes’ “Proposals for an International Clearing Union.” 
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Introduction 

Modern Money Theory (MMT) or (neo)chartalism has been a hotly debated topic among 

academic economists and politicians in recent years. The popularity of recent bestselling books 

such as The Deficit Myth by Stephanie Kelton and The Case for a Job Guarantee by Pavlina 

Tcherneva highlight a wider popular interest in the topic. Indeed, many academics have noted 

the ‘spill-over’ of (neo)chartalism into non-academic blogs and media, thus exposing the 

debate to the prevailing pitfalls of internet platforms. It is undeniable that much of the non-

academic popularity behind MMT comes from how markedly different it is to conventional 

characterizations of money and subsequently the significance of sovereign debt. For example, 

what one thinks of the future of the Eurozone or the Bank of Japan’s debt monetization is in 

many cases significantly influenced by what one thinks of MMT.  

 The consequences of an MMT conception of money merit serious consideration. The 

eradication of conventional metaphors such as ‘public debt’ and ‘taxpayer money’ would be a 

welcome change to the lexicon of public discussion on what governments are and should be 

doing about the environmental crisis, military spending, and the despair and humiliation 

effected by undignifying work or unemployment. This can be done by scrutinizing MMT and 
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assessing the plausibility of the initial assumptions of it. Once this has been realized, only then 

is it appropriate to evaluate the consequences of MMT for the political world of the present.  

  With the above in mind, this work will seek to answer two research questions. The 

first:  

 

Research Question 1: Is the credit-money basis of (neo)chartalist theory an accurate 

representation of the role of money in society? 

 

I contend that this is best done by analyzing what many consider to be akin to a 

“founding document” of this school of thought: Alfred Mitchell Innes’ articles, written in 1913 

and 1914, laying out his argument for a credit theory of money. I will do so by comparing the 

credit theory of money with two competing theories: the neoclassical commodity theory of 

money and the positioning theory of money developed by Tony Lawson. I contend that the 

credit theory of money advanced by Innes and developed further by other authors is the most 

accurate conception of money. The commodity theory is argued against by exposing the 

inaccuracy of its supporting historical evidence and its logical implausibility. The positioning 

theory is discussed as one plausible alternative to the credit theory and can be read as an 

extension of the credit theory.  

 After establishing that the work is based upon the premise that the credit theory of 

money is accurate and going through the reasons for this, it will then attempt to situate the 

state’s money creation powers so as to address the limits of ‘monetary sovereignty’ in an MMT-

paradigm. This leads me to this work’s second research question:  

 

Research Question 2: In what ways are states constrained with regard to their 

currencies? 

 

If MMT’s goal is to reintroduce “the state into economics,”1 as Nersisyan and Wray 

argue, then it is worth considering what states themselves are and in what sort of global context 

they operate. The existence of modern states cannot be taken for granted, and therefore the 

‘modern state,’ as well as ‘modern money,’ must be defined. I adapt a definition of the state 

postulated by Bob Jessop:  

  

 
1 Yeva Nersisyan and L. Randall Wray, “Modern Money Theory and the facts of experience,” Cambridge 

Journal of Economics 40 (2016): 1301. 
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The core of the state apparatus comprises a relatively unified ensemble of socially 

embedded, socially regularized, and strategically selective institutions and 

organizations whose socially accepted function is to define and enforce collectively 

binding decisions on the members of a society in a given territorial area in the name of 

the common interest or general will of an imagined political community identified with 

that territory.1 

 

 Jessop’s definition adequately captures, in my view, many of the constraints placed 

upon states both internally and externally. In modern times, states have effectively infinite 

power to create money, owing to effectively non-existent costs of seignorage or coinage. 

However, states themselves have finite control over the wider social formations they govern, 

and this places constraints on states in two ways which I attempt to explain further. 

 Firstly, the performative effect of the commodity-money theory impacts users’ 

willingness to use and value a currency, which, in turn, creates a potentially inflationary effect 

that could, but not necessarily will, inhibit the desired effects of an increase in government 

expenditure. Second, the vulnerability of countries’ exchange rates to capital flows represents 

another potential problem, particularly for low-income countries. I contend that this does not 

hinge upon bond markets necessarily, but the balance-of-payments constraint introduced by 

Alan Thirlwall in 1979. By shifting the focus of the analysis from the currency issuer to a 

bird’s-eye-view of the capitalist world economy, it becomes clear that potential problems 

regarding exchange rates lie in factors that are largely out of control of the state in question. I 

contend that these constraints are not invariant consequences of increased government 

expenditures, but that attached risks are real and not only imaginary or self-imposed. 

Furthermore, the world economy constitutes a whole of which individual states are just one 

part. States’ monetary sovereignty may be decisive within their governed territories, but their 

sovereignty only extends so far.   

 Finally, in the conclusion I offer some suggestions on how to work around or through 

these constraints. Some of the modifications to the performative effects of the commodity-

money theory are offered by (neo)chartalists themselves. This suggests that (neo)chartalists are 

aware of the detrimental impacts that the public’s current understanding of key categories, such 

as money, have on the potential for MMT to promote ‘the common good.’2 Regarding 

‘protecting’ the exchange rate, I recommend a return to public discussions of global economic 

government, such as the International Clearing Union proposed by John Maynard Keynes, as 

 
1 Bob Jessop, The State: Past, Present and Future, (Cambridge, UK: Polity Press, 2016), 49. 
2 This is probably in no small part the reason why MMT has created such an uproarious public discussion in 

non-post-Keynesian, non-academic spheres of public debate.  
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a way of more properly accommodating the constraint imposed upon states’ fiscal policy space 

by the modern structure structure of global trade.  

Methodology 

Critical realism emerged as an attempt by Roy Bhaskar (among others) to counter the 

positivist conception of science that was dominant in academia during the twentieth century. 

Attempts were made by other social scientists to criticize positivism’s reductionist and 

empiricist approach, but critical realism stood out from these other criticisms because it was 

able to “sustain a clear concept of the independent reality of being – of the intransitive or 

ontological dimension – in the face of the relativity of our knowledge – in the transitive or 

epistemological dimension.”1 According to critical realists, the social world existed 

independent of any proposed theories, however social theories could also be causative factors 

in social phenomena. 

Critical realism, briefly, is a philosophy of the social sciences which stresses three 

significant ideas: ontological realism, epistemological relativism and judgmental rationalism.2 

“Ontological realism means, among other things, that the real world must be differentiated, 

structured, layered, open-systemic, and possess causal powers for science and many other 

practices to be intelligible.”3 The real world is constituted by real causality, which makes 

knowledge about the social world possible. However, epistemological relativism is necessary, 

because since “knowledge is always socially produced, contextual and fallible,”4 our capacity 

to understand the ‘real world’ is limited, thereby necessitating an openness to varied forms of 

explanation and reasoning. This relativistic position does not mean that all explanations and 

theories are equal; by incorporating varied viewpoints and forms of knowledge into our reasons 

and explanations, we can come to more accurate descriptions of the social world. Furthermore, 

some explanations are not valid because of their incompatibility with observed phenomena that 

we seek to explain. This last point is the meaning of critical realism’s judgmental rationalism.  

Relying upon such temporally distant eras as the ancient Mesopotamian or Egyptian or 

medieval European (as this work will) may strike the reader as somewhat irrelevant as part of 

an attempt to understand modern money. Money nowadays, as money in the past, is a (still-

 
1 Roy Bhaskar, “General Introduction,” Critical Realism: Essential Readings, edited by Margaret Archer, Roy 

Bhaskar, Andrew Collier, Tony Lawson and Alan Norrie, (Hoboken: Routledge, 2013), x.  
2 Heikki Patomäki, “On the historicity of social ontology,” Journal for the Theory of Social Behavior, 50 (2020), 

444. 
3 Patomäki, “On the historicity,” 444. 
4 Heikki Patomäki, “The Promises of Critical Realism in the 2020s and beyond,” Teoria Polityki 3 (2019), 192. 
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developing) result of numerous processes which produce varied effects on our social lives in 

the present. But since our interpretations of history necessarily influence our understandings of 

the present and anticipation of the future, history assumes an impactful role in shaping our 

desires and that which we wish to avoid in the future.  

Interpretations of history inform our predictions about the future and therefore what 

should be done in the present. Fallibility in human knowledge does allow for the possibility of 

learning ‘false lessons’ from history. A failure to act in a way that produces a desired outcome 

or avoids an unwanted one is often a failure to understand the complex processes that influence 

the present. A failure to anticipate future developments can be an indication of 

misunderstanding the lessons learned by studying history. In this sense, the past, as understood 

by humans, is always in a state of flux; that is, our understanding of history is always 

incomplete.1 Analyses can also be ahistorical, or neglect to account for causal processes which 

produce the studied outcome by ignoring them. But this would be misguided and even 

detrimental to our understanding, as “social being is historical and history involves contingency 

and is open-ended.”2 

All social systems are open systems, in which reliable laws that occur across time, space 

and circumstance are extremely rare (and perhaps nonexistent). As opposed to the more 

empiricist and mathematically precise neoclassical school of economics, critical realists argue 

that neoclassical research methodologies’ attempt to universalize causal relationships in open 

systems is futile.3 Post-Keynesian economic analysis fundamentally differs on this point, as 

Keynes himself said: “Too large a proportion of recent ‘mathematical’ economics are mere 

concoctions, as imprecise as the initial assumptions they rest upon, which allow the author to 

lose sight of the complexities and interdependencies of the real world in a maze of pretentious 

and unhelpful symbols.”4 

To help the reader understand this research tactic, consider the following quote by 

former chairman of the U.S. Federal Reserve, Ben Bernanke:  

 

 
1 Heikki Patomäki, “On the Complexities of Time and Temporality: Implications for World History and Global 

Futures,” Australian Journal of Politics and History 57, no. 3 (September 2011). 
2 Patomäki, “On the Historicity,” 455. 
3 Lauri Holappa, “The Bond Market Power Fallacy” (Academic Dissertation, University of Helsinki, 2020), 57. 
4 John Maynard Keynes, The General Theory of Employment, Interest, and Money, New York: Harcourt Brace 

and Co., (1936): 186. On the transformation of neoclassical economics into a methodological approach that has 

become adopted by other fields of social science, see Konsta Kotilainen & Heikki Patomäki, “Towards a 

Helsinki Approach to Global Political Economy: Integrating Pluralist Economic Theorisation and Critical IPE,” 

Helsinki Centre for Global Political Economy Working Paper (Helsinki: University of Helsinki, 2020), 

“Introduction,” especially 7-9, available at: https://www.helsinki.fi/en/networks/ global-political-

economy/working-paper-12020. 
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To understand the Great Depression is the Holy Grail of macroeconomics. Not only did 

the Depression give birth to macroeconomics as a distinct field of study, but also- to an 

extent that is not always fully appreciated – the experience of the 1930s continues to 

influence macroeconomists’ beliefs, policy recommendations, and research agendas. 

And, practicalities aside, finding an explanation for the worldwide economic collapse 

of the 1930s remains a fascinating intellectual challenge.1 

 

Bernanke’s interpretation of the Great Depression as a significant historical event (the 

Holy Grail) results in him drawing various conclusions to avoid a financial crisis of a similar 

kind in the future. During his tenure in office, his understanding of the processes which caused 

the Great Depression to happen guided his decision-making during the North Atlantic Financial 

Crisis in 2007. For example, one critical factor he claimed was a cause of the Great Depression 

was a fall in the money supply, allowed to occur by the Federal Reserve prior to the onset of 

the Depression in 1928.2 Bernanke then increased the money supply during his own tenure in 

order to counteract this problem during the 2007-08 financial crisis, with little impact on the 

rate of inflation (which was the ostensible purpose of ‘printing money’).3  

 In his critique of Bernanke’s actions, Steve Keen offers his own understanding of the 

event which caused the Great Depression to occur. He arrives at different conclusions about 

how to achieve a desired outcome during a financial crisis of debt-deflation.4 In particular, 

Keen strongly disagrees with the relevance of base money in the process of initializing a 

recovery during a financial crisis. Based upon their observations of the past, these authors 

formed various predictions and expectations about the future. 

For the purposes of how this example informs the methodology of this work, the author 

would merely like to point out that: 

 

1. The different conclusions drawn by Bernanke and Keen represent different 

interpretations of an historical event, and their identified relevant causal complexes 

or processes which produced it. 

2. These conclusions lead the authors to develop certain theories that attempt to 

explain the meaningful outcomes of the identified causal complexes or processes. 

3. These different theories subsequently influenced activity designed to prevent the 

occurrence of an undesired outcome (or, at least in this case, shorten its duration). 

 
1 Ben Bernanke, Essays on the Great Depression, (Princeton, NJ: Princeton University Press, 2000), 5. 
2 Bernanke, Essays, 153. 
3 Steve Keen, Debunking Economics: The Naked Emperor Dethroned? (London: Zed Books, 2011), 305-6. 
4 Keen’s own analysis of the Great Depression and the ‘lessons learned’ therefrom can be found in Keen, 

Debunking Economics, chapter 13, especially pages 349-355. 
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As we can see from the example cited above, the last word has yet to be written on the 

Great Depression; there is much still written about it and all authors hope to draw attention to 

something previously unidentified in the literature. It can be said therefore that historical events 

continue to impact actors’ behaviors, either in ways that produce desired outcomes or 

otherwise.1 Therefore, the meanings we assign to certain events of the past regulate our 

behavior in the present.2 This is the meaning of reflexive self-regulation, a unique characteristic 

of social sciences. When positioned actors regulate themselves reflexively, their “knowledge 

about the way the social system functions is applied recursively” to a circumstance that 

presents itself so as to achieve their desired goals, whatever they may be.3 Because actors apply 

their (fallible) knowledge in response to events, human reasoning comes to the fore as a 

causative factor in social sciences. History is ‘made,’ in a certain sense, but equally so the 

future is made by privileged actors applying their own understandings of how systems work. 

 Critical realism emphasizes the ‘real’ nature of the social world, and the unique 

characteristics of social life (named here: emergence, geo-historical context, reflexivity, 

performativity, the impossibility of closed systems, and reasons as causes) render commitments 

to pure empiricism inappropriate for the study of social phenomena. Furthermore, all of this 

begs the question of whether an experimental ‘method’ can ever be reasonably applied to social 

science. Experiments aim to identify enduring causal relationships between variables by 

designing situations that remove variables that could interfere with the identification of such 

relationships. If we assume that social science experimentation akin to natural science 

experimentation is even possible, what is there to be gained from such an approach? 

 Since economic phenomena are real, but not manipulable in the sense that some natural 

phenomena are, the approach I take is to assess the “relative performance” of competing 

theories of money given real observed evidence. This approach is valid given the above, yet 

still wields enough explanatory power that something conclusive can be said within these 

restrictions.4 As Tony Lawson notes regarding the existence of social structures and 

 
1 After all, no matter which economist (Bernanke or Keen) the reader thinks are right, at least one of them is 

quite wrong. 
2 Patomäki, “On the Complexities,” 343. 
3 Patomäki, “On the Complexities,” 347, emphasis added. 
4 Tony Lawson, “Economic science without experimentation,” Critical Realism: Essential Readings, edited by 

Margaret Archer, Roy Bhaskar, Andrew Collier, Tony Lawson and Alan Norrie, (Hoboken: Routledge, 2013), 

159. 
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mechanisms, “evidence of their operation must always be sought or discovered, not generated. 

Thus, the initiation of explanatory research is necessarily backward, not forward, looking.”1  

The philosopher Nicholas Rescher defines an apory as “a group of contentions that are 

individually plausible but collectively inconsistent.”2 The “group of contentions” that come to 

define money in neoclassical economic theory is regarded as an apory by (neo)chartalists, and 

thus requires various premises about money to be abandoned entirely, so that economic 

analyses can be descriptive of observed phenomena. When social scientists (such as Bernanke 

and Keen) make claims about the functioning of social systems, their knowledge is based upon 

premises that are either (a) incompatible with one another or (b) require further distinction to 

be reconciled. 

Many of the key sticking points in the disagreement between Bernanke and Keen lie in 

the categories which the authors themselves both agree exist (mainly money and debt), but 

disagree about their ‘true nature.’ Bernanke’s explanation is limited by his assumption that 

money is a ‘veil’ drawn over ‘real’ exchange, in the tradition of neoclassical economics. That 

this assumption rests upon the conception of money as a commodity should hopefully 

underscore why I find the interrogation of these competing theories relevant to the study of 

political economy. 

Social theory should have some anchor in history for it to have relevant explanatory 

power.3 Social theory cannot reliably explain any phenomenon in the present without a 

plausible explanation of how the phenomenon developed historically. Virtually every 

economics textbook uses some sort of conceptual origin story to explain how monetary systems 

developed. Furthermore, the origin of money is a way for various theorists to draw attention to 

the characteristics of money that they feel are important for understanding it. I contend that 

commodity stories are inaccurate, thus drawing into serious question the validity of the 

conclusions about money that are drawn from them. Social theory must depend upon accurate 

historical evidence in order to describe the real world in which one is living.  

Given the above, I hope the reader will be sufficiently satisfied in justification for a lack 

of an experimental method in this work. My approach will be to develop an argument that is 

mainly ontological; that relies on historical evidence but has not collected any on its own. This 

work will thus be “backward, not forward, looking,” and will attempt to (1) critically evaluate 

 
1 Lawson, “Economic science,” 148. 
2 Nicholas Rescher, Philosophical Dialectics: An Essay on Metaphilosophy, (New York: State University of 

New York Press, 2006), 17.  
3 Kotilainen and Patomäki, “Towards a Helsinki Approach,” 22. 
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the plausibility of theories of money, and (2) to more accurately identify the state in economic 

analysis. I will begin, naturally, with step (1). 

Modern Money Theory 

 Modern Money Theory (hereafter MMT) is a theoretical description of most monetary 

systems in contemporary states. MMT is said to apply to all states with sovereign national 

currencies, or national monies/units of account.1 Sovereign national currencies are said to be 

sovereign only when they meet certain requirements, one of which is that they can only be 

issued by sovereign national governments who are monopoly issuers of the currency (states 

that have ‘dollarized’ their currencies or that use the euro do not meet this requirement).  

An additional requirement of monetary sovereignty is for countries to adopt a flexible 

currency regime; in other words to ‘float’ their currencies on international currency markets.2 

This, MMT argues, protects the sovereign government from risks of insolvency, as a fixed rate 

of convertibility into other currencies or metals could cause the government to run out of those 

reserves, thereby putting the government under a budget constraint, similar to that of a 

household or firm.3 Governments in this respect would have to ensure that their currencies 

would not greatly exceed their reserves into which they would promise to convert at the fixed 

rate. This could lead to a ‘run’ on the currency, with paranoid currency holders demanding that 

their notes be redeemed for the promised peg. If this were to happen, the government would be 

forced to take drastic action to disincentivize this behavior or reestablish parity, with potentially 

adverse or counterproductive impacts upon its policy goals. With no set commitment to fixed 

convertibility, governments do not have to fear this possibility. 

 Without any promise to convert or redeem its currency for another ‘store of value,’ 

governments impose taxes, fees, fines or other liabilities in order to create demand for their 

currency.4 In doing so, governments incentivize their citizens to adopt the use of the currency 

in order to meet their tax (or other) obligations to the government. This conception of tax and 

other liability obligations to governments tends to run counter to the common conception of 

taxes: that governments must ‘fund’ their expenditure through revenue-raising. MMT contends 

that this assertion is not descriptive of sovereign currency issuers. As Mitchell and Fazi write, 

 
1 L. Randall Wray, “Alternative paths to modern money theory,” Real-World Economics Review 89 (October 

2019): 5.  
2 Wray, “Alternative paths,” 5.  
3 William Mitchell, L. Randall Wray and Martin Watts, Modern Monetary Theory and Practice: An 

Introductory Text, (Callaghan, Australia: Centre of Full Employment and Equity CofFEE, 2016), 130.  
4 Mitchell, Wray and Watts, Modern Monetary Theory, 125.  
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“monetarily sovereign (or currency-issuing) governments – which nowadays include most 

governments – are never revenue-constrained because they issue their own currency by 

legislative fiat.”1 The further reason for this is that since states are the issuers of their currencies, 

taxes or fees cannot be levied on citizens until the currency is spent into existence by the 

government. Taxes, in addition to creating demand for the currency, allow the government to 

disincentivize behavior that it wants to reduce or eliminate, such as taxes on carbon, tobacco 

and/or alcohol, or fines for speeding.  

In MMT, the demand for bank loans determines the money supply, so money is 

endogenous in an MMT model. Banks supplement the money supply by lending money from 

reserves in accounts at the central bank, and the central bank undertakes operations that are 

designed to drain excess reserves from the banking system by offering interest-bearing bonds.2  

 The consequences of this (according to MMT’s advocates) are summarized in Wray’s 

article, “Alternative paths to modern money theory.” In it, he offers four succinct points about 

monetarily sovereign states: “the sovereign currency issuer: i) does not face a ‘budget 

constraint’ (as conventionally defined); ii) cannot ‘run out of money’; iii) can always meet its 

obligations by paying in its own currency; iv) can set the interest rate on any obligations it 

issues.”3 

 This summary of MMT’s central claims provides a brief overview for the reader of the 

theory in question. Importantly, MMT is consistent with the credit theory of money of Innesian 

fame.4 The underlying debate concerning MMT has a lot to do with competing versions of the 

‘Origin of Money’ story, a point which I turn to next by discussing various theories of money. 

The Commodity Theory of Money 

 MMT has awakened a fierce academic debate owing to many of its claims, however 

the most contested and fundamental of these disagreements stems from disputes over the nature 

of money. Indeed, many of MMT’s advocates’ main criticisms of the current neoclassical 

paradigm is that it fundamentally misunderstands money. In order to fully critique the 

applicability of MMT, it is therefore necessary to discuss some of the competing accounts of 

the origins of monetary systems. 

 
1 Thomas Fazi and William Mitchell, Reclaiming the State: A Progressive Vision of Sovereignty for a Post-

Neoliberal World, (London: Pluto Press, 2017), 179.  
2 See the description of the banking system in Mitchell, Wray and Watts, Modern Monetary Theory, chapters 10 

and 15. 
3 Wray, “Alternative paths,” 6.  
4 Wray and Nersisyan, “Modern money theory,” 1301. 



12 

 

 The neoclassical narrative of money’s origins is that of a decentralized solution to 

problems arising from mismatched preferences in barter economies.1 According to this view, 

money emerged as an agreed upon commodity that had value in a historical market, because all 

market actors accepted that commodity as a store of value that they could accept as payment 

and then use to purchase other things they needed.2  

 Consider the following example: A cattle rancher needs lumber to repair the roof on his 

house. Without money, the rancher and lumberjack would have to negotiate acceptable 

amounts of each commodity they produce, which would require them to reach a consensus 

upon the value of the goods in question relative to each other. This would undoubtedly be a 

long and arduous process. Now, let’s say that the lumberjack is a vegetarian, and therefore does 

not value the beef that the cattle rancher has at all; it is of no use to him. The cattle rancher then 

has to exchange the beef for something that the lumberjack would actually want with somebody 

entirely different (like with a blacksmith for axes, as an example). The rancher would then 

exchange his cattle for axes and then exchange the axes for lumber and thus be able to repair 

his roof. This would, undoubtedly, be a tedious process and would presuppose that the three 

actors could even agree upon a consensus amount to sell to each other and this is just a simple 

example; in any market economy there are almost any number of different professions 

(cobblers, farmers, miners, artists, architects, engineers, priests, soldiers and builders, just to 

name a few). To get these professions to agree on the value of their goods and services between 

each other is a laughable proposition. Money is the solution to this problem. As long as all 

three actors believe that the commodity-money they are using is of value to the others, they are 

happy to accept it in exchange for their goods.  

Karl Menger, one of the pioneers of this view, uses the term ‘saleableness’ 

(Absatzfähigkeit) of commodities to illustrate the necessity of money.3 In the above example, 

there are numerous obstacles to the ‘saleability’ of each commodity in question. It would be 

impractical for the rancher to take all his cattle with him every time he wanted to pay the 

lumberjack. Cattle are large, hard to move without experience (so the lumberjack would have 

great difficulty in moving the cattle after he exchanged for them), require costly upkeep (with 

food and water if alive, and refrigeration if already slaughtered) and lots of space, and would 

be difficult for all of the above reasons to exchange afterward for different goods that the 

 
1 Anwar Shaikh, Capitalism: Competition, Conflict, Crises, (Oxford; New York, NY: Oxford University Press, 

2016), 677. See also Karl Menger, “On the Origin of Money,” The Economic Journal 2, no. 6 (1892). 
2 Shaikh, Capitalism, 677. 
3 Menger, “On the Origin,” 242-3. 
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lumberjack would want. In this scenario, cattle have low ‘saleability’ in Menger’s conception; 

and, therefore, the cattle rancher is placed at a severe disadvantage in a barter economy.1  

Menger then concludes that money emerges as a more saleable alternative for the 

rancher:  

 

And so it has come to pass, that as man became increasingly conversant with these 

economic advantages, mainly by an insight become traditional, and by the habit of 

economic action, those commodities, which relatively to both space and time are most 

saleable, have in every market become the wares, which it is not only in the interest of 

every one to accept in exchange for his own less saleable goods, but which also are 

those he actually does readily accept. And their superior saleableness depends only 

upon the relatively inferior saleableness of every other kind of commodity, by which 

alone they have been able to become generally acceptable media of exchange.2 

 

Thus, money emerges to ease barter between market actors. Key to this scenario, is that money 

emerges after a market with specialized labor. According to Menger, “[t]he theory of money 

necessarily presupposes a theory of the saleableness of goods.”3 Specialized labor that produces 

goods for sale in the market has developed prior to the medium of exchange accepted for the 

goods. This helps to illustrate the theory of commodity-money, which is the foundation of 

neoclassical theory.4 All economic exchange is barter in which one commodity (money) is 

exchanged for another commodity. 

The anthropologist Caroline Humphrey succinctly notes that, “[a]s far as the 

economists' argument is concerned, we know from the accumulated evidence of ethnography 

that barter was indeed very rare as a system dominating primitive economies.”5 Humphrey’s 

reasoning stems from the fact that the existence of a money-token necessitates the use of 

something that is only usable in exchange for other goods but not to be used itself; the payee 

can use the money s/he received for his or her product, but only by making a payment to another 

producer.6 Crump notes that a “true money” must satisfy two conditions to qualify as such, the 

first being that it must “be capable of circulating indefinitely among those who use it, and the 

 
1 Menger, “On the Origin,” 246-7. 
2 Menger, “On the Origin,” 248-9. 
3 Menger, “On the Origin,” 243.  
4 Menger is one of the most influential sources of this narrative depicting the historical origins of commodity-

money. Adam Smith is another proponent of this view, describing the same order of development (labor 

specializiation » barter economy » commodity-money) as Menger in Wealth of Nations. Smith argues that 

governments merely assist in standardizing and validating the weights of coins, so that merchants can engage in 

commerce with confidence. See Adam Smith, Wealth of Nations, (Hertfordshire, England: Wordsworth Editions 

Ltd., 2012), 1.4. 
5 Humphrey, “Barter,” 49. 
6 Humphrey, “Barter,” 51. 
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second is that a true money has a distinctive identity as such, so that it has no significant use 

for non-monetary purposes.”1 Any transaction in a monetary economy, therefore, entails 

further transactions so that money is considered useful. Barter, defined as an exchange in which 

the goods or services exchanged are products intended to be used, implies no further 

transactions, as both objects will be used after exchange.2 

It would therefore be perplexing to organize a society this way, and indeed 

anthropological evidence fails to find convincing evidence of any system dependent on barter. 

Barter is only used in one-off transactions between, and not within, groups. For example, 

Baruya in New Guinea are subsistence farmers that are able to produce large quantities of salt, 

and use it for barter with neighboring tribes.3 This could lead one to the false conclusion that 

the Baruya use salt as money, yet it is not, since the Baruya rarely use salt ‘as money’ inside 

of their tribe. It is simply a commodity used to exchange with neighbors.4  

In addition to the historical record, there are also numerous logical issues with the 

neoclassical account, which the anthropologist Thomas Crump does well to tease out. 

Assuming a specialized division of labor within an economy, why would one producers’ 

product “cease to be a consumer good so as to become a true money?”5 Crump continues, 

saying that “[e]ven if one must grant the impossibility of finding the necessary historical, or 

more likely pre-historical, evidence of the transformations being looked for, the absence of 

such evidence cannot conceivably justify the contention that they actually took place.”6 The 

neoclassical origin story implies a natural tendency of human beings to maximize utility and 

refine the technical aspects of material exchange indeterminately, yet there is little logical 

reason to expect a society to organized this way, as Menger and Shaikh assume, to emerge 

‘naturally.’ Furthermore, most recorded barter economies emerge after the emergence of 

markets which use money; as the anthropologist Caroline Humphrey notes, “barter in the 

present world is, in the vast majority of cases, a post-monetary phenomenon (i.e. it coexists 

with money), and that it characterises economies which are, or have become, de-coupled from 

monetary markets.”7  

 
1 Thomas Crump, The Phenomenon of Money, (London: Routledge, 1981), 3. 
2 Caroline Humphrey, "Barter and Economic Disintegration," Man 20, no. 1 (1985), 51. 
3 Godelier, 1973 cited in Crump, 3.  
4 This is but just one example among many. For others, see David Graeber, Debt: The First 5000 Years, (New 

York: Melville House Publishing, 2011, 35. 
5 Crump, The Phenomenon, 58. 
6 Crump, The Phenomenon, 58.  
7 Humphrey, "Barter," 49. Her study of the Lhomi people of Nepal is particularly illuminating in this regard, the 

reader may find it in the cited paper. For other examples, see Graeber, Debt, 39; and R.A. Radford, “The 

Economic Organisation of a P.O.W. Camp,” Economica 12, no. 48 (1945), 194.  
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Continuing with this hypothesis, governments at some point insert themselves into this 

barter-exchange process. According to Shaikh, “At some late stage in history, the state 

monopolizes the creation of coins and tokens. This is merely a takeover of a previously private 

function…” 1 This reading of the historical development of money renders states simply users 

(not issuers) of money. This has profound implications for how various economic activities are 

understood. On taxes, for example, Shaikh says, “A tax is an enforceable claim by the state on 

some portion of private revenues […] Taxes are payment obligations…”2 If money is not the 

creation of the state, the state has limited capacity to create money or tax it, as money is the 

creation of the private sector.  

 Crucial to this point of view regarding money is that money serves essentially two 

functions. The first is of money as a medium of exchange; money is the thing which allows 

economic man to barter with other market actors more freely. Money ‘lubricates’ the gears of 

barter, so to speak. The second is of money as a store of value across time and space. Money 

as a thing will hold its value longer than other commodities. One can exchange a product now 

and receive money and then exchange that money for other products at a later date and/or 

another place. The value of what has been bartered is therefore stored within the money that 

one has received for that good or service. Money is reducible to the thing that fulfills these 

functions. 

Shaikh’s critique of chartalism 

 A prevalent criticism of (neo)chartalism comes from Anwar Shaikh. Shaikh is not a 

neoclassical economist but does accept the commodity-money theory. He claims, as noted 

earlier, that states “takeover” the “private function” of money-token creation at “some late 

stage in history.” 

Shaikh criticizes the main proponents of the credit theory of money, including the 

account of Alfred Mitchell Innes. Innes postulated a version of the credit theory of money in 

two articles in 1913 and 1914. These articles are often referred to as foundational texts of the 

chartalist perspective. I find them to be a good starting point for discussing the credit theory as 

both Shaikh, who advocates a commodity-money historical origin of money, and Lawson, who 

has postulated a positioning theory of money, discuss Innes’ works at length in their criticisms 

of chartalism. Shaikh’s criticisms of Innes’ work form an important part of Shaikh’s conception 

 
1 Capitalism, 678. 
2 Capitalism, 678, emphasis in original. 
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of money itself, his theories of human behavior, and the state which emerge as a logical 

consequence of his argument.  

 The Mesopotamian banking system, according to Shaikh, “assumes mythic importance 

for Innes.”1 Shaikh criticizes Innes’ reliance on the fact that there is little evidence of 

“Babylonian coins,” which would subsequently mean that bankers would have to settle debts 

in something other than “cash” or commodity-money. Shaikh states that Innes simply deduces 

this fact and that “he provides no evidence for this deductive claim.”2 

 Contrary to Shaikh’s assertion, Innes does discuss the alternative to settling debts in 

something other than coins by attesting to the existence of “what are called ‘contract tablets’ 

or ‘shubati tablets,’” which were used in Mesopotamia at the earliest from 2000 to 3000 BCE.3 

These tablets, Innes writes, were inscribed with information regarding deposits (usually in 

grain) made to some person (or temple) and a seal asserting that the information was valid. 

Innes then writes that these tablets were sometimes used to pay other debts, as bills or coins do 

nowadays.4 Thus read, Innes’ claim is not merely deductive, but supported with historical 

evidence of how debts/credits were recorded and how this credit could be verified and used 

prior to the introduction of coins.  

The anthropologist David Graeber further expands upon the historical example of 

ancient Babylonia/Sumer. Sumerians used a unit of account called the ‘shekel,’ which was an 

amount of silver that equaled the value of a bushel of barley.5 Shekels were accounted for by 

temple bureaucrats (religious workers), who used the shekel system to help them keep track of 

precisely how much barley each person was owed by or to the temple. Most of the silver (the 

‘precious’ metal that ‘backed’ the shekel) did not circulate in the way that coins circulate now; 

debts and fees were typically paid in barley at a fixed exchange rate to an accounting shekel. 

When Sumerian peasants wished to purchase something, they usually ‘ran up a tab’ and then 

settled the debt at harvest time (in barley).6 It would appear that ancient Mesopotamia created 

a standard unit of account (shekel) to account for debts and credits between people and the 

temple; the origin of money in this case was from the state (or temple bureaucrats), not private 

laborers who needed solutions to technical problems of the double coincident of wants.  

 
1 Shaikh, Capitalism, 683. 
2 Shaikh, Capitalism, 683. 
3 Alfred Mitchell Innes, “What is Money?” in Credit and State Theories of Money: The Contributions of A. 

Mitchell Innes, ed. L. Randall Wray (Cheltenham, UK: Edward Elgar, 2004 [1913]), 34.  
4 Innes, “What is Money?” 34-5. 
5 Graeber, Debt, 45. 
6 Graeber, Debt, 46.  
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 The simple fact that silver, which was eventually used for coins, needed to be imported 

into ancient Babylonia adds yet further proof that money preceded coins.1 Michael Hudson 

notes that the level of organization, specialization and investment needed to organize such 

significant long-distance trade to bring silver to Babylonia would be quite unlikely to have 

happened without significant and convoluted state or temple investment. He further notes that 

the temples were the major investors of these enterprises.2  

 Shaikh continues in his review of Innes’ work by saying that:  

 

Innes conflates money with coins, private coins with state coins, payment obligations 

with debt obligations, and all transactions with debt and credits. We know that in 

ancient India, if a man injured another man, he had a (sic) pay 100 cows (Quiggin 1949, 

73) […] [H]ad these ancients been followers of Innes, the injured party would simply 

have recorded a credit and the wrong-doer a debt of equal amount. According to 

Innesian logic, the latter could also have handed over a tally of an obligation to him 

incurred by a third party, the third party the same, and so on. But the cow is the thing! 

In the end, someone has to come up with 100 cows to settle the balance of payments in 

use-values, or if cows happen to be money, in cash on the hoof.4  

 

Interestingly, Shaikh criticizes Innes for “conflat[ing] money with coins,” when in fact 

this is exactly what Innes is criticizing commodity-money advocates of doing. Innes writes in 

the beginning of his first article that, “[t]he misunderstanding that has arisen on this subject 

[money] is due to the difficulty of realizing that the use of money does not necessarily imply 

the physical presence of a metallic currency, nor even the existence of a metallic standard of 

value.”5 Later, he writes, “[t]he eye has never seen, nor the hand touched a dollar […] The 

theory of an abstract standard is not so extraordinary as it first appears […] No one has ever 

seen an ounce or a foot or an hour.”6 Innes separates the abstract concept of value with tokens 

that are meant to transmit this value. Shaikh on the other hand, does not separate these two. To 

him, “a coin is a piece of money bearing a stamp of fitness;”7 all trade is essentially barter in 

this sense. One is exchanging the metallic value of the coin (or cow) with another for an object 

which the coin-holder wants. Innes would most likely criticize Shaikh’s argument here by 

 
1 Michael Hudson, “The Archaeology of Money: Debt versus Barter Theories of Money’s Origins,” in Credit 

and State Theories of Money: The Contributions of A. Mitchell Innes, ed. L. Randall Wray, (Cheltenham, UK: 

Edward Elgar, 2004), 107. 
2 Hudson, “The Archaelogy,” 110-111. 
3 Alison Hingston Quiggin, A Survey of Primitive Money: The Beginnings of Currency (London: Methuen, 

1949), cited in Shaikh, Capitalism, 683. 
4 Shaikh, Capitalism, 683.  
5 Innes, “What is Money?”, Credit and State Theories, 16.  
6 Alfred Mitchell Innes, “The Credit Theory of Money,” in Credit and State Theories of Money: The 

Contributions of A. Mitchell Innes, ed. L. Randall Wray, (Cheltenham, UK: Edward Elgar, 2004 [1914]), 56. 
7 Shaikh, Capitalism, 173, emphasis added. 
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saying that the cow is not ‘the thing,’ but rather the value of the cow, expressed in some other 

unit of account, is ‘the thing.’  

Innes also writes that both the state and private banks issued their own monies; in 

France (“not so long ago,” according to Innes, writing in 1914) Innes notes that both private 

banks and the state issued money, with private money being more valuable than state money.1 

Thus, private coins were used more often between banks and merchants while state coins were 

used by people for their smaller-scale purchases. Innes calls the private credit trade the 

“wholesale trade” and the trade in government credit the “retail trade.”2 He can hardly be 

accused of ignoring the difference between “private coins and state coins,” as Shaikh argues. 

Innes is making the point here that since governments often devalued or hit inflationary spells, 

their credit was less valuable to bankers due to this risk. Private bank credit, on the other hand, 

was more stable and likelier to retain its value over a longer period.  

Here it is important to note that Innes is not claiming that only states can create money. 

He is, in fact, careful about this distinction. He claims that money is an accounting system of 

credits and debts between the state and its subjects and between the subjects themselves. Private 

firms can create their own credit systems and he writes that these private monies were more 

trustworthy and stable, even without the capacity to tax. Innes writes numerous times about the 

thriftless behavior of kings, who “had accumulated great debts to maintain their armies and to 

carry on their continual war-like operations.”3 By continuing to wage war and raze cities and 

farms, there was little productive economic activity occurring in the aftermath of battles. 

‘Credits,’ are hardly worth anything in such an ‘economy.’ These credits therefore lost their 

value owing to the barrenness of the market. Private actors therefore (justifiably) factored in 

the inevitable hyperinflation when appraising state coins in their trade.  

Credit, according to Innes, does not therefore mean that the state could simply issue as 

many coins as it wanted and not worry about how it was to finance its operations. The value of 

the state’s credit varied with the level of business activity that was conducted in the economy. 

If times were good, and the economy remained productive, the state coin had value. Impending 

invasion, economic depression, or environmental decimation were likely to weaken the 

citizenry’s faith in the future viability of the credit, affecting its value.  

All of this is to show that Innes had a far more nuanced view of money and the factors 

affecting it than Shaikh seems to have given him credit for. Money as credit (whether private 

 
1 Innes, “The Credit Theory,” 53. 
2 Innes, “The Credit Theory,” 53. 
3 Innes, “What is Money?”, 41.  
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or public) is affected by a multitude of factors which Innes briefly discusses but lacks the space 

to fully explicate. The “state fetishism”1 that Shaikh accuses Innes of purporting is far from 

accurate; Innes merely means to point out that within the last century or so state units of account 

had become the norm in economic transactions.  

Finally, Shaikh criticizes the notion of fiat money as an “ideal money,” according to 

Innes. He writes, “Why would anyone accept a token backed by nothing? Innes suggests that 

it is because the government obligates them to pay taxes in these tokens. He does not 

elaborate.”2  

Innes does elaborate on this point. In addition to the claim that taxation gave state 

money its demand, Innes goes to great lengths to note that the populations governed by pre-

modern states were hardly conciliatory. They were liable to disobey the edicts of the state if 

they were perceived to be against their own interests.3 Regarding Shaikh’s question of “why 

would anyone accept a token backed by nothing?” Innes writes, for example, of the Carolingian 

kings in France: 

 

[T]here was considerable difficulty at different times in getting the public to accept 

the coins, and one of the kings devised a punishment to fit the crime of refusing one 

of his coins. The coin which had been refused was heated red-hot and pressed onto the 

forehead of the culprit, ‘the veins being uninjured so that the man shall not perish, but 

shall show his punishment to those who see him.’4 

 

Later, Innes cites other examples of French kings who struggled to maintain the value 

of their coins. Innes writes that many kings attempted to ‘revalue’ their coins, but merchants 

ignored royal edicts, despite the threats of violence they came with, and instead used their own 

voluntary ratings. Many kings were forced to abandon their attempts to revalue as a result.5  

 In ancient Egypt, a person who was unable to pay their taxes would be beaten by tax 

collectors.6 The currency (the deben) was backed, in a sense, by the threat of violence. The 

state’s capacity to force someone to use the token, just as its capacity to carry out violence, on 

 
1 Shaikh, Capitalism, 685. 
2 Shaikh, Capitalism, 683. 
3 Innes, “The Credit Theory,” 53. The private/state coin discrepancy is an important case-in-point. Innes writes 

that private bankers were expected to accept state coins at equal value to private coins, but “the bankers refused, 

in spite of legal tender laws, to accept a livre of credit on the government as the equivalent of a livre of credit on 

a bank.”  
4 Innes, “What is Money?” 22.  
5 Innes, “What is Money?” 25.  
6 C. Eyre, “The village economy in pharaonic Egypt,” in Agriculture in Egypt: from pharaonic to modern times, 

eds. A. Bowman and E. Rogan, (Oxford: Oxford University Press for the British Academy, 1999), 40 cited in 

John F. Henry, “The Social Origins of Money: The Case of Egypt,” in Credit and State Theories of Money: The 

Contributions of A. Mitchell Innes, ed. L. Randall Wray (Cheltenham, UK: Edward Elgar, 2004), 90. 
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its population or on rivals, was and still is limited.1 Shaikh’s criticism that Innes “attribute[s] 

an extraordinary passivity to private agents, who appear to have little to say about the forms of 

money or the terms on which they are accepted,”2 is an inaccurate conclusion to draw from his 

writings. The state went to great (and violent) lengths to force an otherwise uncooperative 

population to use and value its minted coins. The population remained uncooperative despite 

all this, and Innes explicitly states this. Shaikh levels the accusation that this is “extraordinary 

passivity.”3  

 In modern times, states are largely discouraged from torturing their citizens in public 

as punishment for an inability to pay taxes or refusal to use the states currency. Argentina’s 

recurring currency crises did not result in police officers punishing citizens who purchased real 

estate in US dollars by branding them with the rapidly inflating austral. However, the threat of 

imprisonment, eviction or foreclosure, and bankruptcy serve similar purposes in motivating 

citizens to use the state’s currency. 

 Shaikh’s criticism of the credit theory of money, partially via his reading of Innes, 

results in him dismissing it in favor of, in his view, a more compatible theory of money. Shaikh 

firmly falls in line with Menger and Smith in advocating for a commodity-money perspective. 

He writes, “[A]t best, the Babylonian evidence is consistent with two possible accounts of the 

development of money: commodity-money, coins, and then banking […] or commodity-

money, banking, and then coins […] [E]ven in Babylonia, commodity-money long preceded 

banking.”4 Shaikh and Innes see money differently, that much is clear. But the extent to which 

the historical evidence is relevant is also important to discuss at this juncture. 

 Shaikh criticizes chartalism for its confused analysis: “[W]hereas others are able to 

identify particular laws at work […], Innes only sees confusion.”5 Shaikh’s particular law is 

that of Marx’s theory of money, which he ultimately derives as6  

ℳ =  
𝑝′  ∙ 𝑋𝑅 ∙ 𝑝𝐺

𝓋
 

 
1 One of the most common criticisms of chartalist conceptualizations of money is that it tends to oversimplify 

complex relationships and disregard class and social relations that have real impacts on people’s relationship to 

money. This is also brought up by Tony Lawson and numerous other critics of chartalism. As I hope to make 

clear, Innes did not assume away these complications.   
2 Shaikh, Capitalism, 685. 
3 Innes, “What is Money?” 25: “It is a curious fact that it was generally the attempts at reform of the currency 

that raised the greatest protests of the people. Indeed one such attempt was the cause of the outbreak of a serious 

revolt in Paris, which had to be suppressed with great rigour.” 
4 Shaikh, Capitalism, 682. 
5 Shaikh, Capitalism, 682. 
6 Shaikh, Capitalism, 196, equation 5.10 
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Where ℳ is “the amount of money required for circulation,” 𝑝′ is the long-run price of regular 

commodities to gold, XR is the level of output of the economy, 𝑝𝐺 is the price of gold in money, 

and 𝓋 is the velocity of money. Shaikh explains the significance of Marx’s theory by saying 

that: 

 

[Marx’s] analysis is restricted to the long historical period in which a money commodity 

(say gold) functions as the effective medium of pricing. The price level is derived as 

the product of the price of commodities relative to gold (𝑝′) which is determined by 

competition, and the money price of gold (𝑝𝐺) whose fixity or flexibility is determined 

by the monetary regime (convertible or inconvertible tokens).1 

 

This is Shaikh’s classical theory of the price level which was developed under “convertible 

money,” which is of consequence because, in his view, “[w]ithin this historical and analytical 

domain, fiat money is directly linked to earlier forms of money.”2 That is, that the modern 

monetary regimes under which most people today live are themselves based upon an 

historically prior form of commodity-money (in most cases, gold). According to Shaikh, this 

connection allows price-levels to be modeled over the long-run according to the same equation, 

in spite of the world economy’s fluctuations between convertible and inconvertible currencies.  

 Shaikh states that Marx’s theory of the price level is as relevant in an inconvertible 

currency regime as in a convertible currency regime, such as the gold standard, but with one 

caveat: the money price of gold fluctuates:3 

  

We can also always express the overall price level as the product of the golden price of 

commodities and the monetary price of gold as in equation (5.9) […] But now the 

causation will be different, and most important, the price level becomes path-

dependent: there is no longer an underlying “normal” level.4  

  

Shaikh here states that under a fiat regime, a given price level can resist the normal tendency 

for it to fall back to a natural rate, and that this owes to the particular laws that Marx postulated. 

However, money is still, even in a fiat regime, dependent upon some substance that acts as the 

“effective medium of pricing.” Shaikh’s ontological position is clear than when he states that, 

“[m]oney is the expression of the quantitative worth of an object in some other medium.”5 

Money is a medium, rather than an abstract standard in an accounting system. Money, like his 

 
1 Shaikh, Capitalism, 200. 
2 Shaikh, Capitalism, 200. 
3 Shaikh, Capitalism, 203. 
4 Shaikh, Capitalism, 204.  
5 Shaikh, Capitalism, 169, emphasis added. 
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aforementioned example of the cow, is always a thing and therefore can be precisely modeled; 

all economic exchange is barter.  

 The classical theory captured in his equation allows Shaikh to make certain claims 

about the price level in a fiat money system that he would not otherwise be able to make were 

he to accept the credit theory of money. For example, Shaikh’s equation which stands for his 

theory of money explicitly states that the price level of gold is a determining factor in the 

quantity of money required for circulation; a commodity is always backing the currency, 

whether at a fixed price or not. 

 Shaikh stipulates that one condition of money is that it must function as a “medium of 

safety,”1 analogous to the store of value function of the commodity theory of money. Gold is 

still able to perform this function, as, in his view, during times of crisis many people exchange 

their local currencies for gold and gold’s price in terms of money rises. The sociologist Andre 

Orléan notes a problem here that: 

 

[E]conomics sees value as the consequence of a substance, or quality, that is peculiar 

to exchangeable commodities. This assumption, which I shall call the substance 

hypothesis, adopts a quantitative perspective that, in granting primacy to goods, pays 

little or no attention to the social relationships on which economic behavior is based.2 

 

Shaikh assumes that since during times of crisis investors flee from currency to gold, 

they are deciding to hold value in a different form of currency. This justifies counting gold as 

a currency. Orléan’s quote above has relevance because it highlights Shaikh’s preoccupation 

with the material characteristics of money. The context in which these price rises occur also 

matter, and, most importantly for the purposes of this work, gold’s price appreciation tends to 

occur when the state is perceived to be at its weakest. By seeking to transfer their value from a 

local currency into gold, investors could be anticipating a potential weakness of state 

institutions which could render their savings useless or less valuable outside of the context of 

the state (if the state were to collapse or descend into chaos, for example). If a state collapses, 

its currency is worthless, except perhaps as a collector’s item or as a historical artefact.  

Gold is still valuable despite this because people have a long tradition of valuing it. 

Hoarding gold could be viewed as a way of holding value that will outlast the state, thereby 

offering the investor piece of mind. This is not dissimilar to other gems or precious metals, 

 
1 Shaikh, Capitalism, 185 
2 André Orléan, The Empire of Value: A New Foundation for Economics, trans. M. B. DeBevoise, (Cambridge, 

Massachusetts and London: The MIT Press, 2014), 12.  
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which are valued by people of many different cultures and will most likely continue to be. 

Whatever the future monetary system that is established, it is likely that gold will continue to 

have a high price for this reason.1 

 Furthermore, Shaikh presents his evidence by partially ignoring important relevant 

actors in his historical examples or at least giving them secondary roles. In the example where 

a transgressor had to pay a fine of 100 cows, he does not explicate who exactly is forcing the 

transgressor to pay this. Furthermore, why 100 cows? Why not 50 or 1000? Clearly some form 

of social organization had to be in place for a fine of some kind to be levied; perhaps this 

evidence could also be an example of some form of a primordial ‘state.’ In any case, by 

ignoring the social relationships which form the basis of economic activity, Shaikh relegates 

the functions of the state to secondary, less important roles whereas the strict boundaries of the 

operational laws of capitalism dominate. This has implications for his methodological 

approach, since the equations he posits implies that states themselves are subject to particular 

laws of capitalism from which they cannot meaningfully deviate.2 As Orléan explains, this is 

central to the contention that money, in economic analysis, can be discarded as a “veil,” 

concealing a barter relationship between economic actors underneath.3  

 Shaikh’s reading of history and acceptance of the commodity theory of money therefore 

are significant for his implied policy suggestions. If he conceptualized money as an integral 

part of a socialized credit-debt relationship, he would be undermining the laws which he posits 

to be determinate in economic life. A credit money view grants a vast amount of policy space 

for states to influence economic behavior and perhaps even escape recurring ‘laws’ of 

capitalism. For this reason, seemingly irrelevant historical examples such as those found in 

ancient Egypt or Mesopotamia are important examples of credit-money’s potential to support 

complex organization on a large, civilizational scale. 

 Imbued in this theory of the logical origins of money are implications for understanding 

history, ‘natural’ human behavior and the relation of ‘politics’ to ‘the economy.’4 In this 

narrative, the development of money is a market phenomenon that non-state actors invent to 

 
1 It is important to note that the previous paragraph was simply a hypothetical reason someone may prefer to 

convert their dollars/euros/pesos/etc. into gold. The more fundamental argument is that there are potentially 

many reasons why investors choose to hold gold and it is far from a foregone conclusion that it is because gold 

is ‘backing’ the currency. 
2 For a further discussion of Shaikh’s work, see: Heikki Patomäki, “Capitalism: Competition, Conflict, Crises,” 

Journal of Critical Realism, 16, no. 5 (2017): 537-543.  
3 Orléan, The Empire of Value, 49.  
4 Assuming that these fields of inquiry are analytically distinct remains a weak point of neoclassical theory. See 

Kotilainen and Patomäki, “Towards a Helsinki Approach,” sub-section: “The Self-Insulation of Economics from 

other Social Sciences,” 18-22. 
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technical problems of exchange. Despite the obvious convenience of this contention to their 

theoretical approach, however, there is a vast trove of historical evidence that points to an 

alternative conclusion.1  

An additional logical problem of this theory is that neoclassical theories of the origins 

of money assume a priori the existence of a barter economy within which commodities are 

produced under market conditions, absent money. Andre Orléan criticizes this approach as 

assuming that value is imbued in and entirely constitutive of commodities themselves, which 

he calls the substance theory of value: the value of a good is directly correlated with its 

usefulness. The desire to exchange for these useful goods is the fundamental reality of 

economic life.2 Money as a credit-token “backed by nothing” is incompatible with this 

approach. Therefore, it makes sense to try to understand economic phenomenon 

“independently of money […] the economic theorist must not be misled by the ‘money 

illusion.’”3 

Tony Lawson’s Theory of Social Positioning 

I would be remiss to only compare the credit theory of money with the commodity-money 

theory, as it would falsely imply that this credit-money vs. commodity-money debate 

constitutes the whole range of alternative viewpoints. 4 One of the most pertinent alternative 

criticisms of chartalism as it pertains to this work is that of Tony Lawson’s theory of social 

positioning. Lawson’s theory of social positioning is based upon the ontological position “that 

social reality is constituted in large part by emergent totalities, where people and things 

(broadly conceived) become incorporated as components.”5 Lawson continues that in any 

emergent totality in which people are components, this emergent totality is a community. How 

these components come to be incorporated into this emergent totality is what Lawson calls 

“social positioning.” Social positioning requires: 

 

the generalised acceptance of the following three elements regarding any item that is 

thereby positioned: (i) the allocation of an agreed status; (ii) its practical placement as 

 
1 Graeber, Debt, 33. 
2 Orléan, The Empire, 48. 
3 Orléan, The Empire, 49. 
4 There is not enough space in this work to go into all of these in detail. For more see Edward Fullbrook and 

Jamie Morgan, eds., “Modern monetary theory and its critics [Special Issue],” Real-World Economics Review, 

no. 89 (1 October 2019), http://www.paecon.net/PAEReview/. 
5 Tony Lawson, “Social positioning and the nature of money,” Cambridge Journal of Economics 40 (2016): 

963. The emphasis on the emergent nature of social reality is a stark contrast between Shaikh’s more 

reductionist approach. 
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a component of a totality; and (iii) the harnessing of certain of its capacities already 

possessed  to serve as one or more system functions of the totality.1 

 

For example, a family is a human community containing human beings as components 

(father/mother(s), children) within the emergent totality (family). Each component is conferred 

various obligations that are assumed with the occupation of their respective positions, and these 

obligations and the position of each component are relative to the social positions of other 

elements. A parent, for example, is given certain obligations for assuming the role, and this 

role is only possible vis-à-vis their children; relational position is key. 

As this theory specifically pertains to money, Lawson asserts that since accounting 

systems were developed to account for value, value must have existed prior to the development 

of a value-accounting system. So various “forms of value […] are the basics out of which 

money emerged.”2 With this introduction, Lawson defines money thus: 

 

Money is constituted where it is accepted throughout a specific community that a thing 

or stuff of value is positioned as a generalised form of value, to function as a general 

means of payment, in conditions of an equally accepted and appropriately positioned 

common or shared system of value measurement. Money just is that positioned form of 

value. 

 

Currently, money is bank credit/debt (either central or private), but could be something 

else, as long as the above functions of money in question are met. Just because money has 

sometimes developed as state credit does not mean that it needs to in the future. Positioning 

theory can be read as an attempt to smooth over the differences between the commodity and 

credit theories. Since both remain intractably relevant in academic literature, Lawson suspects 

there must be some truth to both.3  

This is, as I understand it, Lawson’s positioning theory of money.4  

Lawson, like Shaikh, offers a critique of Innes as a way of explaining the differences 

between the credit and positioning theories. Lawson contends that any conception of chartalism 

contains two essential components: “The first component […] is that any and all credit must 

be money. The second is that money consists of nothing but credit.”5 The first component is 

critical in Lawson’s view because if only some forms of credit are money, this would imply an 

 
1 Lawson, “Social positioning,” 963. 
2 Lawson, “Social positioning,” 970. 
3 Lawson, “Social positioning,” 963. 
4 See Tony Lawson, “Money’s relation to debt: some problems with MMT’s conception of money,” Real-World 

Economics Review 89 (October 2019b) or Lawson, The Nature of Social Reality, ch. 5 for a fuller discussion. 
5 Lawson, The Nature of Social Reality, 168. 
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instance of the positioning theory, since then money’s functions would “not to be due to the 

nature of credit per se.”1  

Lawson distinguishes between his positioning theory and the credit theory by noting 

that, for positioning theory, money is a “suitable object” that is used as a means of payment, 

and currently is, but does not have to be, a form of credit. Meanwhile, the credit theory, 

contends that money is always credit.2 

In critiquing the first component of the credit theory, Lawson criticizes Innes’ claim 

that all credit is money by asserting that Innes treats all actors within a monetary system as 

inherently trustworthy, which makes a credit system possible. If all credit can be trusted, then 

any and all forms of credit can discharge any debt. From here, Lawson points out that this 

obviously not the case today and that this has hardly ever been the case. All money requires 

structures in order for money to be trusted by the community that uses it, and this necessitates 

a process of positioning.3 Only some forms of credit can ever maintain the debt-discharging 

powers of money, and these forms need to be selected somehow. This selection, whether 

government regulation or decentralized community acceptance, is an instance of social 

positioning. 

 The existence of legal tender laws, according to Lawson, is a clear weakness of Innes’ 

theory, since it therefore renders some form of credit (via, Lawson argues, a process of social 

positioning through the legal system) to be officially recognized as money. Lawson notes that 

Innes criticizes legal tender laws, because “they are mostly (mis)interpreted as a right of 

creditors to compensation in terms of coin or an equivalent. In this, they only cause harm.”4 

Legal tender laws thereby sow confusion as vendors believe they have a right to a specific 

material, which Innes claims is merely a token, when they actually only have a legally enforced 

obligation to accept the state’s token of credit. Lawson notes that Innes advocates the repeal of 

legal tender laws, so as to stop the confusion these laws create regarding money.5 Lawson 

criticizes this point by claiming that Innes sidesteps the issue of trust and creditworthiness, and 

that a positioning system would explain how a certain form of credit could be used as money, 

as opposed to all credit. In fact, this is necessary to create trust in the currency; a credit can 

only therefore be money if it is positioned as such in the society.6  

 
1 Lawson, The Nature of Social Reality, 168. 
2 Lawson, The Nature of Social Reality, 169. 
3 Lawson, The Nature of Social Reality, 177.  
4 Lawson, The Nature of Social Reality, 178. 
5 Lawson, The Nature of Social Reality, 178. 
6 Lawson, The Nature of Social Reality, 179-80. 
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Lawson then addresses the second component of the credit theory of money by 

contesting the notion that money can only be credit. He does so by bringing in the point of 

tobacco used as commodity-money in the British colony of Virginia during the British colonial 

period:  

 

My assessment, defended elsewhere (Lawson, 2016), is specifically that throughout 

most of the colonial period, Virginia, and indeed Maryland and North Carolina, used 

tobacco as (commodity) money. This was because of a shortage of coins. In 1619 the 

Virginia legislature ‘rated’ high-quality tobacco at three shillings per pound and in 1642 

made it legal tender (see Breen, 2001). Most business exchanges in Maryland, as well 

as levies, were conducted in terms of tobacco. North Carolina used tobacco as a general 

means of payment until the outbreak of the Revolution in 1775.1 

 

Lawson uses the ‘tobacco as commodity-money’ period as a case which defies the 

credit-money hypothesis, thereby rendering the entire theory insufficient in fully capturing the 

phenomenon which it attempts to explain. Lawson notes that Innes dismisses this evidence 

“and related ones by interpreting them as exceptional,”2 but that this does not adequately 

reconcile the contradiction between Innes’ theory and the historical facts. Even if legislatures 

used ‘sovereign power’ to denote a particular commodity as money, this would indicate an 

instance of commodity-money, and since Innes is claiming that money is always credit, he 

must be wrong. Since the government officially recognized tobacco as money, it cannot be 

claimed that money is only credit, and, therefore, “[t]he credit theory is erroneous.”3 Money, 

contrary to the popular idiom, did grow on trees in this case, but only because it was declared 

to be money. In Lawson’s view, Innes cannot accept this case as an instance of commodity-

money, because the credit theory refutes commodity-money immediately. There is then a 

difficulty in explaining why a particular currency is granted value in the first place. Tobacco 

was, via the declaration of it as legal tender (socially positioned), treated as money but not 

credit. Innes asserts that: 

 

What the government thinks it is doing when it gives coins in exchange for bullion, or 

what name the law gives to the operation—all this is of no consequence. What is of 

consequence is the result of what they are doing, and this, as I have said, is that with 

every coin issued a burden or charge or obligation or debt is laid on the community in 

favor of certain individuals, and it can only be wiped out by taxation[…]4 

 
1 Lawson, The Nature of Social Reality, 181. The cited sources mentioned in the quote are: Tony Lawson, 

“Social positioning”; T. H. Breen, Tobacco Culture, Princeton: New Jersey Press, 2001.  
2 Lawson, The Nature of Social Reality, 181.  
3 Lawson, The Nature of Social Reality, 182. 
4 Innes, “The Credit Theory,” 66.  
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This is fallacious in Lawson’s view because “Innes is assuming that which he needs to 

demonstrate.”1 Furthermore, Innes assumes that money is credit and dismisses the simple fact 

that the users and issuers of the currency do not see it this way. Despite acknowledging this, 

Innes does not allow it to sway or influence his analysis or theory. The lack of a common 

understanding of what money is, according to Lawson, “suggests that [Innes] is wrong.”2  

Critique of Positioning Theory 

Lawson brings up many points in his criticism of Innes to explicate a more precise 

conception of money. The main point of the critique is to say that Innes overlooks the issue of 

trust within the community-wide used credit, which would undoubtedly complicate his 

analysis. A process of social positioning of some ‘thing’ as money would in his view help to 

explain the phenomenon better.3 Additionally, Innes dismisses the instance of tobacco-money 

as ‘peculiar’ and therefore ignores it from his analysis. Lawson’s criticism of Innes’ writings 

is apt in many ways (there are weaknesses in Innes’ work4), but Lawson fails to adequately 

address the fundamental issue of what Innes thinks that money is. Lawson, by allowing for the 

possibility of commodity-money, too directly connects money, as a measurement of abstract 

value using a unit of account, with the ‘stuff’ of money itself. 

Lawson notes that credit theorists tend to emphasize money as a (1) common unit of 

account and a (2) general means of payment.5 His own approach emphasizes money’s function 

as a form of value (as noted in his definition above). Value, as a concept, must exist prior to 

the existence of money (or a unit of account), because “without value there is presumably 

nothing to measure.”6  

Lawson points out the fact that the government acceded to accepting tobacco to redeem 

the public’s tax obligation. He contends that tobacco was money and not just a way to transfer 

value between citizens precisely for this reason; since tobacco was a general form of value in 

colonial Virginia, that means that it was money, and not just a token. This does not prevent 

 
1 Lawson, The Nature of Social Reality, 185.  
2 Lawson, The Nature of Social Reality, 185. 
3 “Thing” in the case could be (and currently is) bank credit. 
4 Innes, for example, makes little explicit distinction between pre-capitalist and capitalist monetary systems. See 

Geoffrey Ingham, “The Emergence of Capitalist Credit Money,” in Credit and State Theories of Money: The 

Contributions of A. Mitchell Innes, ed. L. Randall Wray, (Cheltenham, UK: Edward Elgar, 2004). 
5 Lawson, “Social positioning,” 966. 
6 Lawson, “Social positioning,” 967.  
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Lawson from noting the error in the widespread perception among people1 that modern cash is 

money.2  

Credit theorists, such as Ingham, treat the tobacco-money case as unusual but analogous 

to modern cash; tobacco was treated as ‘cash’ by users and accepted in payment of taxes, but 

not money. Innes writes, “[t]he eye has never seen, nor the hand touched a dollar […] the theory 

of an abstract standard is not so extraordinary as it first appears […] No one has ever seen an 

ounce or a foot or an hour.”3 In this passage Innes explains his understanding of money as the 

quantification of the abstract concept of value into divisible units of account, which is 

enumerated credit by some authority, which could be, but is not necessarily, the state.  

Here, Innes separates money from the token which represents a certain amount of 

money. In Virginia in 1619, a pound of tobacco was worth three shillings. One could pay a tax 

of, say, 30 shillings with ten pounds of tobacco. Tobacco had value but is still not money; the 

shilling which quantifies this value is the money. Tobacco had a value in state credit, which 

was fixed by the legislature as a way of working around the shortage of tokens in Virginia at 

the time. The coins of which there was a shortage were not money in Innes’ view, but merely 

tokens representing credit in much the same way that tobacco was.  

Innes is referring therefore to money as a means of payment; in other words, an 

‘amount’ of abstract value that is used to satisfy a debt. The token, or whatever medium of 

exchange one might use to transfer this value, is a technical way of transferring this money. 

Whether via an electronic debt transfer or with notes, the fundamental action of transferring 

some token of the unit of account is essentially the same or could be the same at least. Lawson 

notes that modern ‘money’ (meaning coins, notes, etc.) are simply representations of money, 

as opposed to money itself.4 If this is the case nowadays, and Lawson agrees that it is, the 

colonial Virginian case could be interpreted as an example of a ‘tobacco standard,’ even if one 

were not to accept the premise that tobacco was cash. Lawson says high-quality tobacco “was 

‘rated’ at three shillings per pound,” but credit theories could easily use another verb to describe 

the same phenomenon: tobacco was ‘priced’ at three shillings per pound. The unit of account 

(the shilling) acted as a stable unit of account, which quantified the value of the tobacco in 

payment.  

 
1 Even among political leaders, see Wray’s humorous section on Bernanke’s testimony to US Congress: Wray, 

Modern Money Theory, 205-6. 
2 Lawson, “Social positioning,” 975-6. 
3 Innes, “The Credit Theory,” 56.  
4 Lawson, “Social positioning,” 976. 
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 As was already mentioned in the section covering Shaikh’s criticism of Innes, Innes did 

address the issue of ‘trust’ in the context of credit-money: either money-issuing authorities 

threatened the use of force if citizens did not use the currency, or they were deemed sufficiently 

reliable enough to trust that the credit would be redeemed (usually the case with private 

money). The evidence from Hudson suggests that an inability to pay taxes was met with violent 

punishment. This was done to force the public to work for the currency in the particular case 

of Egypt, along with many others.  

 Innes contends that all credit is money, but he does not assume that all credit can be 

trusted. In fact, he explains this in describing a situation where he takes to his “banker in, say, 

New Orleans, a number of sight drafts of the same nominal value.”1 These sight drafts are 

credits on various banks and merchants, as well as the government of the United States. Innes 

states that only credits on banks in New York, the same city that the hypothetical banker is in, 

or the United States government would fetch their nominal value in New Orleans. Other banks 

and merchants in other cities would get less than their nominal value, while obscure merchants 

would most likely not be accepted at all without some kind of assurance or collateral.2 The 

hypothetical banker in New Orleans does not trust all issuers of credit equally; Innes does not 

claim that all credit can be trusted. The credibility of the issuer of credit is central to the 

willingness of others to use it as money. If the credit-issuer is not credible, the credit will not 

be accepted as a means of payment.  

 As Lawson correctly notes, the viability of a currency rests upon the likelihood that it 

is accepted by actors within a community. I disagree with him that Innes overlooked the issue 

of trust for the same reasons I disagree with Shaikh’s claim that Innes ascribed “extraordinary 

passivity” to citizens. Trust in a currency is vital to its viability, but the building of trust is 

rarely done by altering the composition of the currency itself. As Ingham notes in his own 

discussion of modern neo-chartalism, the emphasis on ‘trust’ in a currency tends to minimize 

the vital role of coercion in sparking the ‘trust’ in a currency.3 In Innes’ (and other chartalists’) 

analysis, trust is just as often gained as imposed upon a community. This does not necessarily 

present a problem for the positioning theory generally; my understanding is that the positioning 

theory is compatible with different forms of community ‘acceptance.’   

 
1 Innes, “The Credit Theory,” 54. 
2 Innes, “The Credit Theory,” 55. 
3 See Ingham’s discussion of modern (neo)chartalism in The Nature of Money, (Cambridge, UK: Polity Press, 

2004), 62-64. 



31 

 

Lawson attempts to resolve the apory presented by the theories of commodity-money 

and the credit-money by offering a definition of money that is compatible with both theories. 

Credit theorists maintain that these theories are ontologically incompatible positions, and the 

apory can only be resolved by abandoning the contention that money can be a commodity. 

Commodity theorists also contend that the credit theory is illogical: “why would anyone accept 

a token backed by nothing?” Lawson himself stresses that he concurs with much of credit-

theory scholarship regarding the historical origins of money, mainly that the emergence of 

money preceded market systems,1 but that this is insufficient to fully explain the nature of 

money, for a similar reason that Shaikh also claims: it does not sufficiently resolve the 

conundrum of why a particular currency gets positioned. It should be stressed that Lawson does 

not support the commodity-money theory, rather his theory allows for the possibility of some 

commodity assuming the money position within a given community.  

 Lawson’s approach emphasizes the importance of community acceptance of credit-

money and, putting aside our different interpretations of Innes, this signifies Lawson’s 

commitment to a realist analysis in comparison with strictly commodity-money theory 

adherents, such as Shaikh.2 Lawson stresses the unique functions of money that make it a 

galvanizing force in communities.3 Money is central to the functioning of the modern world, 

and therefore analyses that minimize its importance or seek to reduce it to its functions will be 

inaccurate. 

 The positioning theory of money is compatible with the credit theory of money with 

regards to its description of contemporary monetary systems. Lawson’s theory represents an 

attempt to resolve the contradictions between credit- and commodity-money theorists by 

resolving some of the sticking points in the debate. Read this way, along with the fact that 

Lawson views bank credit in the modern world to be money, the positioning theory of money 

can be read as an extension of the credit theory. Yet the process of positioning also applies to 

commodity-money situations, as Shaikh’s discussion of the selection of a particular commodity 

to be money in a given time and place also seems to imply a process of positioning.4  

Positioning theory is a general theory, compatible with different phenomena that take 

place in a wide range of “geohistorically located communities.”5 So, money, like all items or 

 
1 Lawson, “Social positioning,” 971, fn. 12. 
2 Which is unsurprising, given Lawson’s role in the development of critical realism. See Tony Lawson and 

Jamie Morgan, “Cambridge Social Ontology, the philosophical critique of modern economics and social 

positioning theory: an interview with Tony Lawson, part 1,” Journal of Critical Realism. 
3 Lawson, “Social positioning,” 974. 
4 Shaikh, Capitalism, 169.  
5 Lawson, “Social positioning,” 965.  
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people positioned, is always “community relative,” and therefore a general social theory would 

need to accommodate the entire range of possibilities. Lawson’s contention that the credit 

theory does not do this is still up for debate, as Ingham’s response1 demonstrates. Therefore, 

for the purposes of this paper, endorsing or rejecting the positioning theory, and its much wider 

scope, makes little difference to analysis of the contemporary world economy.  

Innes as an MMT proponent 

 Innes advanced the theory that “credit and credit alone is money.”2 His papers are often 

cited as a foundational text of the credit theory of money and subsequently MMT. The historical 

evidence on which he has based his theory is lean due to space constraints he was under, as 

Innes himself goes to great lengths to himself admit.3 

 Innes makes constant reference to currency-issuing governments and their frequently 

unsuccessful attempts to control their currencies. He summarizes here: 

 

The issue of coins at an arbitrary value above their intrinsic value; the want of stability 

in their value; the strenuous endeavours of the governments to prevent by law the rise 

of the price of the precious metals and to stop the people from giving a price of their 

own to the coins higher or lower than those fixed by the government; the failure of these 

attempts; the endeavour to prevent the circulation of foreign coins lighter for their value 

than the local money; the belief that there was some secret evil agency at work to 

confound the good intentions of the government and to cause the mysterious 

disappearance of the good coins issued by the government, so that there was always a 

dearth of money; the futile search for the evildoers, and equally futile watch kept on the 

ports to prevent the export of coins or bullion, – the history not only of France, but of 

England, the German States, Hamburg, Amsterdam and Venice is full of such 

incidents.4 

 

Innes’ most often cited sources come from the medieval period, but he references 

Rome, Greece, colonial states and, among many others, China: “In China, also, in times as 

remote as those of the Babylonian Empire, we find banks and instruments of credit long before 

 
1 Geoffrey Ingham, “A critique of Lawson’s ‘Social positioning and the nature of money,’” Cambridge Journal 

of Economics, 42 (2018), 837-850. See also Lawson’s reply to Ingham, Tony Lawson, “The Constitution and 

Nature of Money,” Cambridge Journal of Economics, 42 (2018), 851-873. 
2 Innes, “The Credit Theory,” 76. 
3 Innes, “What is Money?” 17: “It is impossible within the compass of an article like this to present the 

voluminous evidence on which this statement is based; all that can be done is to offer a summary of the writer’s 

conclusions drawn from a study extending over several years, referring the reader who wishes to pursue the 

subject further to the detailed work which the writer hopes before long to publish.” 
4 Innes, “What is Money” 25-6. 
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any coins existed, and throughout practically the whole of Chinese history, so far as I have 

been able to learn, the coins have always been mere tokens.”1  

Reducing what some regard as money itself simply to tokens of credit changes the way 

one interprets money’s role in society. If coins or tally sticks are representations of a claim 

upon society, then the trustworthiness of any counterparty in a payment assumes central 

importance. With the clearing of credits and debts assuming such an important role in economic 

and indeed social behavior, one must be able to assume that counterparties are trustworthy, 

honest and, most importantly, solvent. One of Innes’ main contentions is that social obligations 

lie at the heart of all societies:  

 

The sanctity of an obligation is, indeed, the foundation of all societies not only in all 

times, but at all stages of civilisation; and the idea that to those whom we are 

accustomed to call savages, credit is unknown and only barter is used, is without 

foundation. […] [D]ebts and credits are equally familiar to all, and the breaking of the 

pledged word, or the refusal to carry out an obligation is held equally disgraceful.2 

 

For private actors, this was especially true. Ruling classes instead could rely on their 

power to tax and, when tax obligations or legal tender laws were not adhered to, ‘backed’ their 

currencies with violence against their subjects. In both cases, the productivity (or, more often 

in Innes’ heavily cited medieval period, lack thereof) of the economy as a whole gave the 

money its value; credit, as a means of payment, is not exactly valuable when there is little or 

nothing for sale.  

 Innes interprets money as an institution of social relations within a given community. 

Money, for him, has no ‘intrinsic value’; its value is socially determined. Money’s value is 

derived from its ability to perform its function to satisfy any potential debts and this ability is 

derived from the credibility of the issuer of the credit in question. Moreover, money is not a 

mere veil to socially isolated individuals conducting barter, but a socially embedded instrument 

developed to organize society. 

Innes’ preoccupation with establishing the credit theory of money distracts him from a 

more historical analysis. As Ingham notes in his critique, “Innes acknowledges that his essays 

do not offer an explanation for the origins of the abstract money of account.”3 Innes’ work 

provides little in the way of a logical theory of the development of a monetary system. In his 

 
1 Innes, “What is Money” 35. References to Greece and Rome are found on pages 33, 36 as well as throughout 

his article. References to the colonial United States are on page 26.  
2 Innes, “What is Money?”: 30.  
3 Ingham, “The Emergence,” 180.  
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attempt to track a social phenomenon across not just centuries but millenia, Innes does not 

devote enough time to contextualizing his work.1 Innes works on resolving the various apories 

presented by commodity-money theory, clearly seen in the long quote at the beginning of this 

section. None of the historical examples that he cites are compatible with commodity-money.  

The ubiquitous and transhistorical categories of credits and debts is, according to Innes, 

evidence of a “primitive law of commerce” which he puts forth to resolve the apories of 

commodity-money theory. As the number of social obligations owed between members of a 

community increases, the increasingly complex relationship of credits and debts requires a 

written record, as well as formalization and standardization. Hence, the use of shubati tablets, 

tally sticks, and chiseled coins as tokens of this credit and debt assist in keeping track of who 

is owed what. Over time, money has come to be thought of as the tokens (commodity-money), 

as opposed to what the tokens represent (a credit on some debt-issuing authority).  

According to his cited historical examples, governments are often seen as interfering in 

the commercial affairs of citizens with their actions.2 In this way, one can infer that Innes 

perhaps is describing a phenomenon which predates even his generous definition of a ‘state’ 

(which I take to be the reason he uses the term ‘primitive’). Sadly, he makes little attempt to 

account for the historical processes which would account for the development of a monetary 

system. This is all to say that Innes’ texts are limited as historical analyses, despite his evidence 

being largely drawn from historical evidence.  

While this is a weakness of his contribution to the credit theory of money, this criticism 

is perhaps misplaced as Innes’ argument attempts not to prove the emergence of some historical 

process but resolve the apories of the theory of commodity-money by providing an alternative 

that he claims can resolve them. Innes is therefore in a somewhat paradoxical sense relying on 

historical evidence without producing a (processual) historical analysis.3 In other words, his 

theory is not about a historical process but about a transhistorical category (money as credit), 

which presupposes the existence of numerous other social categories which may or may not 

have existed as we or he would understand them during the cited historical eras (chief among 

these being the state).  

 
1 This, as noted above, could be an effect of the limited space and time he devoted to explaining his theory. As 

Wray notes about Innes’ later work on the British penal system, Innes theorizes about the development of a 

criminal justice system in a tribal society and attempts to trace it to the current one in Britain. This suggests he 

would be open to the idea of a more historical analysis of credit than the one he provides. See L. Randall Wray, 

“Conclusion: The Credit Money and State Money Approaches,” in Credit and State Theories of Money: The 

Contributions of A. Mitchell Innes, ed. by L. Randall Wray, (Cheltenham, UK: Edward Elgar, 2004): 226-228. 
2 This is apparent in the block quote on the previous page.  
3 This has perhaps as much to do with the ahistorical commodity-money theory as Innes’ own reasoning.  
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Fortunately, we do not need to depend upon his analysis alone. One conceptual account 

of how money develops as a socially recognized form of credit is described by Christine Desan. 

She puts forth a “stakeholder model” of a hypothetical process of credit-money development: 

 

The model starts from the premise that groups are as elemental as individuals in 

understanding exchange. Groups survive on the basis of contributions from members. 

At times, however, groups facing emergencies or sudden shortfalls want to mobilize 

help outside the usual schedule of member contributions. In that case, a stakeholder for 

the community can draft contributions from some members in advance and “pay” for 

that advance by giving them IOUs. Each IOU confirms that the member has given a 

contribution early: it denominates that contribution as a credit, inviting the person 

holding the IOU to “redeem” it by turning in the IOU next time a member contribution 

is due, instead of making a new and additional contribution. The arrangement explains 

how a unit—written in the term of one contribution—comes to entail value in a reliable 

way: The group has, collectively, a reference point for value—the recurring 

contributions made to it and anticipated in the future.1 

 

Once this development has occurred, it is a short intuitive leap to the use of the credit unit as a 

means of payment; the arbiter of group authority simply accepts the credit-unit from anyone, 

not simply the one who received it initially. The group then has a community-wide accepted 

unit of account which it will accept in exchange for certain goods and services in order to 

satisfy the debt obligation imposed on individuals by the group’s leadership.2  

The important point of Desan’s theoretical model is that it offers a plausible argument 

for how a monetary system could develop. This exceeds the explanatory potential of the 

commodity-money theory in crucial ways. First, it offers a potential explanation for the 

development of money that does not presuppose the existence of a highly specialized market 

economy. Secondly, it finds analogs in various historical examples, one of which is the ancient 

Sumerian shekel. An additional historical analog of this stakeholder model is the deben of 

ancient Egypt, used to measure the tax obligations of ancient Egyptians, usually corresponding 

to a fixed weight of grain.3 In John Henry’s account of the history of money in ancient Egypt, 

he also points out that there is no evidence of a market system in ancient Egypt; wages paid in 

deben were primarily used to offset tribal tax obligations.4  

 In sum, Desan’s proposed stakeholder model (which I take to be a simple explanation 

for MMT’s historical origins of money) explains the role of money within a social group and 

 
1 Christine Desan, “The Key to Value: The Debate over Commensurability in Neoclassical and Credit 

Approaches to Money,” Law & Contemporary Problems 83, no. 2, (April 2020), 15. 
2 Desan, “The Key to Value,” 15-6. 
3 Henry, “The Social Origins,” 92.  
4 Henry, “The Social Origins,” 95.  
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the functions it serves. Pavlina Tcherneva, explains that MMT or Chartalism, “defines money 

as a power relationship of a specific kind, namely a social credit-debt relationship, that is 

codified by some authority or institution of power”1—in the ‘modern’ case, the state.  

 The State 

 Nowadays, nearly all money is state credit; in other words, debt issued by, or guaranteed 

by, a state. Frequent criticism of MMT center upon the theory’s ignorance of more sociological 

or political concerns. MMT seems to simply redefine certain accounting identities which would 

theoretically free policymakers from illusions regarding the fiscal policy space that states have. 

These criticisms of MMT are illuminating, in that they help to realize the potential usefulness 

of MMT. At any rate, MMT requires qualifications regarding what a state can do with its fiscal 

policy space or needs to be incorporated into more historical, sociological or political analyses.2 

The state as an entity has unique powers within society but is still constrained and temporary. 

As Bob Jessop notes in discussing the challenges of defining ‘the state,’ “the challenge for 

social scientists is to demystify the state, to unmask it radically, to prove that the state as a 

substantial, unitary entity does not ‘always already’ exist.”3 

 Equally challenging in defining money’s origins is defining a state, some sort of 

sovereign political authority within a given territory governing over a population. For the sake 

of simplicity, I will take Jessop’s definition of the state below for the purposes of my analysis:  

 

The core of the state apparatus comprises a relatively unified ensemble of socially 

embedded, socially regularized, and strategically selective institutions and 

organizations whose socially accepted function is to define and enforce collectively 

binding decisions on the members of a society in a given territorial area in the name of 

the common interest or general will of an imagined political community identified with 

that territory.4 

 

Jessop’s definition is a reasonable characterization of a modern state and has numerous 

advantages. First, Jessop does not assume the state to be a unitary decision-making authority 

within a given territory. The definition allows for conflicting or uncoordinated action taken by 

the “core of the state apparatus” which is therefore more fully correlative with observed state 

 
1 Pavlina Tcherneva, “Money, Power and Distribution: Implications for Different Monetary Regimes,” Journal 

of Self-Governance and Management Economics 5, no. 3, (2017), 8. 
2 This statement is presupposing that MMT is an accurate way to describe the modern monetary system, which 

is still a point of some controversy. 
3 Jessop, The State, 18, emphasis in original. 
4 Jessop, The State, 49. 
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behavior. Second, the definition emphasizes the “core of the state apparatus,” implying that the 

state consists of somewhat fluid relationships with other institutions within the wider society 

that could be considered part of the state. A current example of this would be the private-public 

partnerships between the U.S. Department of Defense and technology contractors. Whether or 

not these private contractors should be included in the definition of the ‘state’ is a matter of 

considerable controversy. Still, some sort demarcation must be made, while acknowledging 

that the state can never be completely separated from other institutions within a given society. 

Third, the definition not only describes the institutions that make up the state but also 

emphasizes the necessary social acceptance which states rely upon in order to justify their claim 

to the unique right of organizing the “imagined political community.”1  

Thus, the state is not a thing necessarily but a social relation. In addition to what Jessop 

calls “formal dimensions,” the state is composed of three “substantive dimensions” which are 

the ways in which the state is conferred legitimacy and justifies its actions and existence.2 I 

will need to limit my analysis here somewhat, and will therefore have to ignore the “formal 

dimensions,” because while there are ‘formal’ institutions and modalities which the state can 

use strategically, these must be legitimated through the substantive dimensions of the (1) 

“social basis of the state,” (2) the “state project” and (3) the “hegemonic vision” of the state. I 

contend that these more substantive dimensions can be useful in highlighting some of the 

potential problems regarding the applicability of MMT, in that the credit theory of money 

redefines many of the metaphors used to justify state action. First, I will seek to elaborate upon 

Jessop’s definition and conception of the state, in order to put the state as a ‘currency-issuing 

authority’ into proper context. Then, I will discuss some of the ways in which that currency-

issuing authority might be constrained with regard to its currency. 

The Jessopian State 

Jessop’s substantive dimensions will require some elaboration. The “‘[S]ocial basis’ 

[of the state] refers to the specific configuration of social forces, however identified as subjects 

and however (dis-)organized as political actors, that support the basic structure of the state 

system, its mode of operation, and its objectives.”3 For the purposes of this paper, it is perhaps 

relevant to think of the ‘social basis’ as all the users of a state’s currency, which is not limited 

to the citizenship of a particular state. For example, the United States government must 

 
1 This definition is of course historically particular to “modern” states, more specifically those designed in the 

Westphalian tradition. Therefore, Jessop’s definitions are not applicable to the precursors of “modern” states. 
2 See Jessop, The State, Table 3.1, 58. 
3 Jessop, The State, 72. 
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consider the needs of many world governments who use the dollar as a de facto reserve 

currency. During the 2007-08 financial crisis, the central bank of the US therefore had to 

establish ‘dollar swap lines’ in order to provide dollars to foreign central banks.1 Users of state 

currencies may not be limited to the domestic population, but in many aspects of the state 

system the social basis is far more territorially restricted (electorates, police, political parties, 

etc.). In democracies factions of the social basis theoretically have a balanced ability to 

influence actions taken by the state. In reality, this is not the case; access to state institutions 

and the ability to influence the state are differentiated. Some factions are ‘more equal than 

others.’ 

The state project, according to Jessop: 

 

[D]enotes the political imaginaries, projects, and practices that (1) define and regulate 

boundaries of the state system vis-à-vis the wider society and (2) seek to provide the 

state apparatus thus demarcated with sufficient substantive internal operational unity 

for it to be able to perform its inherited or redefined ‘socially accepted’ tasks.2 

 

I will take the drastic change in government policy regarding illegal drug trafficking 

and use initiated by Ronald Reagan in the 1980s in the United States to be an illustrative case-

in-point of state projects. Often, a central theme of politicians’ rhetoric in the United States is 

an increasingly punitive attitude towards criminal delinquency, however Reagan improved 

upon many of his predecessors.3 During Reagan’s first four years in office, yearly budgets for 

drug-related law enforcement agencies, including the Department of Defense, increased by 

more than $450 million, while budgets for other government agencies that specialized in drug 

addiction treatment were cut.4 This state project, known as the ‘War on Drugs,’ retargeted the 

institutions of the state apparatus to reflect a more militant stance toward crime prevention.  

Finally, states also have what Jessop refers to as “hegemonic visions,” which: 

 

[E]laborate the nature and purposes of the state for the wider social formation […] 

These visions seek to reconcile the particular and the universal by linking the nature 

and the purposes of the state to a broader – but always selective – political, intellectual, 

and moral vision of the public interest, the good society, the commonweal, or an 

analogous principle of societal organization.5 

 

 
1 See “Central Bank Liquidity Swap Lines,” Board of Governors of the Federal Reserve System, last modified 

April 15, 2020, accessed February 28, 2021, https://www.federalreserve.gov/regreform/reform-swaplines.htm.  
2 Jessop, The State, 84. 
3 Katherine Beckett, Making Crime Pay: Law and Order in Contemporary American Politics (New York, NY, 

USA: Oxford University Press, 2001), 3.  
4 Beckett, Making Crime Pay, 52-3. 
5 Beckett, Making Crime Pay, 86-7. 

https://www.federalreserve.gov/regreform/reform-swaplines.htm
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Hegemonic visions of the state give boundaries for potential state action by 

necessitating that state action is justified within the hegemonic vision of the state, however 

defined. In the above example of the ‘War on Drugs,’ rhetoric was frequently buttressed by the 

need for the state to maintain ‘Law and Order,’1 to ensure that wider society could flourish 

because of the actions taken by the state. Overall, the changes in state projects reflected a 

change in the hegemonic vision, from the state as ‘caretaker’ to the state as ‘disciplinarian.’ 

Finally, these policies were supported by, not least, the public that elects politicians;2 to varying 

degrees, these policies represent shifts in demands by the social basis on the behavior and 

purpose of the state.3 

These substantive dimensions are relevant to this analysis because they form a holistic 

conceptualization of a state’s dimensions. If the authority which issues the currency is partially 

composed of these dimensions, then the currency-issuing powers the state possesses is likely 

to be limited by them. Thus, the state can only create or ‘print’ currency insofar as it able to 

justify its spending within the socially agreed upon purview of state projects; projects which 

must reinforce the states hegemonic visions as they are understood by the social basis of the 

state. State spending may lead to a ‘revolt’ on the currency if these prior conditions of the 

undertaken spending programs are not met. ‘Law and Order’ may be accepted by the social 

basis of the state, and therefore the spending and subsequent ‘public debt’ issued may be 

justified in that particular case. This is not always true. The above-mentioned dimensions 

thereby qualify MMT’s claims about fiscal space to a certain degree. I will discuss this in more 

detail in the following subsection. 

This qualification reinforces a dynamic which Jessop calls a “Paradox of State and 

Society,” in which he tries to situate the institutional ensemble that is “the state” within the 

wider society it controls: 

 

In pursuing their wider societal responsibilities, state managers employ available 

strategic capacities, which are always limited in relation to the tasks facing them. The 

‘material’ basis of the modern state’s responsibility to secure general political order, 

institutional integration, and social cohesion is its constitutional monopoly of violence 

and the associated capacity to enforce decisions that are binding on the social agents 

(individuals or organizations) under its jurisdiction. […] For [the state] is an 

institutional ensemble and not a subject; even where consensus emerges about a 

conception of the common good, it is always a particular conception with partial 

 
1 Beckett, Making Crime Pay, 9. 
2 Beckett, Making Crime Pay, 4. 
3 This example is meant to purely illustrative of the substantive dimensions of the state, so the reader may better 

understand how the paper will distinguish these. It is not meant to be an assessment on the validity of the claim 

made by the cited work.  
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implications; and the exercise of state powers always encounters structural constraints 

and resistances that limit its ability to master the social formation.1 

 

States are often held wholly responsible for given outcomes within the territories they 

govern yet can affect or control limited activity within it. When the state rewards specific 

desired activity undertaken by non-state actors, it could be doing so to incentivize behavior 

and/or discourage other kinds. Continuing with the illustrative example of the ‘War on Drugs,’ 

the number of prisoners in the United States increased more than 300% from 1980 to 1994, 

even well after Reagan had left office (which was 1988).2 This is again merely an illustrative 

case that despite one of the ostensible goals of the ‘War on Drugs’ being the discouragement 

of criminal activity, the society was not cooperative to the state’s desires.  

In the paragraph cited above, Jessop’s definition allows one to identify some key 

potential constraints on modern states. MMT emphasizes the capacity of the state to control its 

own currency, what would be, according to the passage referenced above, an “available 

strategic capacity” for “state managers” to “employ,” in order for the state to meet its policy 

objectives. However, this statement presupposes at least three assumptions that are not always 

true, particularly in the case of lower-income states: 

 

1. The state, as an institutional ensemble, is cohesive enough to implement 

government spending programs that fall within the purview of socially accepted 

state projects; 

2. The state can convincingly defend the increased government spending as a sound 

action taken in accordance with the hegemonic vision of the state; 

3. The state can placate potentially uncooperative factions of the social basis that may 

work to undermine the partial3 effects caused by the increase in government 

spending. 

 

With this definition and its relationship to the ‘state’ that issues the currency, I will 

discuss a few of the potential difficulties states that could arise from states taking more 

advantage of their fiscal policy space. 

The ‘Neoliberalized’ State 

 
1 Jessop, The State, 88. 
2 Beckett, Making Crime Pay, 89. 
3 Partial in this case meaning that one social basis or bases benefit more than other bases.  
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The above qualifications place constraints on states beyond what is claimed by an 

overly simplistic reading of MMT.1 On one level, neochartalists or MMTers make valid points 

about how currencies do operate; what ‘it’ (meaning money) is:  

 

When we talk about government spending by keystrokes and argue that the issuer of a 

sovereign currency cannot run out of them, that statement is descriptive and factual. 

Equally the statement that sovereign governments do not borrow their own currency is 

also descriptive and factual. Our classification of bond sales as part of monetary policy, 

to help the central bank hit its interest rate target, is also descriptive and factual. And, 

finally, when we argue that a floating exchange rate provides the most domestic policy 

space that is also descriptive and factual.2 

 

This is similar to what Innes meant when he wrote about what governments “think” 

they are doing when issuing currency being “no matter.” On the one hand, this statement is 

both true and a coherent description of currency systems; it is as close to the truth, in my view, 

as has been theorized. On the other, it can overlook the widespread perception of money as 

something scarce and in limited supply (like a commodity), which limits its practical 

applicability to modern situations.  

Louisa Connors and William Mitchell discuss the dominant position of neoclassical 

rhetoric within public discourse in their paper, “Framing Modern Monetary Theory.” They 

rightly point out that the way in which many macroeconomic policy debates are framed within 

public discourse often relies upon metaphors which can be misleading to ‘the public,’3 

especially if the public is poorly equipped to understand the convoluted theoretical sticking 

points that are crucial to understanding the debate. Reversion to ‘common sense’ can be 

counter-intuitive in this instance.4 For example, rising ‘public debt’ is intuitively a case of the 

government being mismanaged and burdening society, as opposed to a case of it providing 

support during a downturn in the business cycle.5  

 Human reasoning is a cause of human action or behavior and this includes currency 

speculation. This does not mean that reasoning cannot be flawed, as would be the case if it is 

widely believed that money is a commodity. The ‘conventional wisdom’ or ‘common sense’ 

 
1 Ironically, most of the simplifications about MMT tend to come from critics of it, see Wray, “Alternative 

Paths,” Abstract. For a case-in-point, see Sebastian Edwards, “Modern Monetary Theory: Cautionary Tales from 

Latin America,” Cato Journal 39, no. 3 (2019). 
2 Mitchell, Wray and Watts, Modern Monetary Theory, section 14.5. 
3 ‘The public,’ in this case could be analogous to Jessop’s ‘social basis.’ 
4 Louisa Connors and William Mitchell, “Framing Modern Monetary Theory,” Journal of Post Keynesian 

Economics 40, no. 2 (2017): 239-259.  
5 Connors and Mitchell, “Framing Modern Monetary Theory,” 247.  
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in this instance is overly restrictive, however the alternative may produce a panic that could be 

even worse. As Ingham notes, there is a performative aspect to neoclassical economic theory 

and the underlying presumption that all economic exchange is constituted by barter.1 State 

activity is legitimized “in terms of economic principles and practice,”2 and these principles 

guide the state’s social basis’ expectations about what the state ‘should do’ and whether or not 

state action is justified. A crisis could result if state action is not properly legitimized.  

The redefinition of accounting identities hardly ever calm nerves during any sort of 

social panic. If there is a run on a bank (or a currency) it hardly makes sense for anyone holding 

an asset of this bank or country to keep hold of it, no matter how solvent one thinks the bank 

or country to be. This fact is reflective Keynes’ thoughts on the inherent uncertainty of the 

future, and its relationship to money: “[P]artly on reasonable and partly on instinctive grounds, 

our desire to hold Money as a store of wealth is a barometer of the degree of our distrust of our 

own calculations and conventions regarding the future.”3 These calculations and conventions 

must take the behavior of others into account, and these are hardly calculable in any 

conventional sense. It is misguided to omit these factors in social analyses.  

Often, states are expected to try and achieve ‘sound’ government balances, meaning 

that tax ‘revenues’ and government expenditures are equal or relatively small. They are 

expected to do this by numerous actors, not least the public that elects their political leaders.4 

The behavior of the state therefore plays a substantial role in our ‘barometer of the degree of 

our mistrust,’ to use Keynes’ terms, of the currency which the state issues.  

Orléan refers to the process by which currency crises can occur by a process of mimetic 

polarization. The mimetic hypothesis which he supports claims that human behavior is 

externally mediated to a large degree by a desire to imitate a respected model (usually a person) 

of one’s desires.5 This process of imitation produces, in Orléan’s view, a cycle of positive 

feedback loops which lead to a sort of passive ‘election’ of one institution or behavior over 

alternatives. ‘Election’ is in quotes because the initiation of this positive feedback process to 

one institution can be coerced, not voluntarily chosen as is implied by the term ‘election.’ 

However, once a currency is adopted via this process, that currency becomes valuable because 

of the convergence of desires upon that currency as opposed to others. Orléan writes that, “[a]n 

 
1 Ingham, The Nature of Money, chapter 7.  
2 Ingham, The Nature of Money, 146. 
3 John Maynard Keynes, “The general theory of employment,” Quarterly Journal of Economics 51, no. 2 

(1937), 216. 
4 Connors and Mitchell, “Framing Modern Monetary Theory.”  
5 Orléan, The Empire of Value, from page 50. 
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established currency regime, in order to maintain its authority, must constantly prove itself 

capable of making the community’s desire for liquidity converge unanimously upon it.”1 This 

potential problem is perhaps easier to see when one considers the ‘positioning’ of money. 

Interestingly, this conception of a mimetic election of a currency also identifies a way 

by which a currency can fail. Orléan writes that feelings of constantly reproduced trust are 

crucial for a currency to remain viable. Changing management of the distribution of money 

“may nourish a latent discontent among actors who object to the manner in which access to 

credit is controlled or who feel that monetary policy otherwise places them at an unfair 

disadvantage.”2 If this situation persists, it can cause the users of a currency to abandon it if the 

inconveniences or grievances against the issuer of the credit unit “exceeds a certain critical 

threshold.”3 

Orléan’s quotes above has some resonance if combined with the substantive dimensions 

of the state enumerated by Jessop. Currencies require acquiescence from the public to function 

properly (this is noted by Innes, Shaikh, and Lawson), spending programs may disturb this 

balance between convenience and inconvenience for citizens or users of the currency. Some 

empirical data seems to support this theory, as a comprehensive study of inflation conducted 

by Stanley Fischer et al. concluded, “that, as inflation rises, the probability of inflation staying 

in the same range decreases and the probability that inflation will  rise above its current level 

increases.”4 This suggests that once the ‘social basis’ has abandoned trust in the currency, it 

becomes difficult for the state to stabilize the currency’s purchasing power.  

The hegemonic vision of the state, in many respects, is that of a passive facilitator of 

markets. Philip O’Hara identifies six trends that have affected state functions during the 

transition from Keynesian- to neoliberal governance.5 Neoliberalism is a contested concept that 

is often left undefined and used ‘asymmetrically’ in political economy literature.6 I will not 

seek to define the term here,7 but use the term as a shorthand way of referencing the trends in 

the global economy I highlight in the following paragraphs.  

 
1 Orléan, The Empire of Value, 122.  
2 Orléan, The Empire of Value, 122. 
3 Orléan, The Empire of Value, 122.  
4 Stanley Fischer, Ratna Sahay and Carlos A. Végh, “Modern Hyper- and High Inflations,” Journal of Economic 

Literature, 40, no. 3 (September 2002): 876. 
5 Philip Anthony O’Hara, Growth and Development in the Global Political Economy, (London and New York: 

Routledge, 2006), 51-53. 
6 Taylor C. Boas and Jordan Gans-More, “Neoliberalism: From New Liberal Philosophy to Anti-Liberal 

Slogan,” Studies in Comparative International Development 44, no. 2 (June 2009). Critics of marketization 

often use the term ‘neoliberalism’, but the term is rarely used by proponents of the ‘theory’ itself. “Asymmetric 

patterns of use” is the phrase used by the authors to summarize this phenomenon. See pages 140-142. 
7 A summary can be found in Heikki Patomäki, “Neoliberalism and the Global Financial Crisis,” New Political 
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Paramount of the trends highlighted by O’Hara with regard to its impact on state 

behavior is the social bases’ “belief in small government.”1 Generally, this trend can be 

summarized as the “call for ‘more market, less state’”2 or Ronald Reagan’s (in)famous quote: 

“the nine most terrifying words in the English language are: I’m from the government and I’m 

here to help.”3 As O’Hara notes, privatization of public services since the 1970s has reduced 

public fixed capital formation markedly, indicating a reduction in the active role that states 

played in their economies prior to the 1970s.4 In the United States, for example, government 

spending as a percentage of GDP did not change significantly from 1950 through the 1990s, 

despite a significant drop in real government gross fixed capital formation.5 “Small 

government” does not necessarily mean reduced government expenditure; governments reduce 

themselves to buyers of products provided by the ‘free market.’  

O’Hara maintains that this belief has coincided with ‘deregulation’ of financial markets 

(both domestic and international) and labor markets.6 The beginning of these trends have 

correlated with dramatic increases in banking, currency, and ‘twin’ crises globally.7 This 

deregulation push can be interpreted as part “of the shift from government to governance” that 

Jessop highlights. Jessop does not claim that the state is “in retreat,” as some state theorists do, 

because “this claim rests on a narrow view of the state as a juridico-political apparatus that 

governs through imperative coordination.”8 In fact, if one considers the trends state expenditure 

this is clearly not the case. Fazi and Mitchell write that the neoliberalization of states is 

significantly influenced by the kind of society idealized by Friedrich Hayek and Milton 

Friedman; this ‘ideal society’ is not without a state, but with a state that merely enforces free-

market principles.9  The shift from government (“imperative coordination”) to governance 

(first among equals) is not a retreat of state influence, but a change in tactics regarding how 

states choose to maintain operational unity within their borders. States since the 1970s are less 

hierarchical than in the pre-neoliberal period, their preferred mode of functioning emphasizes 

 

Science 31, no. 4 (December 2009), 439. 
1 O’Hara, Growth and Development, 51. O’Hara does not use the term “social basis.” 
2 Jessop, The State, 164. 
3 Kelly Philips Erb, “I'm From The Government And I'm Here To Help,” Forbes, October 21, 2011. Accessed 

January 31, 2021. https://www.forbes.com/sites/kellyphillipserb/2011/10/21/im-from-the-government-and-im-

here-to-help/?sh=5d5d9b0d2818.  
4 O’Hara, Growth and Development, 57-61. 
5 Christian Weber, “Government Purchases, Government Transfers, and the Post-1970 Slowdown in U.S. 

Economic Growth,” Contemporary Economic Policy 18, no. 1 (2000), 107-123. 
6 O’Hara, Growth and Development, 52. 
7 Barry Eichengreen and Michael Bordo, Crises Now and Then: What Lessons from the Last Era of Financial 

Globalization?, National Bureau of Economic Research Working Paper No. 8716, (2002), 41. 
8 Jessop, The State, 183. 
9 Mitchell and Fazi, Reclaiming the State, 100.  

https://www.forbes.com/sites/kellyphillipserb/2011/10/21/im-from-the-government-and-im-here-to-help/?sh=5d5d9b0d2818
https://www.forbes.com/sites/kellyphillipserb/2011/10/21/im-from-the-government-and-im-here-to-help/?sh=5d5d9b0d2818
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cooperation and private-public partnerships which make the state “de-hierarchical,” to use 

Jessop’s term.1 

State projects have been recalibrated from direct investment in the economy to currently 

favored ‘market-based’ solutions to promoting the ‘common good.’ This has largely coincided 

with the ‘neoliberalization’ of left-party politics, covered meticulously and excellently by 

Stephanie Mudge’s book Leftism Reinvented. These neoliberalized ‘left’ parties, Mudge 

argues, are the result of institutional re-arrangements that placed mainstream (neoclassical) 

economists and party officials in close collaboration with one another. These economic policy 

advisors were influential in establishing the platform of the Clinton Democrats, sometimes 

referred to as the New Democrats, for example.2 Similar reinventions and party-arrangements 

have transpired in numerous other countries.3  

Adapting Jessop’s framework of substantive dimensions, it could be said that, since the 

1970s or so, “hegemonic visions” of many states have been altered, increasingly designating 

roles for states as passive facilitators of markets. State projects that violate this collectively 

agreed-upon vision may irritate citizens, who may perceive the project as part of an attempt to 

eclipse the restriction on states ‘manipulating’ markets, or unfairly favoring certain groups at 

the expense of others. This can even be the case for factions of the social basis that would 

disproportionately benefit from government spending programs.  

This does not necessarily invalidate the credit theory of money or MMT. However, 

many authors and MMT-proponents themselves leap to logical consequences of their reframing 

of money as credit: mainly, that governments can and should sustain large deficits in the 

government fiscal balance through acting as an Employer of Last Resort. But the strong 

performative effect of the commodity theory of money means that government spending 

programs would almost certainly need to be accompanied by a “new meme for money,” as has 

been written about by Wray, so as to frame the government spending program and the money 

that supports it into a wider societal narrative about how the collective good can be maximized.4  

And, even if actors are sympathetic to a credit theory view and support the state’s 

spending program(s), they will still need to account for the ‘misguided’ beliefs of others, 

because, as Orléan notes, “to the extent that the expectations of others affect prices, actors 

 
1 Jessop, The State, 174. 
2 Stephanie Mudge, Leftism Reinvented: Western Parties from Socialism to Neoliberalism, (Cambridge, MA, 

USA: Harvard University Press, 2018), chapter 6, especially pages 294-6, and 302-303.  
3 Mudge, Leftism Reinvented. 
4 L. Randall Wray, “A New Meme for Money,” in Financial Crises and the Nature of Capitalist Money: Mutual 

Developments from the Work of Geoffrey Ingham, edited by Jocelyn Pixley and G. C. Harcourt, (Basingstoke, 

UK: Palgrave Macmillan, 2013), 82.  
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cannot remain indifferent to them. […] This is precisely what the mimetic model says: actors’ 

predictions will be accurate only insofar as they take into account the expectations of the group 

as a whole.”1  

I argue that this meme for money, or framing of modern monetary theory, must be 

convincing enough to a sufficiently wide and relevant faction of the social basis of the state for 

sustained government deficits to become socially acceptable. This framing must coincide with 

societally agreed upon, demarcated spheres of action that are within the purview of the state 

project(s) and coincide with the hegemonic vision of the state.  

Bond Markets 

 One of the most common criticisms of MMT’s characterization of monetary systems is 

its vulnerability to sovereign bond speculation. This is, for example, claimed by authors such 

as Gerald Epstein, who argue that countries with weakly traded currencies are vulnerable to 

increased interest rates on sovereign bonds.2 Epstein argues that this places an external 

spending constraint on the state by bond markets who will force the state to increase bond 

yields in order to quell fears of the state’s potential insolvency. Jessop also concurs with this 

view, writing that this system “limits the state’s freedom of manoeuvre, as the state is under 

the permanent (and discursively reinforced) threat of a strike by productive capital and 

bondholders.”3  

 The above formulation of this external bond market constraint is referred to by Lauri 

Holappa as the “Bond Market Power Narrative” (hereafter BMPN).4 Holappa describes the 

BMPN as the proposed mechanism by which bond markets discourage state deficit 

expenditure. The BMPN also incentivizes states to “impose restrictive economic policies” to 

avoid paying higher bond yields.5 Furthermore, Holappa notes that the BMPN assumes that the 

consequences of central bank financing6 are expected to be at least as bad or worse than 

succumbing to the demands of international bond markets; the potential negative consequences 

of the former being (hyper)inflation and/or public distrust in the currency.7 

 
1 Orléan, The Empire of Value, 133.  
2 Gerald Epstein, “The Empirical and Institutional Limits of Modern Money Theory,” Review of Radical 

Political Economics 52, no. 4 (August 2020), 775-777. 
3 Jessop, The State, 100. 
4 Holappa, “The Bond-Market,” 35.  
5 Holappa, “The Bond-Market,” 49. 
6 Also referred to as debt monetization. 
7 Holappa, “The Bond-Market,” 49.  
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 The aversion to central bank financing discussed above presupposes that monetarily 

sovereign states need to borrow to spend, as opposed to simply creating the currency that they 

would spend. In the neoclassical view, central bank financing is seen as subverting the ‘true’ 

nature of money. This would then lead to a (hyper)inflationary spiral and inflict more ‘pain’ on 

a country’s economy than if the state were to issue bonds at higher yields, raise taxes or cut 

spending. Neoclassical economists often claim that the temptation to ‘monetize the debt’ is 

often too great to resist, and therefore it is wise for central banks to be independent of treasuries. 

However this narrative is not limited to neoclassical economists.1 In his dissertation, Holappa 

notes how ubiquitous the BMPN is within the political economy literature; many economists 

and social scientists, of many different theoretical and political persuasions, seem to be 

convinced of the validity of the BMPN.2  

 One would expect the empirical evidence to reinforce the BMPN, but there is not as 

much evidence to support it as one would think. Conventional wisdom is that fiscal deficits 

increase inflation, however Fischer et al.’s comprehensive cross-section study of inflation 

revealed no long-run relationship between fiscal deficits and high inflation rates.3 Ryan-Collins 

and van Lerven’s paper on historically observed empirical relationships between central bank 

financing and inflation concluded “that monetary financing was an effective tool in supporting 

standard macroeconomics policy goals such as nominal GDP growth and industrial policy 

without excessive inflation.”4  

 By being able to bypass bond markets without excessive inflationary consequences, 

states are essentially free to continue to increase their sovereign ‘debt’ beyond the point at 

which bond markets will refuse the offered bonds. Therefore, states should be able to purchase 

their own bonds safely without having to expect excessive inflation. However, the more 

difficult task lies in justifying the spending, as noted in the subsection prior to this. In a 

globalized free market economy, the users of a state’s currency are not limited to citizens within 

a state’s territory. This restriction on states’ fiscal policy space is where I turn to next. 

The Balance of Payments Constraint 

 
1 For one example, see Shaikh, Capitalism, from page 688. 
2 For a summary see Holappa, “The Bond-Market,” 35-52. 
3 “Modern Hyper- and High Inflations,” 877. 
4 Josh Ryan-Collins and Frank van Lerven, “Bringing the Helicopter to Ground: A Historical Review of Fiscal-

Monetary Coordination to Support Economic Growth in the 20th Century,” UCL Institute for Innovation and 

Public Purpose Working Paper No. 2018-08, (2018), 26. 
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Holappa’s dissertation suggests that the external constraint is not, in fact, from bond 

markets, but from the balance-of-payments constraint on growth attributed to Alan Thirlwall 

after his seminal paper, “The Balance of Payments Constraint as an Explanation of 

International Growth Rate Differences,” in 1979. In it, Thirlwall concludes that the growth rate 

of countries is limited by the tendency for domestic demand to favor imports.1 Increases in 

domestic demand can therefore turn the trade balance negative, forcing the country to run down 

its foreign currency reserves or attract capital inflows to offset this imbalance.  

In other words, Thirlwall’s Law “posits that, in order for an economy’s growth to be 

sustainable in an international context, the growing demand for imports associated with 

economic growth must be financed by the revenue of foreign exchange from exports: 

economies grow only at a pace allowed by the constraint imposed by the requirement of 

balanced payments.”2 As a consequence of these pressures, countries growth rates remain 

below the rate needed to absorb the labor supply that accompanies increases in the size of the 

labor force and productivity rates, and hence there is involuntary unemployment and low 

growth.  

So, if growth rates exceed that of the BOP constraint, then countries will import if 

domestic consumers show a high demand for imports. This forces countries to run down foreign 

currency reserves to finance the current account deficit, and, since reserve currency stocks will 

eventually run out, this is not sustainable over the long term for many countries.3 Because of 

this, sustained trade imbalances can force exchange rate depreciations. Vernego and Caldentey 

found during a cross-sectional study of Latin American countries that sustained current account 

deficits ultimately led to fiscal adjustments, such as depreciations, designed to counter-act the 

current account deficit. These adjustments were GDP-contractionary.4 Jeon found that Chinese 

economic growth from the period of 1979-2002 was statistically consistent with the prediction 

of Thirlwall’s Law, suggesting that a high demand for exports and suppressed domestic 

demand for imports can be an effective way to pursue economic development.5 

Vernego and Caldentey note that MMT’s relevance for developing countries is hindered 

due to less developed countries’ dependence upon imports. In low-income countries, not only 

 
1 See Alan Thirlwall, “The Balance of Payments Constraint as an Explanation of International Growth Rate 

Differences,” Banca Nazionale del Lavoro Quarterly Review 32, no. 128 (1979), 45-53. 
2 Yongbok Jeon, “Balance‐of‐payment constrained growth: the case of China, 1979– 2002,” International 

Review of Applied Economics 23, no. 2 (2009), 136. 
3 See the explanation in Holappa, “The Bond Market,” 153-156. 
4 Matías Vernengo and Esteban Peréz Caldentey, “Modern Money Theory (MMT) in the Tropics: Functional 

Finance in Developing Countries,” Challenge 63, no. 6 (2020), 336. 
5 Jeon, “Balance-of-payment,” 143. 
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are imported goods essential for end consumers, imports are also essential inputs in domestic 

production.1 Domestic consumers in low-income countries may not have domestically 

produced alternatives to necessary imports. Furthermore, the need to import production inputs 

can raise domestic costs if there is a deterioration in the exchange rate, leading to a ‘pass-

through’ from the exchange rate to the inflation rate. If increases in aggregate demand cannot 

bypass this dependence, eventually the country will be forced to attract capital flows to the 

country, with higher interest rates, or lower real wages or currency devaluations to increase 

exports, all of which will lead to a contraction in domestic consumption and hence a reduction 

in growth. Ryan-Collins and van Lerven came to a similar conclusion in their study, writing 

that “[w]eak governance and tax-raising capacity powers, corruption and war, loss of control 

over exchange rates or bottlenecks where the economy is at full capacity may be stronger 

candidates [than fiscal deficts] to explain extended periods of inflation or hyperinflation.”2  

The level of integration of the state into the world economy impacts the vulnerability 

of states to the whims of other actors. Production processes are no longer limited to domestic 

resource procurement and manufacture; production is no longer concentrated to specific 

locations in this way. Nowadays, countries are parts of ‘global supply chains,’ producing 

components or extracting resources for assembly or distribution elsewhere. This intense race 

to become ‘links in the chain’ pushes states further into competition with one another, a 

response to world market integration that turns states into ‘competition states.’3 Competition 

states attempt to create competitive advantages in the world economy by offering profitable 

sinks for capital flows. Neoliberal/competition state policies are one clear way states try to 

increase exports so that they can earn foreign reserves and, subsequently, essential imports.  

Thus the world market, as Jessop calls it, puts external pressure on states’ fiscal policy 

decisions. Jessop refers to this phenomenon as the “denationalization of the state,” as the 

territory of the state loses significance as the delimiter of the sovereignty of the state.4 Jessop 

is careful to note that this does not inherently mean that all states are in decline. On the contrary, 

some states, such as the United States, Germany, and China, are in many respects more 

powerful and integral to the global economy than they were a few decades ago. This is owed 

to their privileged roles in supranational structures that have evolved during the previous 

 
1 Vernengo and Caldentey, “Modern Money Theory,” 337. 
2 Ryan-Collins and van Lerven, “Bringing the Helicopter,” 26, emphasis added. 
3 Bob Jessop, The Future of the Capitalist State, (Polity Press: Cambridge, 2002), 96. Also Philip Gerny, 

“Paradoxes of the Competition State: The Dynamics of Political Globalization,” Government and Opposition 

32, no. 2 (April 1997), 258-263. 
4 Jessop, The State, 202-3. 
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decades; in many cases these structures, such as with Germany and the EU, are seen to 

disproportionately benefit these states as others ‘lose’ due to the constraints these structures 

place on them (the (in)famous case of Greece during the Euro Crisis being one illustration).1  

Some MMT proponents, such as Wray, are aware of this and openly concede that 

exchange rate fluctuation represents a vulnerability.2 Wray notes that a country’s currency’s 

exchange rate is impacted by the rate at which foreign countries value another’s currency; this 

demand is subsequently affected by the foreign demand for assets priced in a domestic 

country’s currency.3 But MMT overly simplifies the domestic production process, and seems 

to assume that countries will not need to import in order to produce. Thus, some countries must 

earn foreign currency just to ‘tread water’ and sustain the level of the economy as it currently 

is. States are issuers of their own currencies, but users of foreign currencies. Additionally, states 

have little control over how actors beyond their borders value their currency.  

There is a lack of emphasis upon the structural discrepancies between the ‘core’ and 

‘periphery’ of the global economy, and the work by Epstein and Vernengo & Caldentey 

suggests that MMT is not as applicable to the latter as the former. Not only this, but since 

sustained fiscal deficits can cause a deterioration in the exchange rate, and this can 

subsequently have a strong inflationary effect on less developed countries, by remembering 

Orléan’s mimetic hypothesis of currency ‘election’, whereby users of a currency can choose to 

abandon that currency when it (1) is no longer convenient for their purposes, (2) is perceived 

as being unfair towards certain factions of society, or (3) cannot maintain the trust of other 

social actors who all people must take into account when trying to plan for the future, we can 

imagine how sustained falls in the exchange rate can potentially instigate a full-blown currency 

crisis.  

Conclusion: Toward a more ‘useful’ MMT 

“We shall once more value ends above means and prefer the good to the useful. […] 

For at least another hundred years we must pretend to ourselves and to every one that 

fair is foul and foul is fair; for foul is useful and fair is not.” – John Maynard Keynes4 

 

 
1 See Joseph Stiglitz, The Euro: How a Common Currency Threatens the Future of Europe, (W.W. Norton and 

Company: New York, 2018), 7-27.  
2 Wray, Modern Money Theory, 131: “MMT makes no claim that floating rates eliminate current account 

deficits, indeed, MMT does not argue that elimination of current account deficits is even desirable.” 
3 Wray, Modern Money Theory, 125.  
4 “On the Economic Possibilities for our Grandchildren,” (1930) available at: 

https://www.aspeninstitute.org/wp-content/uploads/files/content/upload/Intro_Session1.pdf.  

https://www.aspeninstitute.org/wp-content/uploads/files/content/upload/Intro_Session1.pdf
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Among non-academics, MMT has been accused of being ‘dangerous’ and ‘unhelpful’ 

with regard to its impact on public debate. In 2019, Republican lawmakers in the United States 

called for a hearing to “condemn MMT as dangerous.”1  

While some may find this amusing, this level of tension characterizes the debate 

between proponents of neoclassical theory and (neo)chartalist post-Keynesians. As I sought to 

prove with my analysis of Shaikh, the precision which mathematical modelling aspires to in 

economic analysis is incompatible with the credit theory of money. Maintaining the commodity 

money theory, that “a coin is a piece of money,” is essential if one is to propose that economic 

life is constituted of unalterable laws which states, try as they might, cannot meaningfully 

influence. Admitting that money is essentially a social credit-debt relationship is to admit that 

monetary systems are social systems, influenced by fallible and irrational reasoning, appraisals, 

values, and thoughts of conscious human beings and the societies they construct.  

Lawson’s positioning theory is social, and therefore superior to the strictly commodity 

theory of money. It attempts to resolve the disagreement between the theories by drawing 

attention to a different function of money: the ‘stuff’ that is a general form of value. Its 

contribution to social theory is undoubtedly significant, and, with the added caveat that money 

is nowadays a form of positioned credit, the theory could be read as an extension of the credit 

theory of money. His theory emphasizes the importance of trust granted by a given community 

(and by extension the world economy) to money, but Innes and other chartalists discuss and 

emphasize this, while not referring to this as positioning.  

MMT hopes to orient the state properly in modeled economic systems, by reserving for 

it a unique position as the issuer of the currency within the monetary space that it governs. As 

my brief and inexhaustive look at Jessop’s work in state theory shows, MMT’s conception of 

the state as a unitary and autonomous actor remains a weak point of the theory. States have 

limited autonomy not only globally but also within their borders, as institutional ensembles of 

strategic relations they are constituted of multiple, competing, and conflicting interests. MMT’s 

proposal of the state acting as an employer of last resort represents a change in the substantive 

dimensions of the state and potentially weakens the states claim to legitimate control over the 

wider social formation.2 In short, MMT fails to properly acknowledge the performative effects 

 
1 Katia Dmitrieva, “Congress Gets a Lesson in MMT Even as Deficit Nears $1 Trillion,” Bloomberg, 20 

November 2019, https://www.bloomberg.com/news/articles/2019-11-20/mmt-gets-an-invite-as-congress-asks-

if-debt-is-really-that-scary. This is ironic, given that many economists are of the opinion that MMT only applies 

to the United States, due to its status as the de facto issuer of the global reserve currency. 
2 I have not yet discussed, as there is no space here, whether states are even interested in promoting the 

‘common good’ as defined by MMT theorists. Some Marxists and neo-Gramscians, among others, contend that 

states’ primary roles are in perpetuating the interests and desires of an amalgamation of the dominant classes 

https://www.bloomberg.com/news/articles/2019-11-20/mmt-gets-an-invite-as-congress-asks-if-debt-is-really-that-scary
https://www.bloomberg.com/news/articles/2019-11-20/mmt-gets-an-invite-as-congress-asks-if-debt-is-really-that-scary
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of ‘neoliberalism’1 on expectations for state action and the commodity theory on the perception 

of a state’s currency. 

Furthermore, states, particularly peripheral states, are vulnerable to deteriorations in the 

exchange rate. While bypassing bond markets may represent the least bad option for states who 

seek to persistently run fiscal deficits, low-income countries especially appear to be constrained 

by ‘Thirlwall’s Law.’ Injections of aggregate spending may improve the domestic growth rate, 

but this is then offset by domestic demand for imports, leading to a structural need to earn 

foreign currencies or run down (finite) reserves. In short, there is a reasonable incentive for 

states to stifle, as opposed to stimulate, domestic income.  

The challenge lies not in proving the accuracy of the credit theory but making that 

theory applicable to the ‘real world’. I would here remind the reader of the quote by Keynes at 

the beginning of this section. MMT is a “fair,” historically accurate and coherent description 

of money. The widespread perception of money as complying with the theory of commodity 

money hinders its “usefulness.” The structure of the world economy hinders it even more. 

Changing the framing of modern public discussion, discussed by Connors and Mitchell, 

or, similarly, constructing a “new meme for money,” the phrasing adopted by Wray, are 

acknowledgements among MMT proponents of this need. The prolific blogging of Mitchell 

and substantial internet presence of MMT-advocates on the internet are probably helpful in this 

regard. From a post-Keynesian academic’s perspective, the claims of MMT are remarkable 

only for their tenacious and headstrong style. Many of the claims about fiscal policy space 

made by (neo)chartalists are similar to other non-MMT schools of post-Keynesianism.2  

This is not the case among the non-academic public. For example, at the time of this 

writing, the three largest political parties in Finland (the National Coalition Party 

(‘Kokoomus’), the Social Democratic Party, and the Finns’ Party (Perussuomalaiset)) all claim 

that taxes are necessary to finance government services and spending.3 Their popularity 

suggests that a vast majority of the public agrees with this framing of the role of taxes as sources 

of revenue for the government, and not as a way to generate demand for their currency or 

 

within society.  
1 Again, I use this term for simplicity’s sake and do not seek to define the term. 
2 A brief summary can be found in Marc Lavoie, “The Monetary and Fiscal Nexus of Neo-Chartalism: A 

Friendly Critique,” Journal of Economic Issues 47, no. 1, (2014).  
3 ‘Kokoomus’ can be found here: https://www.kokoomus.fi/kokoomus-k62020/#sosiaalinenkestavyys, under the 

section titled “Kasvu”, accessed 25 February, 2021. ‘Sosiaalidemokraatit’: Neuvottelutulos hallitusohjelmasta 

3.6.2019, (Helsinki: 2019), 19, accessed 25 February, 2021, https://sdp.fi/wp-

content/uploads/2019/06/Neuvottelutulos-hallitusohjelmasta-3.6.2019.pdf. ‘Perussuomalaiset’: 

https://www.perussuomalaiset.fi/tietoa-meista/puolueohjelma/, under the section titled “PS:n kuntavaaliohjelmat 

2021”, accessed 25 February, 2021. All sources are in Finnish.  

https://www.kokoomus.fi/kokoomus-k62020/#sosiaalinenkestavyys
https://sdp.fi/wp-content/uploads/2019/06/Neuvottelutulos-hallitusohjelmasta-3.6.2019.pdf
https://sdp.fi/wp-content/uploads/2019/06/Neuvottelutulos-hallitusohjelmasta-3.6.2019.pdf
https://www.perussuomalaiset.fi/tietoa-meista/puolueohjelma/
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(dis)incentivize certain behavior. Even the ‘extreme left’ often adopts this framing, one 

example being Jussi Saramo, the vice-chariman of the Left Alliance (Vasemmistoliitto), 

justifying a policy initiative by emphasizing how it can reduce the size of the public deficit and 

taxes.1 One could counter that since Finland belongs to the European Monetary Union that the 

principles of monetary sovereignty do not apply, and that would be true. Most parties claim, 

however, that EU member states “finance” the European Union; this is, for example, clear in 

the current prime minister party’s program.2 News coverage over the feasibility of EU-issued 

debt frequently addresses the question of how the debt will be “paid back,”3 implying that the 

EU is “borrowing” the very currency it issues. The Euro is thus paradoxically flowing to its 

own source. 

An MMT-framing would offer an alternative to austerity measures the EU imposes on 

member states through the Growth and Stability Pact. Moreover, the performative nature of 

social theory suggests that the ancient history of money matters a great deal in framing issues 

regarding public spending today. If truck-and-barter did not precede and provoke the social 

invention of money, then the idea of ‘money as a veil’ that hides the real economic 

phenomena underneath ceases to be defensible. Thus, the state project and hegemonic vision 

would be afforded new alternatives. The appeal of MMT lies not only in allowing states 

increased fiscal policy space, but in the potential to expand the scope of what can be deemed 

acceptable state behavior by the public.  

It is important to note that the realities of the international economic system do place 

constraints on the fiscal policy space of states. MMT-proponents, while admitting that 

exchange rates and foreign investment may be affected by sustained fiscal deficits, do not 

sufficiently account for their effects on state policy among peripheral states. While MMT-

influenced fiscal deficit spending can be safely applied in countries that export products with 

a high demand, for countries that are structurally dependent on foreign reserves to purchase 

essential goods this poses a real dilemma. Given this dilemma between potentially high 

inflation and painful austerity measures, leaders would be wise to at least consider the former, 

but the potential for the inflation rate to spiral out of control and cause a currency crisis is real.4  

 
1 https://vasemmisto.fi/jussi-saramo-listaamattomien-yritysten-veroetu-tutkitusti-haitallinen-taloudelle-ja-kallis-

veronmaksajien-kukkarolle/, 12 February 2021, accessed 13 March 2021. The full quote in Finnish by Saramo: 

“Listaamattomien yritysten veroetu on tutkitusti haitallinen Suomen kansantaloudelle ja kallis veronmaksajien 

kukkarolle. Kun yhteinen tavoitteemme on saada kestävyysvaje kuriin ja investoinnit nousuun, eivätkö nämä ole 

juuri sellaisia kysymyksiä, joista on syytä käydä laajaa julkista keskustelua.”  
2 Sosiaalidemokraatit, page 21, in Finnish.  
3 Sam Fleming, Jim Brunsden, and Michael Peel, “Crisis in Europe: von der Leyen’s audacious bid for new 

powers,” Financial Times, 18 May 2020, https://www.ft.com/content/775c4db2-4e3d-426f-b937-243f0673cc14. 
4 The aforementioned performative effects could be a causal factor. 

https://vasemmisto.fi/jussi-saramo-listaamattomien-yritysten-veroetu-tutkitusti-haitallinen-taloudelle-ja-kallis-veronmaksajien-kukkarolle/
https://vasemmisto.fi/jussi-saramo-listaamattomien-yritysten-veroetu-tutkitusti-haitallinen-taloudelle-ja-kallis-veronmaksajien-kukkarolle/
https://www.ft.com/content/775c4db2-4e3d-426f-b937-243f0673cc14
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While the current system of global trade and finance is, in some cases at least, 

constraining on state behavior, there is no reason to maintain this state of affairs as the status 

quo. Sustained trade imbalances, even if they represent the ‘least bad’ option, affect the ability 

of states to provision society satisfactorily. This does not disprove the credit theory or MMT, 

but more accurately portrays the positions of states (and, subsequently, their currencies) within 

the global economic system, or world market.  

The potentially fruitful benefits of a more democratically managed global economic 

system have been suggested by John Maynard Keynes in his essay “A Proposal for an 

International Clearing Union”, published during World War II. Keynes’ proposal had the aim 

of avoiding gross imbalances within the global trade system, removing incentives for hostile 

behavior between and among trading nations.1 Interestingly, Keynes’ proposal contained 

provisions to force adjustments to net creditors as well as debtors. These adjustments would 

thus rebalance current accounts to be more GDP-expansionary by limiting the incentive among 

some countries to stifle domestic demand in order to maintain growth long-term.2 

 Keynes’ “Proposals for an International Clearing Union” are just one potential way of 

restructuring the global trade system to minimize the destabilizing impacts of trade imbalances. 

Keynes’ proposal aimed to support aggregate global demand in order to work around 

restrictions analogous to the balance of payments constraint. If something of the sort would be 

in place, countries would no longer need to fear overproducing or overstimulating domestic 

demand. Countries could then pursue full employment policies if they chose to do so. Perhaps 

more accurately stated, states would have more freedom to redefine their hegemonic visions 

and pursue more ambitious state projects aimed at promoting the public good. 

 This thesis aimed to qualify the claims of MMT somewhat and I recognize that these 

qualifications are not exhaustive. I remain convinced of the accuracy of the credit theory of 

money, but, as the quote by Keynes above makes clear, the validity of claims is not always 

correlative with their practicability. By recognizing its limitations and designing institutions 

that remove or reduce them, MMT could be made to be even more emancipatory, especially 

for the most vulnerable in the world.  

 
1 John Maynard Keynes, “Proposals for an International Currency Union,” in The International Monetary Fund, 

1945-1965: Twenty Years of Monetary Cooperation, Vol. III: Documents, edited by J. Keith Horsefield, 

(International Monetary Fund: Washington, D.C., 1969 [1943]), 27. 
2 Keynes, ”Proposals,” 24. 
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