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What Are the Options?  

(1) Issue bonds and let central bank follow Taylor(ish) Rule

(2) Issue bonds and ZIRP (or keep i < g)

(3) No bonds and let central bank follow Taylor(ish) Rule

(4) No bonds and ZIRP



The MMT Project Started as Description of 
Option (1) 

Government is monopoly supplier of the the currency (floating fx)





The Role of Taxes and Bonds
MMT: funds used to pay taxes and buy gov bonds comes from prior act of gov spending

A currency-issuing gov spends by crediting bank accounts

Operationally, there is no need to tax or issue bonds to spend

It is a “misunderstanding that government ‘funds’ its deficit by borrowing” (Wray 2009)

Taxes are for redemption (Wray 2016)

Bonds sales are for interest rate maintanence

Lerner: Sell bonds if you want the public to hold less ‘cash’ and more bonds



MMTers Understand Bonds Are a Policy Choice

●“Issuing bonds is a voluntary operation that gives the public the opportunity to 
substitute their non-interest-earning gov liabilities—currency and reserves at the 
central bank—into interest-earning gov liabilities, such as T-bills and bonds, 
which are credit balances in securities accounts at the same central bank.” Wray 
and Nersisyan (2010)

●“But if one believes that the gov needs to borrow to spend, then who owns the 
bonds or who is willing to buy the bonds becomes an important issue.”

●“If one understands that bond issues are a voluntary operation by a sovereign 
government…then it becomes irrelevant…whether there are takers for gov bonds 
and whether the bonds are owned by domestic citizens or foreigners.” 

●And we show most other concerns about debt/sustainability are based on 
myths/misunderstandings





Option 2: Issue Bonds and ZIRP (or i<g)

● Also Galbraith (2011) 

● Takes aim at the “sound finance” 

view of fiscal policy (IGBC)

● Orthodox “sustainability” is 

applicable to fixed fx not floating

● Interest rate is a policy variable

● i<g has been the norm already; 

Blanchard “discovered” this in 2019

● “It’s the interest rate, stupid!”



Option 3: No Bonds and Follow Taylor(ish) Rule

“With IBRBs eventually the entire national 

debt could be held exclusively as reserve 

balances…interest payment on reserve 

balances could both simplify monetary policy 

operations of the Fed and free the Treasury 

and the Fed from selling bonds to support the 

Fed’s interest rate target. The more 

significant point is that consideration of 

interest payment on reserve balances 

demonstrates the accommodative nature of 

the Fed’s operations and the offsetting (rather 

than ―financing) nature of the Treasury’s 

security operations.”



Option 4: No Bonds and ZIRP

● The “preferred option, from an MMT perspective” is No Bonds and PZIRP 
(BM, 2016)

● “Governments should not issue any public debt [to the non-government 
sector] as the benefits of doing so are small relative to the large 
opportunity costs.” (BM, 2015)

● Manage the spending cycle with fiscal initiatives



Bill Mitchell (2016)

● Discussing a BIS paper on ‘helicopter money’

● MMT always viewed QE as an asset swap with little/no transmission apart 
from placebo effects

● OMF – “central bank provides the monetary capacity to support much 
larger fiscal deficits with no further debt being issued to the non-
government sector”

● “[T]he original MMT proponents …would characterize OMF as a highly 
desirable policy development…representative of the intrinsic monetary 
capacity of the government.”
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What Changes with No Bonds (3 and 4)?

● Public perception

● “No increase in public debt for the rabid financial commentators to beat up 
into a frenzy and push out predictions of insolvency.” (BM)

● Would get us all focused on inflation risk instead of solvency

● End the “morality” play 

● End “Who will buy them?” bid/cover, etc.

● End “paying it back”, obsession with debt ratios and debt service, i vs g, 
etc. 

● Neuter the IMF, ratings agencies, and other fiscal scolds

● “So, there are major political advantages in using OMF” (BM)



● If we continue to issue government bonds to the non-government
sector, economists/press/policymakers/others will …

• Weaponize Debt (burden grandchildren, who will buy it, etc.?

• Weaponize IGBC (exploding debt service that doesn’t converge)

• Weaponize bond vigilantes (lose control of rates on government debt)

● If we propose permanent ZIRP, they will then …

• Weaponize r < r-star (inflation!! independence!!)

● If we propose no bond sales to non-government sector, they will

• Weaponize “printing money” (inflation!!)

Damned if We Do, Damned if We Don’t



(1)

Bonds + 

Taylor 

Rule

(2)

Bonds + 

ZIRP

(3)

No Bonds + 

Taylor Rule

(4)

No Bonds + 

ZIRP 

Weaponize debt? Yes Yes No No?

Weaponize IGBC? Yes No No No

Weaponize bond vigilantes? Yes Yes No No

Weaponize r < r-star? No Yes No Yes

Weaponize “printing money”? No No Yes Yes

So, What’s an MMTer to Do????



So, it’s not so simple. What would Larry do?
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I Used to Be 
Indifferent 
on Bonds

● Taxes & Bonds (1998)

● Working on the Hill

○ Hearings 

○ Magic wand

● TDM

● Truss/UK 
Labour/Blanchard/climate
/etc. 

● FT interview

Interest Rate Maintenance 

Account?

US Dollar Savings Clock?



The UK Could Embrace Gilt-Free Spending

● Liz Truss debacle

● Labour Party’s fiscal rules in tension 
with “missions”

● Housing pledge is already fantasy

● Just spend to build public housing

● Leave pounds in the system

● Tell “the market” to pound sand
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But Everyone Will Ask: Isn’t No Bonds “Just Printing 
Money” and Adding “Jet Fuel” to a Deficit? 

● “What would happen if a sovereign, currency-issuing government (with 
flexible exchange rate) ran a fiscal deficit without issuing debt at all (or sold the 
debt to the central bank instead of to the non-government sector, which is an 
equivalent act)—that is, the OMF option?” Bill Mitchell 2016

●With a fiscal deficit and no bond sales, you get excess reserves in the ‘cash 
system’ and the overnight rate falls to zero or to the support rate

●Only difference between this and issuing bonds to drain reserves is that the 
central bank must use a different procedure to hit its interest rate target



Fullwiler (2005) Wouldn’t it Be Inflationary?

● “Deficits unaccompanied by bond sales are disapprovingly labeled ‘monetization’ 
although there is no meaningful difference from when bonds are issued”

● Deficits always create NFAs in direct proportion either way

● What matters is not whether bonds are sold but whether the deficit is too large 
given the non-government’s desire to net save

● Once you have payment of interest on reserve balances, it becomes “obvious that 
bond sales are offsetting, interest-rate maintenance operations, not financing 
operations”

● “With IBRBs eventually the entire national debt could be held exclusively as 
reserve balances.” 

● Or, as Abba Lerner envisioned, bond sales would occur only in keeping with FF

● Paying IOR simplifies monetary policy and frees the Treasury and the Fed from
selling bonds to support the Fed’s interest rate target



● Fundamentally no difference between issuing government debt to the 
non-government sector and the central bank paying IOR at target rate

● Doesn’t make it less inflationary to issue the bonds 

● Doesn’t alter the quantity of NFAs in the non-government sector

● Doesn’t make the spending more stimulative

● Because there is no difference between bond and money-financed 
government deficits…there is no reason for the government to sell 
bonds at all. We can stop today. No further increases in the debt and no 
unnecessary and counterproductive debt ceiling drama.” 

Fullwiler/Kelton 2013.



The reality is “printing money” merely cuts out the 
“middle man” rather than adding “jet fuel” to a deficit

Domestic

Banks
Loan

Standard Practice “Printing Money”

Domestic

Banks
Primary 
Dealers



Fullwiler (2005) on Paying IOR

● Would stopping bond issuance undermine CB independence? No

● With IBRBs, CB still has iron-clad control over ffr (a floating rate)

● Gov agency securities and swaps could emerge as benchmarks for 
pricing private assets as bond issuance was phased out

● “The transmission of monetary policy via IBRBs is identical to that with 
non-interest bearing reserve balance (NIBRBs) and bond sales to drain 
excess balances.” 

● “All Treasury securities could eventually be replaced; the interest rate 
on the national debt would then be the rate paid on IBRBs.”

● “There is no inherent reason for Treasury liabilities to exist across the 
entire term structure except as support operations for longer-term rates.”



Managing Credit Conditions Without Taylor













MMT Has an Answer for Each Weaponization

● Operations shows “printing money” isn’t a thing

● No debt means no IGBC

● ZIRP or IOR means no bond vigilantes

● Mosler/Minsky/Mitchell/Wray/Tymoigne + research on 

macroprudential shows there are many options for controlling 

credit beyond short-term interest rates

● Functional finance means fiscal policy has a strong role to play in 

countercyclical macro policy

** Still, we need to recognize and be prepared for the fact that no matter 

which option we choose, something will be weaponized against us
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(1)

Bonds + 

Taylor Rule

(2)

Bonds + 

ZIRP

(3)

No Bonds + 

Taylor Rule

(4)

No Bonds + 

ZIRP 

Risk rate hikes inflationary? Yes No Yes? No

Financial fragility? Yes No Yes No

Corporate welfare? Yes No Yes No

Many MMTers have long had their own, 

additional reasons for favoring no bonds 

and/or ZIRP



“Why Issue Public Debt at All?” 

●There is “no compelling case to issue public debt” (BM 2015)

● Some have argued:

○ Desire for an instrument that kicks off a risk-free return (for savings)

○ Support a yield curve with risk-free rates that can be used to price riskier securities

○ Needed to manage risk, hedging, maturity matching, safe haven, etc.

● Wray 2024 raises some questions:
○ Can no bonds really satisfy public’s portfolio preferences?

○ Will no bonds create stress on the business model of banking?

● Does a modern financial sector need risk-free collateral for liquidity?

● Important to deal with these questions if you’re advocating “no bonds”



(1)

Bonds + 

Taylor Rule

(2)

Bonds + 

ZIRP

(3)

No Bonds + 

Taylor Rule

(4)

No Bonds + 

ZIRP 

Weaponize national debt? Yes Yes No No

Risk rate hikes inflationary? Yes No Yes? No

Financial fragility? Yes No Yes No

Corporate welfare? Yes No Yes No

Savings vehicle issue? No No? Yes? Yes?

Bank costs vs profits issue? No No Yes? Yes?

Liquidity & collateral issue? No No Yes? Yes?



Another Option: What if the CB issues “bonds” instead?

● CBs have many options if the govt stops issuing bonds
○ CB securities, reverse repos, time deposits, accounts at the CB for biz & households

○ It’s obvious *to everyone* that CBs can never run out of money

○ Could issue its own liabilities at any maturities it desires 

● Could/can issue its liabilities on demand, announcing rates at each maturity
○ If no ZIRP, then set rates across the term structure for private rates to price from

○ If ZIRP, then could set very slightly higher rates at longer maturities–or not

○ On demand (or “on tap” securities) would mean risk-free collateral is plentiful

○ Avoids stupid current approach that assumes desired increase in collateral = deficit

● Mainstream would say this is infringing on CB independence
○ Reality is CBs already backstop bond markets to maintain monetary transmission and stability

○ CB “bonds” as described here gives CB *more* tools
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(1)

Bonds 

+ 

Taylor 

Rule

(2)

Bonds 

+ ZIRP

(3)

No Bonds 

+ Taylor 

Rule

(4)

No Bonds 

+ ZIRP 

(5)

CB “Bonds” 

+ Taylor 

Rule

(6)

CB “Bonds” 

+ ZIRP

Weaponize national debt? Yes Yes No No No No

Risk rate hikes inflationary? Yes No Yes? No Yes No

Financial fragility? Yes No Yes No Yes No

Corporate welfare? Yes No Yes No Yes No

Savings vehicle issue? No No? Yes? Yes? No No?

Bank costs vs profits issue? No No Yes? Yes? No No

Liquidity & collateral issue? No No Yes? Yes? No No



Conclusion

● Anything we propose will be attacked

● MMT is about making choices using the correct framework

● Following Lerner, we should avoid choosing one option 

over another simply to avoid criticism



Thank You
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