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Round One (R1) 2018

i.

R1 (13) Professor Victoria Chick: Interviewed face-to-face at UCL,
London, 4 September 2018

PA: Professor Victoria Chick, thank you for being interviewed. What field of economics do you
consider to be your specialism?
VC: Well, I think I really have three. Money, Keynes and methodology.
PA: In those three fields, what would be the main issues you feel are worth consideration? Or you
may feel there are too many to name?
VC: That’s terribly broad. The restoration of Keynes’s original intention has occupied most
heterodox economists for a very long time now - though it didn’t really get going, full-speed, until
the 1970s. I very much want to see that whole approach developing, addressing issues that have
come out because of the way that the economy has evolved since he wrote. Others would like to
carry on simply reinforcing: ‘this is what he said and this is what he meant’, and so on. It’s very
interesting; I just read Skidelsky’s piece in my 80th anniversary volume 2; he was of the second
type, wanting to emphasise the importance of Keynes in showing that the economy wasn’t selfadjusting, and so on, in principle. These things, of course, go through to the present day, but other
things have changed. Both of us are right, so for me it’s basically a question of thinking about the
way the economy has changed and the fact that economic theory is always context-dependent.
That is newer and to me more interesting than just rehearsing what I thought was important in his
original message. But it’s a matter of emphasis!
There’s a great deal in Keynes’s method (which he never really talks about very much) which is
still coming out of the woodwork all the time. Work by people like Anna Carabelli, who thinks very
deeply about these things. Sheila Dow and I think we’ve got some good ideas too. I think these
are very important issues. I remember a seminar I gave about Keynes’s method where someone
who I think should remain nameless said at the end, “Keynes was not a methodologist, he wanted
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to change the world.” I said, “Well, that’s right, thank you for scuppering my entire paper.” There’s
no reason to say that just because his main emphasis was to change the world that there wasn’t
this other element, which, if you actually go into it, would also change the world - because it would
change the way we think about economics. He said that he wanted to change the way people
think about economics, and he did not succeed, because it was too far out, too different from the
way that his contemporaries thought.
PA: And could you define the underlying axioms or principles of your view? What underpins your
thinking?
VC: There are things into which I never became properly socialised in economics - static analysis,
for example. Somehow, I always thought of economics as a process, and it makes a huge
difference to how you think and how you analyse and evaluate other people’s economic theories.
All these things, again, come back to what Keynes was so strong on. Of course, if it’s a process,
it goes through time, and that makes you face uncertainty squarely. All of those issues, for
example money not as something separate but as integrated into the economy as a whole - were
just, to me, normal ways of thinking, and somehow economics never managed to shake me out
of them. They make a difference to how you think.
PA: To what extent does history have a role to play in your work?
VC: Well, it shapes the way I think and what I put forward as ideas.
PA: And would maths be important to your work, and in what context?
VC: Not as much. Not only am I not very good at maths, but it doesn’t seem to me to be an easy
way to capture a lot of these points. It’s very good at statics - which is largely why statics appeals
to most economists. It’s very good at closed systems, but I think in terms of open systems. So,
although I think it can be extremely powerful - it can throw up all kinds of theorems you wouldn’t
be able to pin down in any other way - it’s not the first place I turn to.
PA: That’s interesting. I might come onto more specific issues. Are you familiar with the state
(Knapp) and credit theories (Innes) of money? If you are, would you think that there’s something
valuable in them? Or do you not see them as particularly significant?
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VC: Well, I see money as an evolutionary process. This offends the circuit theorists very deeply;
they have this view that theory is not theory if it’s mixed up with history. They want their theory to
be purified of history, they want it to apply to a system from the beginning - but you can’t do
economics from the beginning. It evolved from feudalism, and we could go further back. The
institutions that we have now evolved from institutions that behaved differently; they didn’t come
out of the egg in their modern form. So, we part company from that point of view. Anyway, I think
of monetary theory as something evolutionary, and so while the state was hugely important to
money in one part of history, it’s become almost completely unimportant now - until you have a
crisis, then you call on it for rescue! The gradual - and I think chiefly, though not entirely, unwitting
- movement of the management of money away from the state towards private banking is a
fascinating history. It took a long time to establish, four hundred years or so. It wasn’t something
that came from nowhere, which you can theorise in the circuitist kind of way. You can only theorise
it historically.
So, that’s my basic idea about the role of the state and the private sector in the generation and
the management of money. You have to be very clear, when you’re talking about some theory,
which period you’re talking about. For example, people argue about whether Keynes in The
General Theory took the money supply as exogenous. Basically, at that time, the Bank of England
had enormous control over the size of bank balance sheets. The banks could issue credit by the
flick of the pen, no question about that - but then, having done so, the Bank of England could
make the liquidity situation tight or not, as they chose. If tight, then the banks would have to ease
up on their credit-granting, and conform, essentially, to the availability of liquidity as the Bank of
England determined. The Bank has lost that control now; you wouldn’t talk about things in that
way now. People are very often solipsistic; they will approach what Keynes was saying from a
standpoint of the institutional structure of today, where they are, which is to miss the point. In
history, power over money has moved from the state to the private sector and back again several
times. It’s important when you’re theorising to make clear which period you’re talking about.
PA: Would you say, in general, that the money supply is determined endogenously or
exogenously?
VC: I wouldn’t use those terms, because they refer to model-building. They’ve been moved over,
so exogenous means determined by the central bank and endogenous means controlled by the
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banking system - as if the central bank were not part of the economy, which I don’t subscribe to.
So, I wouldn’t use those terms, but knowing what they mean, in the face of the fact that 97% of
the money supply is determined by the banking system, that it’s up to the banking system, more
or less. The Bank of England can sort of tug, but it doesn’t have the power that it once did.
PA: If you model banks, would you treat them as pure intermediaries between savers and
borrowers?
VC: Certainly not.
PA: In terms of interest rates, how would you consider them to be determined?
VC: Well, it depends which rate. The central bank, of course, has a policy rate which it can
determine, but then after that, unlike in the days of Keynes (when in the bank cartel, as it was,
you had a fixed relationship between Bank rate and deposit rates and lending rates, which all
banks abided by) nowadays the spread between Bank rate and the rates determined by the
banking system is variable: they can do what they want with them. So, which interest rate?
Also, you’ve got the change in the central bank’s power over debt management and over open
market operations, which they used to have. These have now been taken away, so the interest
rate on government debt is now also fluid with respect to the policy rate, in a way that it was not
before: it was part of the policy package that the Bank of England managed.
PA: I’m getting the idea, implicitly, that you think the central bank could control the whole yield
curve if it wished to - but do you think it ought to? Or should it just set the short-term rate and let
the markets determine the shape of the yield curve?
VC: I think, now, that they [the central bank] would be hard-pressed, simply because of the scale
of the market and the purchasing power of the market participants with respect to their own size.
The Bank of England is pretty puny compared to its former self. It used to be able, really, to tell
the government broker ‘push the rate here or there’, and he could do it. Not anymore. So, the
power to do what they would with government interest rates has, I think, been very sharply
diminished. Also, because debt management has been hived off to a separate agency; that is one
less degree of freedom they have to manage rates.
291

Now, the question of whether they should operate only the short end or throughout the spectrum…
Keynes raised this question, he thought manipulating interest rates throughout the entire
spectrum of the yield curve would be a wonderful thing to happen. It didn’t happen, although there
were exceptions, like the rescheduling of the 1917 War Loan in 1932, when a long-term rate of
interest was under direct government manipulation and control. However, the Bank has always
rather shied away from manipulating interest rates across the entire yield curve, and I don’t think
that nowadays they could do that. The repo market, in which they now operate, is pretty sharply
confined to the short end.
PA: I’ll move onto another area, which is highly subjective: based on your personal perceptions:
what would you understand by the term ‘heterodox economics’? Which groups would you put into
that?
VC: Such a problem, this, because one of the things that nobody who actually is a heterodox
economist really likes is that label: you feel that you’re defining yourself as against the orthodox.
The orthodox is mainstream economics - so what is mainstream economics? We used to say it
was neoclassical economics; now people say that neoclassical economics has been so inventive
and has changed so dramatically that we can’t define it in that way and we have to speak of
mainstream economics. Well, what defines mainstream economics? If it includes so-called New
Keynesian economics at one end of the spectrum and New Classical economics at the other end,
and everything in between, there’s quite a lot of variation in mainstream economics. One of the
things I think would define heterodox economics against that kind of background is the
methodological issues of which I spoke earlier, of which uncertainty is a primary one.
If you look at something like behavioural economics, which is kind of accepted by mainstream
economics, ask yourself why do they welcome it? Why, when it cuts straight through rational
choice theory? They welcome it because behavioural economists, wittingly or unwittingly, have
curried favour with this group of economists by calling what they do the study of irrational choice.
In other words, their reference point is rational choice theory, the bedrock assumption of most
mainstream economics. Even for New Keynesians, who study all kinds of frictions and stickiness
that is in the economy, their reference point is the frictionless, ‘perfect knowledge’ economy that
characterises the bulk of the mainstream. So, it’s deviation from the norm that constitutes their
mind-set, and the same is true of behavioural economists.
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Now, a heterodox economist doesn’t think like that. These elements of mainstream economics
that mainstream economists think of as the norm, they do not think of as the norm. They think of
them as absurd idealisations, to which the economy does not conform. It’s a bit like asking
directions to somewhere and getting the reply, “I wouldn’t start from here.” We don’t start from
there! Mainstream assumptions are not our reference point, I think that’s a crucial element.
PA: And what’s the balance, do you think, if you look at heterodox groups, the extent of
compatibility and complementarity as opposed to lack of it?
VC: Well, there’s huge variation again, but that’s not unusual. Look at the mainstream, again. The
outlying observation is always Austrian economics. What to do with Austrian economics?
Because in so many ways, they are so much like the mainstream, and politically they are more
closely aligned to most mainstream economists than to heterodox ones. So, why are they
considered heterodox? I think it’s because they’re really concerned with emergent properties,
whereas mainstream economics still thinks, probably - I’m not one, so I don’t know - in terms of
the mechanical analogies of their 19th century forebears, where as long as everything is wellgreased and you wind it up properly, it will go like clockwork. An Austrian doesn’t think like that;
they allow for the fact that the pieces in the puzzle interact in unpredictable ways and by so doing,
create new situations, new institutions, all that.
In other words, the future is just as unknown to them as it is to Post-Keynesians, or Marxists maybe more than Marxists, in fact. Marxists have one difference from the kind of mind set that
I’ve been working within, in the sense that they have a teleological imperative. They think there’s
going to be the overthrow of this system, which is a bit like a long run equilibrium idea [of the
mainstream]. But meanwhile, in the real world, they’re not bamboozled by what they observe; they
think like ordinary heterodox people. There are certain structures which they have identified and
which they rely on to move the system in particular ways, and that’s really the bulk of the analysis.
In the back of the mind there’s this long-run….
PA: Maybe a capitalist apocalypse of some sort?
VC: Something like that, yes, to which they reckon these steps are ineluctably leading. So, for
most of the time, Marxism fits in with the kind of mind-set that I described in the beginning; it’s
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only this ‘in the long run, we’re all non-capitalists’ teleology that bears a similarity to mainstream
economics, though coming to the opposite conclusion.
PA: And with the people that you’ve been working with during your career here and at other
places, what’s generally been the attitude towards heterodoxy? Has it generally been positive?
Does it vary too much to say?
VC: Well, when you say ‘here’ and ‘here’ is UCL, I don’t work with the people here now! I’m the
‘madwoman in their attic’, and quite happy to be so. They wouldn’t dream of working with me.
They wouldn’t know how, and I wouldn’t know how to work with them, because we don’t share
anything, really. But it wasn’t always like that.
PA: Did you teach undergraduates and postgraduates in the past, in different universities where
it was different?
VC: Well, I think the important thing is not place but time. When I came into economics, there
were many approaches and they were tolerated. I mean, people would make fun at the LSE of
Arnold Plant who was very right-wing, and so on, but they listened respectfully when he gave a
lecture because he knew the economic data like the back of his hand - he was absolutely fantastic.
Richard Sayers was mocked for studying money (it wasn’t a fashionable thing to do - imagine that
- really quite extraordinary!) But I studied with Richard and he was tremendous. He’s been a very
formative influence in my thinking and my life, because Richard (unlike most economists) went to
banks and asked them what they did! Remarkable man. I’m speaking of the 1960s at the LSE,
where, in effect, Samuelsonian-type Keynesianism, was the orthodoxy. Orthodox economics was
not what it is now - it was Keynesianism.
So, two things. One, that I always emphasise when talking to Rethinking Economics people, is,
“Don’t despair, the orthodoxy wasn’t always like this and doesn’t have to stay like this.” The other
came out in something I said up in Leicester, which you might have heard - someone asked, “If
we took over the orthodoxy, would we be as nasty to those who don’t agree with us [as the
mainstream is to us]?” I said that I didn’t think so - because there is a personality difference, a
character difference, which has to do with dualism. On the one hand, if you have a dualistic
outlook on life and you think differently from me, you’re right and I am, by definition, wrong. If you
don’t think dualistically, you might ask, “Why do you think that?” The reaction is different. It’s the
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difference between a closed and open mind in the sense of [Milton] Rokeach, and it’s a very
important psychological difference between most of the heterodox and the mainstream. It’s
something I would love serious sociologists and psychologists to get stuck into. Their analysis
would be absolutely fascinating. But I genuinely believed what I said in Leicester, I think the
attitude is different.
PA: I seem to remember from my research that one of the current views of the mainstream is that
they try and foster a monist type of methodology - this, in a sense, shows their ‘physics envy’. It’s
the idea of, “We’re a hard science, we only think in one way, just like the physicists,” or how they
perceive the physicists think, and therefore pluralism in that sense is a sign of immaturity, and
they don’t want that. Whereas if you don’t aspire to some idea of what mature science is then
you’d think slightly differently. I thought that was quite an interesting way of viewing the attitude
of the mainstream.
VC: They don’t know much about physics. Ha-Joon Chang’s brother, a wonderful speaker and a
historian of science, gave a talk around a year ago on pluralism in science, demonstrating that
alternative theories have always coexisted. So, the mainstream view of science, apart from being
rooted in the 19th century and not having caught up with such things as quantum mechanics, is
false.
PA: I guess, in the same way they idealise the world, they idealise what science should be and
then aspire to something that doesn’t exist. Now, considering your view of what the global
financial crisis [GFC] meant, do you think the GFC provided evidence to contradict the new
consensus macro, the mainstream? And, if so, what sort of evidence did you observe that you
feel went against what they were expecting?
VC: Well, it’s the perfect knowledge hypothesis again. This took the form of the efficient markets
hypothesis, in which all assets were priced correctly, whatever that might mean. Essentially, in
terms of economic theory, it means prices are equilibrium prices. They would wave their hands
and say something about embodying all available information, while plainly that wasn’t so,
because the minute doubt was sown about the liquidity of some assets, the bottom fell out of
those markets. If that was equilibrium, it was an unstable equilibrium with another equilibrium a
long way down from where we were, which isn’t how the efficient markets hypothesis models
things. I don’t think there’s any doubt about that.
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The other is that banks had outsourced the provision of liquidity to central banks and given up
their own liquidity provision almost entirely. The liquidity cushion had lost all its feathers; it was
absolutely down to the bare fabric. The central banks were sorely tested to provide that liquidity
when they had to do it, so the idea that you could rely on a central institution was just unfounded.
It took government as well as central banks to provide enough liquidity to do the business. The
business was done, but, my goodness…
PA: And has it done anything to the strength or the hegemony of the NCM (New Consensus
Macroeconomics)? Is it business as usual? Was there a little bit of unease and now it’s settled
down? What do you reckon has happened there?
VC: I don’t understand the mind-set of people who, confronted with the utter collapse of their
theoretical framework, can carry on as if nothing happened - but in economics it happens all the
time! If an engineer builds a bridge and it falls into the river, they go back and ask, “What was the
problem with this bridge? Why did this bridge fail? What was it that we didn’t take into account,
and how do we alter how we thought about that?” Take the Millennium Bridge example; that was
a completely innovative design - nobody had done a suspension bridge laterally - always
vertically, never laterally - and it threw up interesting challenges which had not been foreseen. It
was tested with a small group of people; then when it opened, a larger group of people brought
out the difficulty. So, it was closed, and the engineers got to grips with fixing it.
Now, that kind of attitude - “Well, we tried something new and it didn’t quite work; what’s wrong
with it? Why did it go wrong? How do we fix it?” - just doesn’t seem to work in economics. It never
has. I remember when I was an economics student, somebody making a jibe: “If my theory and
the world don’t coincide, then it’s the world that’s wrong.” This has been going on forever. Why?
Well, I was going to say that we don’t have appropriate ways of testing things the way you can in
physics or chemistry or something like that, but we know that, and so we should be putting
something else in place. The debate over theory acceptance is underdeveloped, to put it very
mildly - it’s almost non-existent. On what basis do we decide that a theory is a good one or not?
I don’t know if you read the Societies for the History of Economics (SHOE) list - it’s a ‘history of
economics’ list - where an extraordinary man called Steve Kates, who’s crusaded against
Keynesianism from the year dot, said, “Can anybody refer me to some anti-Keynesian literature
on austerity?” Well, he knows what he wants! Objectivity has nothing to do with it. There ensued
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the bandying about on the list of what somebody called ‘undergraduate macroeconomic
exercises’, where they debated these things that have been debated for many years, and nothing
is resolved! He goes away thinking what he thought before, and everybody else does exactly the
same, although their views are polar opposites. Nothing has changed.
PA: And do you think heterodoxy, however you define it, has got any chance of becoming the
mainstream or replacing the mainstream? How long would it take? Or is it not on the horizon?
VC: Well, I don’t know. Things are very unpredictable, as you know, and nobody predicted, in the
LSE of the 1960s, when Samuelsonian Keynesianism was the way nearly everybody thought,
that this would be relegated to the dustbin of history, but it happened. It happened very gradually.
We all thought - those of us of a heterodox persuasion - that the 2007-08 crisis was a wonderful
opportunity to make a few inroads, but that didn’t happen either. I can’t actually believe that the
idiocies of most mainstream economics can go on forever, and I’m particularly heartened (I always
am) by the students, of Rethinking Economics, who know, without being told, that this is rubbish.
How wonderful is that?
PA: I’m always an optimist. I think the young haven’t got as much baggage.
VC: Baggage, exactly, nothing to defend. They have gone off and educated themselves. They’ve
read the greats, and they talk about this literature, and now they’ve edited a book of readings on
heterodox approaches and they’re writing a textbook. There is so much dissatisfaction around
that I feel that something is bound to crack. Now, the cracks are narrow or wider depending on
where you are, but there has been a lot of movement. I look with great pleasure at somewhere
which was mainstream or ‘ordinary curriculum’, like Greenwich where one or two people on the
staff decided that a change should be made, and they made it happen! It wasn’t a wholesale
takeover, chucking out one lot and putting in another, but they have put in place courses which
give students a much broader view of what economics is.
Alan Freeman made this point: if we tell students there’s only one way to do economics, we lie to
them. This is very important. Therefore, this whole question of ‘we mustn’t confuse the students
by giving them more than one point of view’ is like telling your child their father is ‘X’ when indeed
he is ‘Y’ (I’m thinking of Angelica Bell [Garnett]. You maintain this lie until you reckon she’s old
enough, but how old is old enough? By the time you’re old enough, your whole emotional
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relationship with your actual father has been shaped by eighteen years of the lie. See her book,
Deceived with Kindness, 1994). It’s the same in economics. By the time you decide it’s alright to
let students know that there’s another way of doing things, their minds are completely shaped by
what they’ve already experienced, and you have a very hard road ahead to make any headway
with new ideas.
PA: I think you’re absolutely right. I’ve two more sections. The first question is on MMT. Are you
familiar with MMT’s theory of operational reality? If you are, do you think it’s valid - if so, to what
extent?
VC: Well, I was talking about historical context at great length earlier, so I think I’ve actually
answered that. I don’t think it’s a proprietorial element of MMT; I think many people, from many
points of view, base their view on what they think the economy is doing. Not everybody does that
- particularly most mainstream economists start with idealisations of various kinds and the
economy is neither here nor there. So, while not concerned with operational reality to be particular
to MMT, it is unfortunately a minority concern - unbelievably. I can’t think why else you do
economics, but economics is a very peculiar subject.
You ask here, “Do you consider it valid?” What do you mean, do I consider it valid? You either
look at the economy and ask how it’s working - how I can theorise and model it - or you say, “Let
me construct an economy which ideally will do ‘x, y and z’ and conform to certain ‘priors’ that I
have about rational choice optimisation”.
PA: You can unpick these questions in any way you want; they’re designed to elicit a response!
VC: Oh yes, but it isn’t a question of validity; it’s a question of approach. If you go on YouTube,
you can probably still find something I did maybe six years ago, up in Manchester, where I started
with my favourite Sufi story about the blind men and the elephant. The blind men are asked to
describe this complex thing, and they give all kinds of different descriptions. Then one day
someone rode into the village and said, “Never mind about these different points of view. I will
build you an elephant from first principles, and we’ll know exactly what it is because we’ve made
it ourselves. We don’t have to argue about the nature of the beast because we know it.” And that’s
the mainstream’s idealisation approach. The other starts with asking, “What is the economy? How
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do people behave?” - Richard Sayers going to visit bankers, actually asking them what they did
– that is almost unheard of today, but it seems to me the only way to carry on.
PA: That seems very reasonable to me. One of the things about MMT is - I guess there are many
nuances to it - for me it’s just an important development in Post-Keynesianism, but there are a
couple of things that distinguish it from Post-Keynesianism, per se. One is that it views taxation
not as funding spending in a functional sense; in other words, the government spends by data
entry and then taxation merely gives value to the currency and allows the government to adjust
aggregate demand. Would you think that’s a reasonable way to look at it? Taxes don’t fund
spending, it’s just recapturing what they’ve already spent, or would you think no, there is such a
thing as taxpayers funding spending?
VC: No, I think the Modern Monetary Theorists are quite right on this point. This is a parallel
assertion to Keynes’s assertion that investment precedes saving. It’s exactly the same principle.
How does it work? In the case of Keynes, there was an implicit assumption which he didn’t spell
out, but if you go back to something he wrote in 1913, you’ll find it - that is that bank credit funds
a lot of investments, and bank credit can be conjured up out of nothing. It doesn’t require any prior
anything. That was, in a sense, the foundation of the idea that investment was causally prior to
saving, Investment didn’t require saving to fund it. Government and taxation are exactly the same,
and for the same reason. The Steve Kateses of this world will argue that governments will have
to borrow on the open market - this is true in America, now - they sell bonds on the open market
and the central bank buys them up. Well, that’s just the central bank funding government spending
at one remove. The only issue is at which interest rate, and who determines the interest rate at
which that is done. It’s an exact parallel. If the one is true so is the other.
PA: You might not do this in your work, but if you were looking at the balance sheet effects of
government spending - say the Ministry of Defence bought a new nuclear submarine, for example
- how would that affect the central bank’s balance sheet and the commercial bank holding the
account of the contractor? What would actually happen in the movement of money?
VC: That’s obviously a very complicated question. You could start with how the expenditure was
actually covered when it came time to pay for it. How much was bought by the central bank at
one remove, etc? When the money is spent is goes into the coffers of the contractors, and then
some of it to their workers as they pay wages, and so on it goes.
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PA: I asked several economists, and one said he didn’t even understand the question! A lot of
economists don’t think about accounting of different types; it’s interesting that some people don’t
really answer the question, and others, like you, give much more in-depth analysis of where the
money comes from. That’s very interesting to me. And how would you define quantitative easing,
in a nutshell?
VC: I would say it’s open-market operations a outrance, as in the Treatise on Money. It’s no
different from any other open-market operations except the volume of it. Therefore, it was not
new; it just hadn’t been pushed that far before, that’s all.
PA: MMT likes to consolidate the central bank and the Treasury as a sort of pedagogical tool, to
then say that any state money that’s usable for paying taxes in the economy must be emitted from
this consolidated entity. Do you think this idea of Treasury and central bank consolidation is a
valid tool for pedagogy, or do you think that they’re so distinct as institutions that it’s not a valid
way of dealing with it?
VC: Well, the Treasury doesn’t emit money. The Fed does emit money. So, it rather depends on
what question you’re trying to answer. These sorts of questions are not answerable in absolute
principle - they’re conditional on the question you’re asking. If you’re trying to answer, for example,
‘How does this affect the balance sheets?”, I started off by talking about the Treasury issuing
securities and the Fed buying them up, or the banks buying them up, come to that. If I wanted to
look at it from another point of view, I would ask, “How much of this money to fund the submarine
was high-powered money issued by the Fed, and how much of it was ordinary money issued by
the banking system?” For that, I would not want to amalgamate the Treasury and the central bank
because the whole answer to the question concerns the relationship between them! It’s obvious,
isn’t it?!
But I can imagine other sorts of questions like, for example, ‘should the securities bought up by
the Bank of England under quantitative easing be considered part of the national debt or not?’
Well, there it might be a rather good idea to consolidate the two, because you could say, “Well,
no one’s ever going to pay it back; it’s just going to sit there - and therefore it’s a dead issue from
the point of view of paying it back and it should be wiped off the government debt.” That,
effectively, is consolidating the two institutions for that purpose.
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PA: That makes sense, it’s a nuanced answer. In many ways, apart from the idea of a ‘spend first,
tax later’ operational reality, the other thing that’s a big driver in MMT, and often the one that gets
the least support from other heterodox economists, is their employer of last resort policy or Job
Guarantee (JG) . Would you support a JG policy? What would be your thoughts on a JG?
VC: Well, the first thing to say is that that goes beyond monetary economics.
PA: Oh, yes.
VC: So, it’s part of their overall macroeconomic programme and shouldn’t be confused with MMT,
narrowly defined.
PA: I think the main players - Mitchell, Mosler, Wray - tend to suggest, rightly or wrongly, that the
JG/ELR is a part of MMT, and you can’t really accept the monetary aspects without it; it goes with
the territory. So, I’m not saying that that view isn’t valid, but because it’s such a big thing for MMT,
I thought I’d ask about it in my interviews.
VC: It’s a separate deal. Unemployment is a huge issue for some people, for others not. Some
feel it’s a price worth paying! (Those who say this are not themselves facing unemployment.) But
if you want to do something about employment, you can either do it in roundabout fashion as
Keynes advocated, or directly. The New Deal, for example, instituted several employment policies
(the NRA, and so on) which were, of course, enormously effective; they could hardly be
ineffective, because they’re direct, so you know exactly what effect you’re having on employment.
Government has had a role to play in employment policy since Beveridge 3, so there’s nothing
revolutionary here, and I don’t think that amongst progressive or left-wing economists the idea of
the government providing employment opportunities is all that contentious. At the other end of the
political spectrum, of course, it’s extremely contentious. It’s a political preference for, on the one
hand, doing something about unemployment that you know is going to be effective, and at the
other end of the political spectrum, maintaining that government shouldn’t interfere with private
business. Now, would I consider a JG to be a viable means to ensure full employment and price
stability? Well, the price stability aspect depends on the direction of your employment policy.

3

Beveridge (1944)
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PA: It’s meant to be an ‘employed buffer stock’ policy, in as much as anyone unemployed, at any
time, who’s ready and willing to work would be provided with a job - there could be one hundred,
two hundred jobs to choose from, and they’re paid at a fixed rate. During a boom, the private
sector might bid them out of the pool. Everyone who wanted to work would work; you wouldn’t
have a large group of people who’d lost the motivation to work. In the current situation in a
recession, you’d have maybe two million people who are pretty much unemployable, so in the
next upswing there would simply be a bidding up of the wages for those already employed. Under
an ELR, you would eliminate or significantly reduce the hysteresis effect. So, if for example, if you
were an archaeologist and you didn’t have a job, you could get a JG job working on a dig, then if
there was a boom in archaeology, suddenly the universities would be attracting these
archaeologists out of the JG pool with better job offers. That is the idea - instead of having a buffer
of unemployed, deskilled labour, you have one of employed, skilled workers. Therefore,
unemployment would technically be zero - everyone who’s ready and willing to work would have
a job, and the only ones who wouldn’t would be those disengaged with the labour force, which is
a social issue. So, it’s really a question of whether you think the state should have that big a role,
or whether it should concentrate on more indirect demand-management policies.
VC: These are political questions, really, about the role of the state. The question of deskilling is
hugely important. Again, in the New Deal, historians were asked to write histories of various things
- quite reasonable! - in order to keep up their skills as historians, and so on. It wasn’t as though
you took a historian and had her stacking shelves at Lidl - you were given a job that would keep
your skills going. Again, it’s been done before.
Now, the question of price stability, that’s of course tricky, because as Keynes put it, “No one has
the right to buy things cheaply just because people are unemployed.” In other words, if prices are
low because there’s high unemployment, these prices are not - he didn’t use this term, and I don’t
like it either - natural. They are artificially low because you haven’t got full employment. (Recall
that prices rise as output rises because of diminishing returns in Keynes’s treatment.) So, defining
price stability in this context is quite tricky. As you said, when the boom comes, the private sector
will bid these people away from their state jobs. Is that kind of competition for scarce labour, when
there’s no longer slack in the labour market inflationary or not? I suppose it would be, but is it
inflationary in Keynes’s sense? That is to say, is it or is it not just a reaction of the price level to
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the fact that we now have full employment, so the prices are fair, or is it something else? When
you just say ‘price stability’, I have to go through some rigmarole!
PA: That’s quite good in a sense, to unpick it. Would you consider MMT as a legitimate element
within Post-Keynesianism, or is it totally separate?
VC: If you consider, as I think I do, the causal priority of government expenditure over taxation to
be the key element of MMT, it falls absolutely into place as part of Post-Keynesian thinking.
PA: To me it seems entirely consistent with Post-Keynesianism, that’s why I consider myself a
Post-Keynesian with a strong twist of MMT.
VC: Within heterodox economics in general, I’m not sure that Marxists or Austrians have
considered the questions of money in anything like the same level of depth that the PostKeynesians have.
PA: I would agree with that.
VC: Marx is wonderful on money in Volume Three, but nobody ever gets beyond Volume One!
And in Volume One, he’s making the assumption - pro tem, it’s not supposed to carry on forever
- of money being gold. Even so he gets to the point where hoarding causes a crash, but that’s as
far as he goes. You’ve got to get to Volume Three before you get anywhere with money in Marx.
Marx is hard to read, and three books… With Post-Keynesians, because Keynes was such a
monetary theorist, we’re ahead of the game. When I look at MMT, I’m reducing it, rather - which
you might find unpleasant - but in reducing it, it fits into Post-Keynesianism, absolutely. In the rest
of heterodox economics, I think monetary theory is underdeveloped.
PA: I don’t mind the idea of MMT being ‘reduced’ in that sense. To me, once Post-Keynesians
accept the consistency between the priority, both logically and historically, of government
spending over tax, and investment over saving, MMT just becomes an insight which is more inyour-face. Even when I spoke to L. Randall Wray, who’s one of the main players, he said that
most of what’s in MMT was there anyway; it’s just a matter of emphasis. As I read MMT - and I’m
just one person who is naturally sympathetic to Post-Keynesianism, I’m probably a Harcourt Post-
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Keynesian with a big twist of MMT - I don’t see any inconsistency with Post-Keynesianism. I just
think MMT adds insights and pushes them into the foreground, and that’s my perception of it.
And in the economics community in which you work or have worked, how do people see MMT?
Do they see it as a media-hype thing, or a serious thing? Or is it not considered much?
VC: I’ve worked with a lot of people - my constituency is all over the place. But we don’t talk about
it very much. I don’t think it’s that important. It adds this one point, which Post-Keynesians should
have thought of making, but didn’t, and that’s it for me.
PA: In a sense, I like your view that it makes a point that Post-Keynesians should have made, but
didn’t, and I think the most important thing from my perspective as a Post-Keynesian is that I’d
like them to, if possible, take that on board and be a bit more upfront about that, and then they
wouldn’t really need to say anything much else. That’s only my own view, though. Anyway, you’ve
answered these to an extent, but if you were describing your approach, generally, to methodology,
what would it be? And do you think an explicit consideration of methodology to be important?
VC: Well, methodology used to be prescriptive, ‘This is how you should do economics’, and I have
no time for that. I approach it as a descriptive thing: ‘This is the methodological bedrock on which
these theories are based.’ It’s a kind of archaeological approach: you go digging to find these
things, and sometimes it takes quite a lot of digging. I can actually remember in the 1970s, when
it occurred to two or three people at the same time that the way the labour market was theorised
in mainstream economics was actually as an auction market. That may be commonplace now,
but it was absolute news! We figured this out from scratch! Jan Kregel was one, I can’t remember
who else. I was thrilled to know that he thought that, and that’s really the beginning of this PostKeynesian network that succeeded the Cambridge Post-Keynesians. Anyway, we were digging
and figuring out all these methodological principles. No one was writing about it, and it’s so
important.
Now, I think that I’m going to come to pluralism. I think pluralism (I don’t emphasise this enough)
is something really new in economics. It, of course, goes beyond silos of schools of thought in
saying, ‘What is it that distinguishes these schools of thought? What is it that they have in
common?’ I mean your paper with Nick 4 - I think the execution could have been better [AHE

4

Potts and Armstrong (forthcoming).
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presentation 2018] - but the title was bang on: ‘What do they share? Where do they differ?’ And
the most important thing they share or differ on is methodology. For example, the Neo-classical
synthesis or Samuelsonian Keynesianism takes perfect certainty and mixes it with complete
uncertainty - now, come on! Or the call for the microfoundations of Keynesianism, by which those
who put out this call mean rational choice theory, which, again, requires perfect-knowledge choice
theory to be the background of a theory based on imperfect knowledge. Come on! Pay attention!
The reason people do silly things like that is that they’re skating over the methodological substrate
and dealing only on the level of theory. It won’t do. It produces monsters, basically.
But there are real gains to be had from a pluralist approach that says, ‘Right, what is it that
Marxists and Post-Keynesians share? And what is it that they differ about?’ Now, one of the things
that I’m supposed to be writing at this very moment - instead of talking to you! - has to do with
something Sheila and I worked on for quite a while: you have an economy which is an organic
unity but it’s too much to analyse as a whole, so you cut it up into different parts, provisionally and
temporarily. You look at this little area here, and then you take that wall away. Now, one of the
things that methodology will allow you to do is to know something of how those temporary walls
should be built, and what happens when you remove them. So, first of all I think methodology is
terribly important, because people who don’t look at that level do ridiculous things, and have done
- it’s a matter of record. The debates are still happening, and it’s ridiculous, because if you looked
at methodology you’d know it was a non-starter to give rational choice microfoundations to
Keynes. It’s just absurd.
So, pluralism, I think, gives a tremendous opportunity, which I think no one has taken until very
recently, of broadening out certain schools of thought, of providing a synthesis, providing a larger
theory which encompasses aspects of two or more theories. That hasn’t happened before.
Nobody has bothered to look. One of the most obvious examples are the books on Marx and
Keynes. There are several of them, and they’re all a bit horrible for a very good reason. Marx is
complicated; it takes a lifetime to understand him. Keynes is complicated; it takes a lifetime to
understand him. We only have one lifetime, so what happens? People either concentrate on one
or the other, and they don’t present them equally; and they don’t present them in terms of the
underlying methodology.
PA: That leads onto the next question - to what extent does a heterodox paradigm exist? You can
define that however you like. Is there enough to bind these schools into one unit, or are there so
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many differences that there can’t be a heterodox paradigm; there might be a ‘Post-Keynesian
paradigm’ and a ‘Marxist paradigm’, and there’s an overlap, but they’re not really unified?
VC: They’re not really unified, and, again, the Austrians are certainly not part of it, with minor
exceptions.
PA: Oh, forget about those for the moment...
VC: Well, you can’t forget them, because actually emergent properties are very interesting and
very important. If you want to take an evolutionary view of the economy then you’ve got to look at
emergent properties.
PA: I am actually going to interview an Austrian economist, Kevin Dowd, and I noticed he had a
chapter in Smithin’s book, ‘What Is Money?’ which is rather brave. I think you had a chapter in
there?
VC: I did.
PA: I thought it was quite bold, going in there. So I’m trying to listen to his (different) perspective.
I’ve also interviewed Tim Congdon, who’s a monetarist. I kind of don’t think of the Austrians as
being part of a heterodox paradigm, although I do think they’ve got things in common with
heterodoxy, as you say, but it depends what you think a paradigm is.
VC: And how you define it, of course. This is why I brought up this question of emergent
properties. If you read Geoff Hodgson’s work on institutional economics, it’s a big thing with him.
PA: I’m going to interview him as well, in my second round. And would you think that MMT would
have a place in heterodox economics?
VC: Oh yes.
PA: What would you see as its role in heterodox economics?
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VC: Well, I think it’s a minor gloss on something which is already well known. That’s my view, and
I think I’ve summed it up by saying I wish Post-Keynesians had thought to make that point.
PA: I think you have answered that question! I think I’ve got all I need. Many thanks, Vicky. It’s
been great talking to you.
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ii.

R1 (1) Professor Tim Congdon CBE: Interviewed face-to-face at the
University of Buckingham, 6 March 2018

PA: Good morning, Professor Congdon. Which field of economics do you consider to be your
specialism?
TC: I’m a monetary economist. So I’m interested in the role of money and banking in the
determination of macroeconomic outcomes.
PA: And within that specialism what would you consider to be the main issue related to your field?
TC: At the moment, the problem I face is that that the core macroeconomic theory taught in most
universities – and, indeed, understood in most central banks – doesn’t really integrate the banking
system and the quantity of money into the determination of macroeconomic outcomes. Whereas
I regard what happens in the banking system, what happens to the quantity of money, as
absolutely fundamental.
PA: Could you summarise the underlying axioms, the basic principles, of your beliefs?
TC: Two ideas are central. The first one is that the demand to hold real money balances
depends only on real things in the long run. Having said that, second, in the short run, all sorts
of strange things happen – and so I would say, developing these themes, that in the long run
movements in the price level are determined by changes in the quantity of money relative to
changes in the quantity of goods and services, and inflation occurs only through excessive
monetary growth. But in the short run, large fluctuations in real money balances cause
macroeconomic instability, meaning above or beneath trend growth in demand or output, boom
or bust, overheating or recession, and so on. These ideas are central, but they are not new and
have often been expressed in the past by supporters of the quantity theory of money. Perhaps
the crucial new and distinctive element in my work is the emphasis on an all-inclusive (or
‘broadly-defined’) measure of money as the one to which the key quantity-theory propositions
relate. It follows that large fluctuations in the growth rate of real broad money matter – and
sometimes matter enormously – to asset prices and economic activity. This proposition – which
has a very monetarist flavour – has been vital to the forecasts, and economic and investment
308

advice, I have given over the years 5. Nowhere does it appear in the fashionable macroeconomic
theories of today.
PA: In your work, generally, would you say that history has a role to play? And if so, what sort of
role would it have?
TC: History has a massive role to play, in two ways. One is that history provides the evidence on
which an economist’s critical assertions can be established or not. Critical assertions may be
theoretical in some sense, and theoretical and abstract if you wish, but they must be tested against
evidence which comes from history. And the second is that the history of thought provides
examples of the best thought, of the best thinkers in the past, from which we benefit.
PA: In terms of mathematics, would you say maths is useful to you? And if it is, how do you use
the maths? How would it be beneficial to your work?
TC: I’m not a mathematical economist. Again, two answers here. One is I do believe in confronting
ideas against evidence, and then obviously there are all the standard issues with econometric
testing. The second point is that mathematical economics isn’t really about econometrics, it’s a
separate subject. It’s about the representation in symbols of economic categories and the
algebraic manipulation of these symbols by mathematics to obtain results. I have no objection to
the use of mathematics in economics as long as it’s kept in proportion. I’m deeply opposed to the
idea that ideas are good because they’re complex and require difficult mathematical exposition to
establish their veracity or to be of professional interest, indeed to establish the credentials of the
academic concerned. Complexity and remoteness from the real world – these are failures, they
are not good things, not things to encourage in academic work.
PA: Thank you. And if you were looking more specifically, are you familiar with the credit and state
theories of money – maybe Innes, Knapp – and if you are familiar, do you think they have any
value?

Congdon notes that, in particular, he used this idea successfully in the UK in the late 1980s. He based forecasts of
a boom in demand and rising inflation on rapid growth of broad money in 1986 and 1987. The correctness of his
forecasts led to his appointment to the Treasury Panel of Independent Forecasters (the so-called ‘wise persons’) in
1992 Congdon (1992).
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TC: Of course, I know of Knapp and his idea that the value of money depends upon the legal
framework and legal tender laws. This seems to me obviously true in modern circumstances. I
looked at Knapp’s book, The State Theory of Money, many years ago, partly because of its
relevance to a paper I was then writing, on the evolution of money, banking and central banking 6.
There was an evident tension – even as early as the late 19th century – between the German
Historical School (to which Knapp belonged) and the Austrian free market school. My natural
inclination, as a supporter of free markets, was and still is to be on the side of the Austrians. In
my view the evolution of money is best understood from an Austrian perspective, with a variety of
search processes. Many of the processes – to recall a phrase that Hayek borrowed from the 18th
century Scotsman, Adam Ferguson – can be viewed as leading to "results of human action, but
not the execution of any human design".
PA: So you would agree with the seminal paper by Menger in 1892?
TC: Indeed. The Menger 1892 paper in the EJ – Menger against Knapp, if you wish – brought out
the contrast between the two ways of thinking 7. I’m also aware of, in more recent decades, the
work of people like Randall Wray, the Post-Keynesian circuitists and horizontalists, and so on,
with Wray’s 2012 Modern Money Theory being perhaps the focal work 8 I’m much more sceptical
about them. They correctly point out that banking institutions – such as the legal tender status of
central bank money and the endogeneity of much money creation in modern economies – having
certain implications for monetary economics. I have no difficulty with that. But in my view, they
leap to conclusions which aren’t justified. I’m very much of the view that, despite the endogeneity
of much money creation, the processes of money creation are separate from the processes by
which agents adjust to money balances. The monetary forces that affect spending behaviour and
portfolio decisions are an independent influence on the determination of macro outcomes. The
direction isn’t entirely from macro outcomes to the determination of the quantity of money, as the
Post-Keynesian horizontalists would have us believe. Rather it is mostly from the quantity of
money to macro outcomes.
PA: That pre-empts my next question: would you consider the quantity of money exogenous,
endogenous or an element of both?

Congdon (1981).
Menger (1892).
8
Wray (2012).
6
7

310

TC: I’d say there are two different concepts of endogeneity and exogeneity. One is model
endogeneity and exogeneity, and that is where you have a model for thinking about the economy
with a mixture of dependent and independent variables, and where you regard some as
independent causative variables, which are the exogenous variables, and the dependent as
endogenous. This is not quite the same thing as the second meaning, which is policy endogeneity
and exogeneity. In policy exogeneity the variable under consideration, which may be the quantity
of money, is deemed to be under the control of the policy makers and hence exogenous, or not.
When it comes to money, I have set out an eight-quadrant diagrammatic model which describes
the banking system in a modern economy 9. The quantity of money is determined, as are other
monetary variables, in Marshallian fashion by supply and demand diagrams. In the relevant
quadrant the quantity of money is equal to the quantity of bank credit, minus the banking system’s
capital. So, with the equity capital taken as given, changes in the quantity of money are equal to
changes in bank credit, where bank credit means bank lending to the private sector. In this
account – which is bang in line with Post-Keynesian horizontalism – money is determined
endogenously, in the sense that it reflects decisions by private sector agents rather than decisions
by the central bank or the government 10. I do regard that approach as being correct much of the
time.
Having said that, the central bank and government can alter the quantity of money directly through
what I call ‘debt market operations’ in one of my essays 11. These debt market operations were
exemplified in so-called ‘Quantitative Easing’ for some years after 2008. Even when those kinds
of operations are not being deployed, the central bank can affect the rate of growth of bank credit
for the private sector, and hence of the quantity of money, by changing interest rates.
I’ve given a somewhat complex answer. It may well be that processes of money creation are
endogenous in the model endogeneity sense of that word. I accept that. But that does not mean
policy-makers can ignore money. The state can still strongly influence the rate of growth of the
Congdon (2018).
Congdon notes that Moore (1988) provides arguably the classic statement of Post-Keynesian horizontalism. It
has five diagrams with x axes in which ‘loans’ and ‘deposits’ appear as the same thing.
11
Congdon refers to his ‘Essay 4’ (Congdon 1988) which distinguishes between ‘money market operations’, where
the central bank transacts with the commercial banking system to affect its behaviour, and ‘debt market
operations’, where either the central bank or the government transacts directly with non-bank private sector
agents, which can alter their money balances and lead to changes in spending and portfolios.
9
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quantity of money. Further, over periods of, for example, five or ten years, that strong influence in
one direction or the other effectively means control.
PA: Thank you. How would you view banks when building theories or models – do you take them
to be pure intermediaries between savers and borrowers, or credit creators?
TC: There is no doubt at all that banks can create new credit, and new money, out of thin air.
Quite an important part of my current MSc lecture course [at the University of Buckingham] is to
discuss the process of money creation in a credit-money economy which has this characteristic 12.
Key to it is that the banks must make their money accepted in transactions, as Hyman Minsky,
for example, emphasised correctly. The process of money creation out of thin air by commercial
banks is nevertheless subject to limits. It is constrained by the requirements both that banks
maintain capital against the risks in balance sheet extension, and that they have cash to meet
deposit withdrawals and to honour their obligations in inter-bank settlement. So commercial
banks’ ability to create money, bank deposits, out of thin air is constrained. The same constraints
do not apply to the central bank. The central bank can create money without limit, in almost infinite
quantities, from thin air. We know what happens in those circumstances, that is, when it does let
its balance sheet and monetary liabilities explode very rapidly. We risk hyper-inflation. So in most
civilised, advanced societies, there are constitutional constraints on what the central bank can do.
Although legal tender money can theoretically be created out of thin air without limit, in practice
that is not allowed in most countries.
PA: In terms of interest rates, if you were doing a theoretical diagram to show how they were
determined, what would it look like? And if you were making some amendments and concessions
to the real world would it look the same? Would you distinguish between theory and practise?
TC: I have written a brilliant paper that sorts out this subject completely! 13 The heart of it is the
eight-quadrant diagrammatic description of the banking system just mentioned. To elaborate, the
banking system has two parts, the central bank and the commercial banking system. The correct
approach to understanding how it works is to remember that both these parts have two sides to

Congdon notes that this is one way that a modern economy, with fiat money issued by the state at virtually nil
resource cost, contrasts with a commodity-money economy, where the production of new money has a resource
cost.
13
Congdon (2018).
12
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the balance sheet, assets and liabilities, and that our supply and demand diagrams determine
both a price (that is, an interest rate) and a quantity. So we determine four monetary interest rates
and four monetary quantities.
In my view, the best way of understanding what happens on the asset sides of both the central
bank and the commercial banking system balance sheets is Post-Keynesian horizontalism. 14 It
seems to me reasonable to regard the supply functions of both central bank credit and commercial
bank credit as horizontal to the x axis, in normal conditions for most of the time. There are various
caveats to that idea, but it is the correct way to think about the subject.
However, when we think about the liabilities side of the balance sheet, in my view it’s much more
productive to think in verticalist terms. We get back to the textbooks and recover Keynes’ liquidity
preference theory of ‘the rate of interest’. Obviously, this raises questions about the characteristics
of different types of bank customer, and that’s for discussion. The whole subject is very
institutional.
As I said, my ‘apparatus of thought’ – my eight-quadrant diagram – determines four interest rates
and four quantities. In the two quadrants that relate to the central bank’s assets, the central bank
discount rate equilibrates the supply of central bank credit with the banking system’s demand for
such credit; in the two quadrants that relate to the central bank’s liabilities, the inter-bank rate
equilibrates the banking system’s demand to hold monetary base with the quantity of base
actually in existence and arising from the central bank’s past operations; in the two quadrants that
relate to commercial banks’ assets, their lending rate equilibrates their customers’ demand for
bank credit with the commercial banks’ credit supply; and in the two quadrants that relate to
commercial banks’ monetary liabilities (that is, their deposits), the bond yield equilibrates the
demand to hold deposit money with the quantity of deposit money created by the banking system.
Plainly, the determination of the bond yield in the final two quadrants is fully consistent with
Keynes’ liquidity preference theory. A horizontal supply function of bank credit is therefore
compatible with the standard Keynesian story.

However, Congdon cautions that Moore (1998) over-simplifies. In ‘Revolution and counter-revolution in UK
banks’ asset composition since 1945, and why they matter to the debate on horizontalism’, a paper to be given at
a festschrift event for Sheila Dow in autumn 2020, he argues that UK banks’ asset composition has changed so
radically over the decades that a precise and mechanical relationship between changes in loans and changes in
deposits has not been observed in practice.
14
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Let me add that, if realistically we allow bank capital to influence the position of the supply function
of commercial bank credit, we can also analyse credit spreads, the margins that banks charge
over the inter-bank rate, their marginal cost of funds. This is all within a single analytical
framework, in which different parts of banking system are related. As far as I’m concerned, I’ve
sorted this subject out. Whether I’ve persuaded other people about the matter, we’ll have to see.
PA: On a related point, to what extent do you think the central bank has the capability to control
the whole spectrum of interest rates? And if you think it can, to what extent do you think it should?
TC: The problem with the answer I’ve just given you is that it’s very focused on money-related
interests. As far as I’m concerned, there is no doubt the central bank can control its own discount
rate, its own lending rate, because it is the monopoly supplier of base money. The claims made
by many people, often from a free market background, that the central bank cannot control real
interest rates…Well, the central bank certainly can and does control short-term nominal rates. In
my framework, this power arises – very simply – from the application of standard supply and
demand analysis, and from the indisputable fact that the central bank is a monopolist.
Now I accept that a larger issue is whether the central bank can control real rates in the long run
without causing global instability. By ‘global instability’ I mean a descent into hyper-depression,
because of a self-reinforcing contraction of the quantity of money, or an ascent into hyper-inflation,
because of a limitless explosion in the quantity of money. This is a much more difficult question.
Clearly, in any economy there must be an equilibrium relationship, or relationships, between the
money rates of interest (the central bank rate, the inter-bank rate and so on) and real rates of
interest. That must be so. But in the long run real interest rates are determined by real forces,
including time preferences and the marginal productivity of capital. I go completely along with the
classical school there. Obviously, the problem for the economy is to reach an equilibrium which
matches up what’s going on in the banking and financial system on one side with the development
of the real forces on the other.
Suppose, for example, that a central bank is determined to keep on driving down the long rate of
interest and it is utterly indifferent to the impacts on the quantity of base money and the quantity
of money, which explode rapidly. Then you’d get a hyperinflation. So, you might analyse the
supply and demand diagrams and the four parts of my model, and derive the money rates of
interest, and the various credit and money quantities. You can certainly put together stories in
314

which the current Venezuelan situation or the 1923 Weimar situation emerge, or at the opposite
extreme you can put together a story of the plight of the US banking system in February-March
1933. These quite different examples of severe instability can be seen as emerging from the
central bank setting the wrong nominal rate of interest.
PA: If you heard the term heterodox economics, what would you think it meant? And if there were
any specific groups of economists you would consider to be heterodox, what would those be?
TC: ‘Heterodox economics’ is usually applied to Post-Keynesians and particularly to rather leftwing Post-Keynesians. But Post-Keynesian economists are far from unanimous and there have
been important debates. Simplifying, there was a well-known division between the
accommodationists (who wanted to ditch Keynes’ liquidity preference theory of ‘the rate of
interest’) and the structuralists (who didn’t). 15 The split was notably between Victoria Chick and
Sheila Dow on the structuralist side, and then a whole range of people (for example, Basil Moore
and Marc Lavoie) on the Kaldorian accommodationist side. I would take the phrase ‘heterodox
economists’ to include a diverse range of people. What they have in common is a rather cynical
and sceptical view of capitalist financial institutions and the antics of the banking system, plus a
strong interest in how finance works, and also a belief in Marxism and a support for public
ownership.
PA: So – and it’s quite controversial - would you think that Austrian economics are not a heterodox
school? Or would they be heterodox, but totally different to the groups you just mentioned?
TC: I wouldn’t think of the Austrians as heterodox. Their politics are utterly different from the PostKeynesians. Basically, they support the market economy, and believe in the value of search
processes and market incentives to find equilibrium prices. However, some Austrians dislike the
notion of equilibrium prices altogether – that does put them in touch with many of the PostKeynesians. In general, the Austrians are interested in and applaud the incentives and motives
that characterise the capitalist economy. So, they are very different from the left-wing people I’d
regard as heterodox.

Congdon argues that numerous contributions have been made to the debate and that an attempt at resolution
is offered by Chick and Dow (2013).
15
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PA: That’s interesting. This is a kind of ‘Keynesian beauty contest’ sort of question: from what you
perceive the average opinion within the field of economics and the people you work with (and you
can define that in any way you wish) what would their view be of heterodox economics?
TC: A live question in the social sciences is the value of interdisciplinary work. We can have a
history of anthropology and an anthropology of historians. There are anthropology, sociology,
history…and there is economics. And some economists regard economics as the monarch, the
‘queen’ of the social sciences, because of its rigour, its formalisation, its ability to generate
propositions that can be tested, and so on. Well, maybe.
Those economists – say, the New Classical School – who emphasize the uniqueness of
economics, and its rigour and formalization, tend to scorn the Post-Keynesians because the PostKeynesians are supposedly more verbal and woolly, and less rigorous and technical, than they
are. Let me say here that I disagree strongly with much of what come out from the Marxists and
the left-wing strand in Post-Keynesianism. But some of the left-wing strand is interesting. Suppose
we’re talking about the corporate economy. Then we’re assuming individuals, with their different
mind-sets and motives…and also companies. But actually there’s an inescapable prior
assumption that companies exist. Now does that assumption make sense unless there is also
private property? And, if you’re a historian and you’re interested in the evolution of everything,
including the corporate form and the institution of private property, you ask ‘how did this all get
going?’ You may be an economist, but you cannot escape history and the social sciences other
than economics. Sometimes these are important questions to ask. I regard the contributions of
the heterodox school as very provocative and interesting. Although I disagree with much of what
I have learned from reading heterodox and Post-Keynesian economists, still I have learned an
awful lot.
PA: This is, perhaps, an unusual question to ask - but to what extent would you call yourself a
heterodox, inasmuch as you’re a critic of the New Consensus Macroeconomics? Would you class
yourself as heterodox? It’s obvious you’re not a Marxist, you’re a free-market advocate – but are
you heterodox in that you’re not orthodox?
TC: The problem with economics today is that there is no orthodoxy! I have written a magazine
article in which I suggest that microeconomics and welfare economics are relatively well mapped-
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out and understood 16. I accept that you can debate and discuss that, but the case can be made.
Meanwhile macroeconomics is a complete mess. It’s a shame that it’s a complete mess and
perhaps it shouldn’t be, but there we are. In my view, much of the trouble reflects the
contemporary neglect of money and banking in macroeconomic analysis. I concede that I am an
outlier in today’s economics. But this arises from my emphasis on the importance of money and
banking to macroeconomic outcomes, while the profession nowadays de-emphasizes it. All the
same, I regard my approach as very much in the mainstream of traditional monetary economics,
and not in the slightest heterodox. My isolation is due to what I regard as the mess in the subject,
this notion that you can engage in macroeconomic analysis without mentioning the quantity of
money.
PA: Following from that, the core question concerns this new consensus macroeconomics, and
what I mean by that is New Classicism, New Keynesianism (probably predominantly New
Keynesianism) – would you say that the events of the global financial crisis provide contradictory
evidence to this consensus, this New Keynesianism, centred in the American New Keynesian
school? And if you do think so, what sort of evidence would you think it was?
TC: I’m not sure the phrase ‘contradictory evidence’ really gets to it. The real problem with New
Keynesian economics is that the categories it contains are so limited that it cannot provide useful
and realistic interpretations of the modern world. It’s as bad as that!
The extreme illustration comes from the three-equation New Keynesianism advanced in the 1999
Journal of Economic Literature article by Clarida, Gali and Gertler 17. To recall, the three equations
are; the one that allegedly lies behind the ‘IS curve’, with aggregate demand a function of ‘the
rate of interest’, the expectations-augmented Phillips curve, usually expressed not with
unemployment, but with ‘the output gap’, which is seen as a determinant of the change in inflation,
and the Taylor rule, which is a ‘central bank reaction function’ showing how the central bank
changes the rate of interest in response to values of inflation and the output gap.

16
17

Congdon (December 2017 – January 2018).
Clarida, Gali and Gertler (1999: 1661 – 1707).
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(Let me say here quickly, in a very critical spirit, that ‘the rate of interest’ in the three-equation
New Keynesian model is the central bank rate. This is not ‘the rate of interest’ in the IS curve in
the IS-LM model and Keynes’ General Theory, which is the yield on the long bond.)
Now the assumption in the original formulation of all this was that economies would behave in
such a way that a positive central bank interest rate would always be required. But during and
after the Great Recession, in 2009 and 2010, the output gap was so negative and inflation so
weak that mechanical applications of the Taylor rule indicated a need for significantly negative
central bank rates. These were impossible. Why had matters become so out of hand? Why had
the Taylor rule broken down?
My interpretation of the Great Recession is controversial, but in my view, officialdom was largely
to blame for the slump in demand 18. From October 2008 international regulatory officialdom – the
International Monetary Fund and the Bank for International Settlements, in cahoots with national
authorities – imposed a sharp increase in banks’ capital-to-asset ratios. It was this step that
converted a relatively manageable downturn into the Great Recession. The jump in capital ratios
stopped the banks making new loans and indeed required them to reduce their risk assets. The
reductions in risk assets led to contractions in the quantity of money, which was massively
deflationary…and this had to be offset by slashing interest rates to zero. The variables at play in
these events – such as banks’ capital ratios, the quantities of bank lending to the private sector
and the quantity of money – were not and are not included in the three-equation model. Quite
honestly, the New Keynesian approach, at any rate in its three-equation version, contains such a
limited range of variables, such a restrictive set of categories, that it does not provide useful
insights into the macroeconomic instabilities of the modern world.
PA: From your perception, do you think that what happened in the crisis did anything to negatively
impact the hegemony of the MCM? Did it hold its ground, and what were the effects in the short
and medium term?
TC: I said I’m an outlier in contemporary macro; I’m really just not interested in New Consensus
Macro, full stop. I have a model of the economy that works. I’ve used it on many occasions,
helping clients with investment decisions, advising the British government, writing newspaper
18

See Congdon (2017: chapter 1 and 2).
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articles and books, and in millions of words of economic commentary. My approach works in
understanding and commenting on the economy. I’m not interested in this three-equation rubbish.
Frankly, I don’t read the papers that have got all this sort of stuff in it. Many of them are very
pretentious. I am an outlier, but my work is far from being totally ignored. I think it has had some
influence. For example, at the Bank of England Ryland Thomas has written papers which pick up
my approach 19. In my work the core question much of the time is ‘if the rate of growth of the
quantity of money changes, what happens all around the economy?’. This is very much in a
tradition of analysis which goes back centuries. It restores themes going all the way back to the
Salamanca School, Cantillon and David Hume. We don’t really know yet how long New
Consensus Macro will be around. My guess is twenty years from now it will be moribund or dead.
PA: And do you think heterodoxy will have a chance of replacing it?
TC: My position is absolutely straightforward. It’s the kind of economics I do, that’s my passion.
First of all, you try to understand the forces that determine the quantity of money, on the broad
definitions. You then analyse the demand to hold money balances by sector, the household
sector, the company sector and so on. This sort of work enables you to identify monetary
disequilibrium. Thus, rapid growth of money typically shows up in amplified form in the money
balances of companies and financial institutions, and the disequilibrium – the excess money
holdings – then affects expenditure and portfolio decisions. I think one of the difficulties in trying
to place me – I am categorized as ‘monetarist’, but I’m certainly not in the New Classical School
associated nowadays with Chicago – is that I have no embarrassment talking about
disequilibrium. Nevertheless, I regard myself as being in what used to be a mainstream tradition,
which says that national income and wealth are in equilibrium only when the demand to hold
money is equal to the quantity of money created by the banking system. This proposition is in
Keynes’ General Theory 20. In fact, when Keynes said the proposition was fundamental, there
wasn’t any dispute about it with, say, Irving Fisher or Pigou. The proposition was also basic a few
decades later in Patinkin and Friedman. But it has vanished from New Keynesianism, the New
Classical School and so on.

Ryland Thomas’s work is often co-authored with Bank of England colleagues. See, for example, McLeay, Radia
and Thomas (2104a, 2014b).
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Keynes (1936: 84 – 5).
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I apologize – I haven’t answered your question. But, no, I don’t think heterodox ideas will drive
policy-making a decade or two from now. My hope is that we see a return to traditional monetary
economics.
PA: Straying into my own school now, which is Modern Monetary Theory or neo-chartalism; are
you familiar with MMT’S idea of operational reality, if you are, to what extent, if at all, do you
consider it valid?
TC: Many of the assertions in MMT struck me as being certainly true when I had a look at the
Wikipedia entry. (I haven’t read Wray’s Modern Money Theory with much care, to be blunt.)
Indeed, many of them are true almost to the point of being banal. But other propositions struck
me as being extremely contentious. Sure enough, a modern economy has legal tender money,
issued by a central bank, and the central bank is set up by statute, and is answerable to the
government of the day and also the legislature. The legal tender must be accepted in payment
and in that sense the power to issue it is akin to the power of taxation. Further, the banking system
takes payment instructions from non-banks to settle in this legal tender money…and these
arrangements which imply indeed that the value of money depends on law, and the state, are
quite universal. I have no difficulty with any of this. I am not in favour of a return to commodity
money, the gold standard and its ilk, and I am also totally opposed to such Austrian ideas as the
denationalisation of money, the abolition of central banking and the end of legal tender laws, and
the Chicago proposal for 100 per cent cash reserve banking. I have no time for any of these
particular Austrian and Chicago ideas.
PA: And would you consider that taxation funds government spending in an accounting sense?
The MMT view is that the government can only collect money it’s already spent - when the
government or the state spend, it adds bank reserves to the system, when it taxes it takes
reserves out. Warren Mosler would say that you can’t have a reserve drain, which is what taxes
are, until you’ve had spending. From your point of view, is it possible for the private sector to pay
taxes unless the government’s already spent the state money into existence?
TC: Let me perhaps clarify this. It’s plainly true that in a Soviet type economy, with public
ownership, including public ownership of the banking system and of course all the means of
production, the distinctions between the central bank and the state planning function, and the
central bank and the commercial banking system, are not really meaningful. Essentially, the
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decisions on resource allocation are all subordinate to a state plan – and the banks, the central
bank and so on, are simply channelling resources in line with these planning decisions. Indeed,
it’s quite important to notice that this is how communism works, or tries to. Now compare that to
what we see in all the private enterprise, capitalist, free market economies of today, where you
have a distinction between the usually state-owned central bank issuing legal tender money and
the commercial banking system that is competitive and profit-maximising. The privately-owned
banking system has the job of resource allocation and in principle the central bank doesn’t do any
of it. I’m not sure this really answers your question, but I have no difficulty with the notion that
there is a central bank which is a creature of the state, that depends upon legal tender laws to get
its money accepted.
PA: What I would say is, although MMT is associated with the left, it is in fact politically neutral.
The argument of MMT is that when the government spends, it puts reserves in the banking
system, and when it taxes, it takes them out. But the function of spending and taxation is to move
resources from the private sector to the public sector. It’s politically neutral, in that if you were
someone that favours a small state and you believed that the private sector uses resources more
efficiently, you would have very low amount of spending and very low tax but allow the deficit to
float in order to achieve full employment. If you were a left winger, you’d have a bigger state more government spending, higher tax, but again the deficit would float. So, the distinctive aspect
of MMT in that respect is that the public sector deficit is viewed as being the addition to private
sector net saving. It’s the sense that the government’s deficit is exactly equal to the nongovernment sector’s net saving in that year; any view of the deficit - the absolute figure, the
percentage of it in terms of GDP - is meaningless, you just look at its real outcomes, for example,
if you’ve got inflation which is due to excess demand, the deficit would be too big.
TC: Let’s get this clear. If an economy is closed to the rest of the world – so that the external
sector cannot have a financial deficit or surplus with it – a government financial deficit must
automatically, by identity, be matched by a private sector surplus. But that equivalence does not
help us to understand the impact of the government’s transactions on the quantity of money, and
this impact is crucial. The government can finance its deficit by, for example, an identical issuance
of long-term debt which is bought entirely by non-banks. In that case, there is no effect on the
quantity of money and no effect on bank reserves. The effect on bank reserves applies only if the
government finances the deficit by borrowing from the central bank. It isn’t generally true. It is
perfectly possible – because it has in fact happened in British experience – for the sales of long321

term debt to exceed the budget deficit 21. The government can then use the excess proceeds from
its sales of long-term debt to repay short-term debt held by the banking system. In other words,
budget deficits can coincide with reductions in banks’ cash reserves.
If you’re trying to say that large budget deficits are harmless… no, they’re not, because the deficit
has to be financed one way or another. If this deficit is financed in the short-term, it is likely that
sooner or later, on a sufficient scale, it will be inflationary; if it’s financed long-term, then the
government has to pay a rate of interest on the debt, and the debt interest payments are
themselves part of government spending. You get these dangers – of the sort seen in Greece –
of an explosion in debt, a breakdown in credibility, and basically a financial disaster. I myself can
see no advantage in having large budget deficits at all.
Let me insert a qualification, although not usually an important one. To me the key condition for
macroeconomic equilibrium, for steady growth with on-target inflation, is that the rate of growth of
the banking system, bank deposits, be roughly equal to the desired rate of nominal GDP growth
associated with the inflation target. This then implies that there must be corresponding growth in
bank assets. It’s possible that the private sector wants to repay its bank loans, meaning – if
nothing else were being done – that there would be a contraction in the quantity of money. In
these circumstances, the correct action by the state is to purchase something from the non-bank
private sector to increase the quantity of money, and the best, cleanest, most ideal asset to
purchase is its own long-term debt. It’s what happened with QE in the UK. You might then develop
a defence of public debts, and of the fiscal deficits that are a condition for the existence of such
debts, but I think these ideas are somewhat remote from the staple fare of MMT theorists.
PA: It’s interesting, your perception of it. On a simple level, how would you describe the balance
sheet effects of government spending? If the government bought, say, a new submarine, what
would actually happen in the banking system when the government spends the money?
TC: It depends on the financing of the deficit. Essentially the world consists of the government of
a particular nation, and then the other agents in that nation (the central bank, the commercial
banks and the non-bank private sector), and then of course there’s the rest of the world. There
are four types of government borrowing that can be done, corresponding to the four other types
Congdon (1992) notes how the UK practice in the early 1980s of selling long-term debt to non-banks in excess of
the budget deficit was known as ‘over-funding’.
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of agent. The macroeconomic effects are very different for each of those. If the effect of
government borrowing is to increase the quantity of money by an addition to the monetary base
times a multiplier, the deficit can be very inflationary. (I’m not saying I like monetary base thinking.
I don’t. Nevertheless, we have to be aware of the occasional legitimacy of a statement in these
terms.) The deficit might be financed exactly from the commercial banking system, when the
quantity of money rises by the extent of the deficit and there’s no multiple. Alternatively, as
discussed in my previous answer, the deficit might be financed by the sale of debt, at the long
end, to private sector non-banks, in which case there’s no effect of the quantity of money and no
effect on equilibrium nominal GDP, but the ratio of public debt to GDP rises. And, finally, the deficit
can be financed by borrowing abroad.
PA: What would you say the quintessential nature of QE is?
TC: Two kinds of QE can be distinguished. There was the kind of QE carried out in Japan between
2001 and 2004. Its essence was that the Bank of Japan bought assets from the banking system,
which increased the bank’s cash reserves, but didn’t change the overall size of the banking
system balance sheet or the level of deposits held by the private sector. At least the operations
didn’t increase bank deposits in the first instance. It was possible that, because the banks then
had excess cash reserves, they might want in second and third rounds to expand their balance
sheets by making new loans, and hence creating new deposits. But this wasn’t how things really
panned out in Japan, and there was relatively little effect from the 2001 to 2004 QE on the rate of
growth or quantity of money 22. The same sort of comment applies to the Bank of Japan’s more
recent programme of so-called ‘quantitative and qualitative easing’, although QQE may latterly
have had some small positive effect on the quantity of money.
And then there is what we did in the UK. Mervyn King made it quite clear in his interview on the
BBC with Stephanie Flanders in early 2009 that the aim of QE in the UK was to increase the
quantity of money, broadly defined. The emphasis on broad money was very ‘Congdonite’! 23 It

In Essay 4, Congdon (2011: 67-71) describes the state of affairs in Japan – in which central bank operations
increased banks’ cash reserves, but did not cause banks to grow their balance sheets and deposit liabilities (i.e.,
money) – as a ‘narrow liquidity trap’.
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During the collapse in demand in late 2008 and early 2009, Congdon emphasized the importance of official
action to increase the quantity of money, broadly defined, by purchases of government securities from the nonbank private sector. See, for example, Congdon (2009).
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was clearly intended was that the purchases by the central bank, of government bonds, would be
of bonds held at the long end and middle part of the maturity spectrum. They would not be
exclusively from banks, but predominantly from non-banks. The Bank of England borrowed from
the commercial banks in the first instance, by crediting cash to commercial banks’ cash reserves
for that purpose. The Bank then bought longs, which increased the bank deposits of the sellers
of the bonds. The sellers were of course pension funds, insurance companies and others...
There was a relatively direct and mechanical relationship between the size of the QE operations
and the effect on broad money. Admittedly, there were some offsets. These were in fact discussed
by Ryland Thomas in his chapter of the 2017 book I edited on Money in the Great Recession. 24 I
won’t go into them all now, but I acknowledge it isn’t necessarily the case that, if central bank
purchases from non-banks are, say, £100 billion, the eventual impact on broad money is exactly
£100 billion. All the same, the figure is unlikely to be dramatically less. So that was QE in the UK
sense. It’s pretty clear from what Mervyn King said, and also from the articles in the Bank of
England’s Quarterly Bulletin on QE, that that is what they were doing, which was bang in line with
my own thinking 25.
But this was and remains only one strand in the international discussion of QE. I think some
people in the European Central Bank were influenced by the Bank of England approach, but this
is for debate. The Federal Reserve is on a different planet! The Fed is in such an intellectual mess
that it has people who think the purpose of QE was to reduce credit spreads. This is indeed what
Bernanke himself said. The Fed’s economists were not and still are not interested in the effect of
its activities on the quantity of money.
PA: I don’t know if you’re familiar with the MMT’s modelling – this idea of consolidating the
Treasury and the central bank for operational purposes - do you think this is a valid structure as
a starting point, would you agree entirely, or not at all?
TC: In some senses your suggestion is plainly true. It is clearly the case that – in the UK, for
example, where we used to call them ‘the authorities’ – the Bank of England and the Treasury
work together. The Bank and the Treasury ought to be jointly concerned with the effects of the
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Thomas (2017: 78 – 100).
This was noted by the Bank of England’s historian, David Kynaston (2017).
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consolidated state sector’s actions on the private sector. I think this is particularly the case with
what I call ‘debt management operations’, which are operations in government debt to affect
directly the quantity of money held by non-banks. I have pointed out that these operations can be
carried out either by the government or the central bank 26. In some circumstances it is better if
they are done by the government, because – if so – there is no effect on the monetary base.
Suppose that a recession is threatened. The government can just go directly to the commercial
banks and borrow from them by, say, the issue of Treasury Deposit Receipts, as in the Second
World War. (Subsequently the TDRs became Treasury bills.) I have no difficulty with this. But
notice the operational issues can evolve ultimately into constitutional issues. In the UK we have
an independent Bank of England, responsible for monetary policy, and it would have to pay
attention to large-scale government borrowing from commercial banks. Such borrowing would
have major monetary effects which bypassed its balance sheet entirely.
However, I am talking about an extreme case. Normally, monetary policy is concerned with the
effect of changes in interest rates on the banking system’s claims on the private sector. The
growth of these claims ought to be sensitive to interest rates. In other words, the Bank of
England’s setting of interest rates affects the rate of growth of bank credit, which then affects the
rate of growth of money. But we need to remember that, for much of the last decade, the situation
was not normal. We had a situation in which the risk assets of the banking system – those claims
on the private sector – were falling. Then, to keep banks’ deposit liabilities growing at a steady
rate, to keep money growth positive, the banks needed to have other assets. In practice, there
has been – in the UK and elsewhere – a huge increase in the banking system’s holdings of claims
on the state. Now the process by which this was done had to be agreed in all countries by the
government, by the finance ministry and by the central bank. In the UK we have this ridiculous
institution called the Debt Management Office. It’s not necessary to have an agency separate
from the Treasury. Indeed, the fact that it exists tells you that in some sense the UK authorities
are in a muddle.

Congdon (2011: 76-7 and 417) discusses the different roles of the central bank and the government in the
organization of monetary policy in Essay 4.He points out that footnote 17 to the essay notes that the discussion
arose in 2003 and 2004 from exchanges with Milton Friedman and Allan Meltzer, which predated the widespread
adoption of QE from 2008.
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PA: Just briefly – one of the core policies of MMT is the ‘employer of last resort’ policy? Do you
have any comment on it?
TC: There are some people who think that the market economy is characterised by extreme
instability. In their view the banking system is inherently mischievous and unstable, with its rate
of growth is all over the place, and as a result the market economy suffers from intrinsic instability.
Keynes in The General Theory was one of these people. So, he went on to say the government
should be involved in smoothing the economy, with a ‘somewhat comprehensive socialisation of
investment’. His recommendation was that the government should change investment, public
investment, to determine national income. He saw national income as a multiple of autonomous
expenditure, meaning the sum of investment and government spending, and regarded changes
in public investment as a stabiliser. And there are some Keynesians who might want to go beyond
that and to have the government employ anyone who is unemployed, even just breaking stones.
In your phrase the government would be the ‘employer of last resort’.
No, I don’t agree with that. The truth is that the market economy is characterised by very large
numbers of job changes every year and the number of these job changes is much higher than the
number of people unemployed. The labour market is extremely flexible, and employers and jobseekers need to be involved in and connected with the whole process of resource allocation. I
don’t believe the government is very good at allocating resources; I believe in choice, I believe in
freedom, I believe in the private sector allocating resources. I therefore want, as far as is possible,
a free financial system, meaning indeed a lightly regulated banking system. I think what’s
happened to the banking system since 2008 in terms of new regulation is a tragedy.
PA: In terms of you view of MMT, would you think it’s a branch of Post-Keynesianism, or it’s
heterodox but separate? Or would you say it’s difficult to tell?
TC: There is clearly a connection between the accommodationist school and the circuitists, and
you have economists like Wynne Godley and Marc Lavoie who have been very interested in the
flow of funds. In the case of Wynne Godley, you even had an economist who thought that flowof-funds analysis, with stock-flow consistency, actually was monetary economics! 27 I’m aware of
these lines of thought, which sometimes segue into a MMT-style advocacy of active fiscal policy.
See Godley and Lavoie (2012).
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To me flow-of-funds analysis is not monetary economics. Flow-of-funds analysis takes the view
that the economy can be described by a number of identities, with no demand and supply
functions in sight, and hence not much behaviour. Monetary economics on the other hand is,
above all, about the achievement of monetary equilibrium, meaning equality between the demand
to hold money and the quantity of money created by the banking system. In monetary economics
we have to be concerned about the behaviour implicit in the relevant supply and demand
functions. I wonder whether the flow-of-funds identities can by themselves provide the foundation
for conceptualising a larger story of the economy. I’m sorry, but if you want to link up MMT with
extreme Post-Keynesianism, of the accommodationist and circuitist sort, you have lost monetary
economics as it was understood by Fisher, Keynes, Friedman, and so on. You have just lost it
completely.
PA: From your community of economists – what would their view on MMT be? Would they have
no opinion of it, maybe never really heard of it? Would they have an opinion of any sort?
TC: MMT is relatively new to me. I’ve been aware of Godley for many years, as we were both on
the Treasury Panel of ‘wise persons’ in the 1990s. I have become aware of the circuitists, with
their connections to flow-of-funds analysis and MMT, more recently. As I said earlier in this
interview, much of MMT – the legal tender status of the central bank’s liabilities and the ability to
finance government spending from the banking system – isn’t new. It does need to be stated, I
have to say, but it’s not particularly interesting or special. And then these leaps – into the advocacy
of large-scale monetary financing of budget deficits – aren’t justified. I think most economists
would agree that the provocative bits are leaps that aren’t justified by the facts.
PA: I am an MMT advocate, but I once spoke to an Italian economist who said that the general
view of it was that ‘what’s new isn’t interesting and what’s interesting isn’t new’, and I thought that
was quite an interesting summary of what many people think of it – although, of course, I don’t
agree with that view! It’s a perception about it I’ve got from certain quarters, although people are
generally generous and say that there are some things that, although they may seem obvious,
they still need to be stated.
TC: The definitional points in MMT – that central banks are a creature of the state, and so on –
are worth stating. I also absolutely agree that the state can finance its expenditure from the
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banking system, although the risks and dangers must be remembered. I think it’s quite important
to have these points of view stated.
PA: And in terms of methodology, what would your approach methodology be, in a very
straightforward way? And do you think it’s important to your work?
TC: I think we should describe and understand the economy correctly. I think we should then draw
up theories, based upon those descriptions, which distinguish between analytical categories,
different types of agent, companies, households, and so on, and various concepts of price and
quantity. The theories should then help us to understand how the different categories relate to
each other, and from there we should try to derive the best policy conclusions for the societies we
live in.
So where does this place me methodologically? I don’t really know. I’m more concerned really to
find things that work than to ruminate and pontificate on methodology. Obviously, we have to
question the extent to which theory and evidence are consistent, and also to question how far our
macroeconomic theories are consistent with our macroeconomic judgements and analyses, both
prognosis and prescription, in order to arrive at the right policy conclusion.
As far as I’m concerned, one should have tools that make sense in both a macroeconomic and
microeconomic context. To illustrate, much of my work in monetary economics is about the
demand-for-money functions of particular sectors of the economy, which might be seen as
microeconomic. But I then have no difficulty also in talking about the aggregate quantity of money,
which combines all the sector money holdings and is plainly macroeconomic. What you would
find if you came on a lecture course of mine is that I have no difficulty appealing to categories
found mostly in microeconomic theory and to others which help us to understand what’s
happening at a macroeconomic level.
PA: I’m going to try to limit myself to two more questions. Firstly, do you think pluralism is
important, and you can interpret pluralism in any way you wish, there are a few ideas there, but
mainly the idea that economics accepts different forms of pluralism, whether it be theories - or
should it aim for one approach so that it increases its status? Should it be a discipline that
encourages lots of perspectives?
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TC: I’m very much a pluralist. I think that in understanding whether particular ideas work, one
needs as much intellectual flexibility as possible. One needs to be open to heterodox ideas, as to
other ideas. Also, one shouldn’t be in the least bit afraid to introduce ideas, analogies and
concepts and so on, from all the other social sciences.
As an example, just this afternoon I had a discussion in a class about Kaldor and endogenous
money. I asked the question, ‘does the endogeneity of much money creation in a modern
economy mean that national income determines the quantity of money rather than the other way
around?’. In my view the proposition that money endogeneity implies causation from national
income to money is absurd. And my method to show it is absurd is to appeal to evidence, but
curiously it is not direct statistical evidence on the link between money and national income that
we want. Instead we need to check what bank assets actually are. Kaldor’s claim – that national
income determined money – turned on the availability of overdrafts, so that if – for any reason –
someone had an excessive holding of money he or she would use the excess to repay part of the
overdraft and the quantity of money would then have adjusted to the person’s circumstances. So,
money adjusted to the economy, not the economy to money. But the force of this argument
depends on the size of overdraft finance relative to the value of both loan transactions and total
transactions. It is an easy matter to check from central bank data just how important – or rather
how unimportant – overdrafts really are. The evidence is clear that they are a minor part of banks’
business and utterly trivial relative to total transactions. We need a range of facts to understand
the economy, some of which bear directly on key issues and some indirectly. We need to think
very broadly, to be pluralist, if you wish.
Being blunt with you, I regard it as shocking how much influence Kaldor’s views on endogenous
money have had on thinking about money in British universities. Frankly, they’re silly ideas.
Friedman should have chopped them up forty, fifty years ago, as I’m trying to chop them up now.
Bless Victoria Chick and Sheila Dow for seeing that, taken to extremes, Kaldor’s views meant the
end of the liquidity preference theory of the rate of interest and hence the destruction of Keynes’
contribution to monetary economics. Chick and Dow were right to be prepared to stand up to
Kaldor, Basil Moore and others.
PA: And the final question is, do you think a heterodox paradigm exists? Do the outliers, however
you view outliers, have enough strength, do they have enough in common, to ever do anything
against this New Keynesian hegemony? And do you think MMT has a role to play?
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TC: I’m not sure there is a New Keynesian hegemony. I have a discussion – in the third lecture of
my MSc course - on the different schools of thought found nowadays in monetary economics and
macroeconomics. I mention Michael Woodford’s Interest and Prices, which is very New
Keynesian. I say in my lecture that in some circles Woodford’s book is regarded as the Bible of
modern central banking. Well, yes and no. You need to get a group of central bankers together
to check. I would have thought that – if you did get together the chief economists and key policy
makers from central banks around the world – most of them would tell you that they don’t find
Interest and Prices very useful. Nowadays central banking is very much about output gap
estimation and looking at survey evidence, and I’m afraid to a large extent it is atheoretical.
I believe there is a perfectly reliable theory, namely of course my theory! I mean the theory I use,
with its focus on broad money and on the need for national income and wealth to be consistent
with monetary equilibrium, where that equilibrium obtains when money demand and supply are
equal. But I’m unusual in adhering to this theory, even though – as I said – I regard what I do as
standard and traditional monetary economics.
PA: Well, that’s the end of the interview. Many thanks, Professor Congdon. It’s been a real
pleasure.
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iii.

R1 (11) Professor Paul Davidson: Interviewed by Skype, 1 August 2018

PA: Thanks, Paul. First question: what field of economics do you consider to be your specialism?
PD: That’s a good question. I guess the answer is monetary theory, and the other answer is
energy economics because I was once an oil economist for a major oil company.
PA: And what are the main issues relating to those fields?
PD: Well, the monetary one seems to be an interesting thing, because people don’t even know
what they’re talking about when they talk about money. For example, the question of Bitcoin - is
that money or not? And the answer is, how do you define money? If you use Keynes’ definition of
money, Bitcoin is not money. The whole thing about these virtual currencies is nonsense. I like to
use an example: I had a colleague one time who collected postage stamps, and he could resell
these postage stamps on an organised market for used stamps. This is equivalent to Bitcoin although they could be converted into dollars, the stamps themselves were not money, and
Bitcoin itself is not money. It’s an asset that can be sold just like AT&T stock or something else
for money. The question is, what kind of market? And the question of how much liquidity is
depends on how the market is organised.
A point that I’ve made in a number of arguments noting that a resale market for something that is
liquid and easily converted to money, requires the market to be well-organised and orderly. Its
being orderly is the important thing. Most monetary theorists don’t have the slightest idea about
markets being orderly, they just assume that any market is orderly. For them you have a Walrasian
auctioneer which keeps any market orderly, which is nonsense.
The energy question is even more interesting - way back in the Nixon administration, we thought
we were going to run out of oil. I wrote a paper for the Brookings Institute, ‘Are we running out of
fossil fuels?’ My answer was no, that there are tremendous amounts of fossil fuels in the United
States, there could have even been oil exported, and I was really talking about what we now
know, that you can get oil from shale and things like that. The reason I knew about it was that
while I had been in the oil company, I had talked to geologists and they had told me about this
technology of fracking to get this oil out and what kind of prices they thought would be necessary
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to bring this forward. I found that a very interesting thing. We still treat oil as if it’s going to vanish
off the face of the earth, but it’s not going to. It’s too cheap a source of energy.
PA: Do you have any underlying axioms or principles that underpin your work, when you think in
theory terms?
PD: Yes. The most important principle, certainly for macroeconomics, is that the future is
uncertain, in the sense that it is completely unpredictable. If you take a Walrasian theory, for
example, which provides the microfoundations of almost all mainstream theory, it’s assumed that
every decision-maker today not only knows demand and supply conditions for today, but for every
day in the future, including after he’s dead, generations into the future, and so on. So, the
description in microeconomics of rational expectations or rational behaviour assumes you know
the future, and if you don’t know the future, then what’s the alternative? This is where questions
of liquidity and financial markets become important, the question of uncertainty, and not stability.
This leads me to conflict with a lot of econometricians - after all, if what I’m saying is true, what’s
the use of econometric models based on past relationships? They’re only useful if the
relationships are going to hold into the future? Well, if you’re going to look at tomorrow, you’re
probably OK assuming that tomorrow’s not going to be that different from today - but if you’re
looking a year into the future, or five years in the future, you’re bound to be wrong, at least in my
view.
PA: In terms of the modelling work you’ve done over the years, what role would you give to history
and to maths? How important would you say they are?
PD: Math is just another language - you might as well ask me what role German plays in talking
about economic theory, and the answer is it’s a way of describing economic theory that Germans
are more likely to understand than if it were described in English. The answer is that mathematics
is a method of describing economic theory. The problem with math, the way it’s usually used, is
that there are a lot of assumptions about the future that are buried in the use of math, which
violates my principle of uncertainty. It’s hard to understand what the underlying postulates of
something, whatever you have. You remember Keynes’ talking about Euclidean geometry and
Euclidean economists - same thing. He said mainstream economists were like Euclidean
geometrists, who said that parallel lines could never cross, but in real life, they can cross. If you
look at longitude lines, you’ll see they do cross. So, you’ve got to be careful with math because it
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tends to hide assumptions. If I had to speak in English and somebody says to me, “What are your
assumptions?” I have to state them verbally so people understand me. Whereas if you state them
mathematically, they may not.
PA: I might come onto money and banking. Have you come onto the credit and state theories of
money? Innes for credit, and Knapp for state - have you come across them, and if so what do you
think about them?
PD: No, I’m not sure what you’re talking about. I haven’t come across those, certainly that I can
think of offhand.
PA: Would you regard money as being exogenous or endogenous in determination?
PD Basil Moore made this interesting ‘discovery’ that money can be exogenous or endogenous.
For most mainstream economists, particularly if you believe in the ISLM formulation, money is
always exogenous. Whereas Basil was quite clear that in many cases the money supply can be
endogenous, and this feeds into what you think the role of the central bank is. If you believe
money is always exogenous, you start to believe the aim of a central bank is to control the price
level, inflation and so on. Keynes rejected that assumption, saying, “That’s an assumption that
money is neutral, and it’s nonsense.”
I would say that the main function of a central bank is to make sure financial markets that are
well-organised remain liquid. The function of a central bank is as the lender of liquidity. So, when
we ran into this global financial crisis a couple of years ago, what happened? The Federal Reserve
bought the toxic assets, making them liquid when they had lost their liquidity because the market
had failed to remain organised. People said, “Look at us - billions and billions of dollars injected
into the system; inflation in the United States is going to go right through the roof, because they
created all this money supply”. Well, guess what? The 2% rate of inflation remained, so it seems
to me that the facts back my view of what central banks are all about, and liquidity is much more
important than this idea that money is exogenous and that if central bank increases the supply of
money that somehow creates inflation.
PA: And in your modelling do you consider [commercial] banks pure intermediaries between
savers and borrowers, do you think they create money through their lending?
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PD: Each domestic banking system operates under certain legislative legal rules, and given what
is typical such rules are set so that local banks can create money to a certain extent, no question
about that. And that raises an important issue, which monetary theorists ignore completely that is
you can’t talk about money and monetary theory without talking about the legal system. What I’ve
said is if you think of a market economy, all transactions are organised by money contracts in a
monetary economy, and a money contract is a legal document. It’s the legality of the document and how it can be used, how it can be discharged and so on - that determines the role of banks
and financial institutions and money in general. So, we have to know more about the law and less
about Milton Friedman's multiplier theory of money.
PA: And do you think that a central bank can control the whole yield curve? And if so, do you think
it ought to? Normally, they just set the overnight rate and let the market dictate the shape of the
yield curve - do you think that if a central bank wanted to control the whole yield curve it could?
PD: Well, it can as long as the exchange rate is not fixed. However, even when exchange rates
float the problem becomes that we can get foreign speculators buying currency and then selling
it rapidly when they want to get out; we have Turkey as a wonderful example at the moment.
Speculation can prevent the central bank from operating in the way it might choose. Again, legally,
what we need for the central bank to have effective control is to have recourse to potential capital
controls. If the ins and outs of the ‘bulls and the bears’ on the foreign exchange market are
balancing each other, the central bank is not required to take drastic action- but if one side or the
other is overwhelming, the central bank can be swamped [if capital controls are not available].
PA: That makes sense. The next question is about the global financial crisis. When we had the
GFC, do you think that it provided a lot of evidence to contradict mainstream economics? And if
so, what sort of evidence do you think it provided that showed the mainstream to be wrong?
PD: Well, what caused the financial crisis? It was very simple: the creation of these derivatives
which were globally traded. These derivatives took illiquid assets - that is, in the United States
most mortgages are illiquid in the sense that there’s no organised market for re-selling mortgages
- and they took these derivatives and sold them to the public as very liquid assets, you could buy
and sell these derivatives, and so on and so forth. The problem was that in order to maintain an
orderly market you have to have something that I call a ‘market-maker’, somebody who’s willing
to buy and sell to offset too many bears or too many bulls in the market. Price can move, but it
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moves in an orderly manner, and these evident markets had no market-maker, they had people
like Chase [Manhattan] and so on, who created the markets and said there were markets there,
but themselves would not make the market, and that’s what ultimately led to this collapse.
If you’re going to talk about liquidity, the question is, what do we mean by liquidity? Again, this
goes into, not Milton Friedman type theory, but Keynes’ theory: money is the most liquid of all
assets. Why? Because money has this legal property of being the thing that settles all contractual
obligations. The government, who creates the legal system, not only gets to define things in the
dictionary, but it gets to write the dictionary - whatever the government says is that thing that
settles any contractual obligation, that’s money, and a liquid asset is something that may not itself
settle the contractual obligation, but it can be sold readily in this orderly market to obtain that thing
that will satisfy the obligation.
PA: And do you think, in the light of the crisis, that the position of the mainstream has been
affected? Do you think there’s any chance that heterodox ideas or Post-Keynesian ideas can
replace the mainstream?
PD: No, because that would suggest that mainstream economists are intelligent people, and my
guess is that they’re not. They have too much to lose. For example, Keynes had this ‘Keynes
Plan’, and I have a 21st century variant of it for the international monetary system. In the current
situation, if countries don’t run equal balance of payments and one country continues to run
surpluses while others run deficits, the deficit country gets into a problem - for example, like
Germany, a surplus country which told all these southern Mediterranean countries, “Austerity, you
have to spend less!” That only creates worse problems. I assume Mrs Merkel is being provided
with advice from ‘expert’ macroeconomists who believe in this very strange view - but Keynes’
idea was that when there is a very persistent imbalance in the balance of payments between
countries, it’s the creditor country that has to make the changes, not the debtor country. The whole
thing is the reverse of this mainstream economics view. We could develop a modern variant of
Keynes’ a program - as I say, I’ve written about it, I didn’t develop it. So far I know of three other
people who are interested in my theory, besides myself: one is Robert Skidelsky; one is Larry
Elliott, who writes the financial column for The Guardian; and the third is Jamie Galbraith.
PA: They’re three pretty good people to agree with your theory!
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PD: I appreciate that they’re at least intelligent people, but the four of us together don’t swing
many votes in Congress or central banks!
PA: I get that. In terms of heterodox economics, which groups of economists would you consider
heterodox?
PD: Well, that’s part of the problem. There are a number of people who are heterodox - but all
‘heterodox’ means is that they don’t believe in mainstream theory. The problem is that each
person within heterodoxy may have a different theory about the economy, and the mainstream
theory has this view which I call ‘divide and conquer’ - as long as the heterodox are divided, the
mainstream is going to conquer the field. You have Marxian economics, you have Sraffian
economics, Kaleckian economics, and so forth - and you also have Post-Keynesian economics,
and even among the Post-Keynesians people seem to have variants which are inconsistent with
each other. As long as we have this in the heterodox field, it will mean that the mainstream will
dominate our profession, no question about that.
PA: And can heterodox economists work together? Do they have complementary or compatible
views, enough to function as a unit? In the same way as the mainstream, they might disagree
with each other on certain things, but they function as a unit - can heterodoxy do the same? Or
do you think they’re too divided, they’re too different from each other to do that?
PD: I think the answer is that the heterodox are too divided. They have some common threads,
but not enough to see a generality.
PA: And what’s the attitude towards heterodox economics or groups of economists who are not
mainstream, among the people you’ve worked with over your career? It might have changed a lot
over the years - has the attitude become more open, less open, moved in a cyclical basis?
PD: Several decades ago, Sidney Weintraub and I started the ‘Journal of Post-Keynesian
Economics’, and got a good deal of support, financially and otherwise, from John Kenneth
Galbraith. Galbraith was a monetary theorist, he was involved in studying industrial organisation,
so to speak - but, in essence, when you talked to him enough, he came down with the same views
that Sidney and I had, so there were at least three of us in Post-Keynesian economics that held
similar views. If you have Post-Keynesian economics, you can still do industrial organisation and
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so on. Let me put it this way: if you’re going to have an organising principle for all heterodox
economics, in my view that principle is the theory of liquidity. Liquidity is the thing that makes
modern economies operate; without liquidity they couldn’t operate the way they do.
There’s a chapter in the General Theory, which is called ‘The Essential Properties of Interest and
Money’, in which Keynes spells out some essential properties of money and financial assets and
so on. Now, I used to have discussions with people like Jim Tobin, and I could not convince him
of Keynes’ arguments about this. On the other hand, I had discussions with John Hicks, and I got
him to admit - and actually published an article of his - that the ISLM, which people thought was
the model of Keynesian economics, is not an accurate reflection of Keynes, it is wrong.
In fact, when I came up with this idea of ergodicity versus non-ergodicity - where in an ergodic
model you can predict the future [using past data], non-ergodic refers an uncertain future - he
[Hicks] said that this terminology was what was needed to break the spell. He said that I was
saying what he always thought about the system but never knew about those technical terms.
The problem is to get people to accept this technical definition, whereas, a lot of people say, for
example, that Knight and Keynes both emphasised uncertainty. That’s quite true, but Knight had
a different concept of uncertainty than Keynes did. Knight’s concept was that the future could well
be stabilised, in the sense that relationships don’t change over time, but human beings don’t have
the computer power to make these calculations to ‘see’ the future - so, it’s a failure of human
computing power. Of course, Knight was writing before we had all these computers...
Whereas Keynes’ argument was that there’s no way to predict the future from looking at the past
- in his 1937 article, Keynes says that the future’s uncertain, there’s no way that taking probability
distributions from the past and projecting them into the future provides any reliable evidence about
the future. For Keynes, the answer was that the future changes in a way that we are not able to
see - that’s what causes uncertainty. What we have to do is design institutions that, no matter
what changes, are able to react to these changes to keep the system going in a more stable way.
The difference between us and Marxians, for example, is that Keynes thought the capitalist
system had a lot of problems and could collapse, but he wanted to design a system that would
allow you to stabilise the capitalist system - as opposed to Marx, who said, ‘Let’s get rid of it and
have the proletariat run the world.’
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PA: The next question is about your career, really - have you taught undergraduates,
postgraduates?
PD: I’ve had a couple of very good graduates. There have been a few that have been contributing
to this [project], both from when I taught at the University of Pennsylvania, also at Rutgers and
even at Tennessee - so, I’ve had some good graduate students, maybe you could count six or
eight of them off where people might recognise their names.
PA: Did you teach undergraduates as well?
PD: I taught undergraduates as well. In fact, one of the interesting things is I taught, as an
undergraduate, a guy named Ed Williams who is now a professor of finance at Rice University,
and this was back in the 1960s. You may remember someone called Barry Goldwater,
conservative Barry Goldwater - Ed was a strong political supporter of Barry Goldwater. Whenever
I would raise macroeconomic problems he would be the first on in the class up to contribute, but
finally I convinced him and he’s become a strong supporter of my views- even though as an
undergraduate he was a Barry Goldwater person - and he has been ever since. Interestingly
enough, he just recently contacted me and told me that in the class he’s teaching at Rice
University about finance, they’re going to adopt as a textbook my book which I have just written,
‘Who’s Afraid of John Maynard Keynes?’ So, there he’s gone from Barry Goldwater to supporting
John Maynard Keynes!
PA: That’s a pretty good shift. I’ll move onto Modern Monetary Theory, which you might regard
as a subdivision of Post-Keynesianism. Have you come across MMT - Randall Wray, Warren
Mosler, Bill Mitchell?
PD: Yes.
PA: And if so, to what extent do you consider it valid? What would be your view on it?
PD: Let me tell you, I am partly responsible for its growing as an economic theory. Warren Mosler,
who was basically the founder of MMT, wrote me a copy of an article he was writing which he was
attempting to get published and could not get published in any academic journal. Warren was a
venture capitalist, he wasn’t an academic economist, and I told him how to modify it and I
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published it in the Journal of Post-Keynesian Economics, and that caught people like Randy
Wray’s and others’ attention to it. Then Warren asked Randy to write this book - I don’t have any
evidence except what Randy once told me - but Warren offered him a substantial sum if he would
write this book on MMT, and Randy said that the amount of money Warren offered him was more
than he could ever think of getting as royalties for any book he could write! So, he wrote this book,
and I don’t know he much he had to collaborate with Warren and how much they went back and
forth - but this became the basis of MMT.
The big problem with it, if I can say it is a problem, is that what MMT says what makes money is
its being the thing that you have to pay taxes with. Whereas remember I said what makes money
is what you settle contractual obligations with. That’s a big difference. I’ll give an example which
I’ve offered several times, but Warren and Randy have rejected, and that’s that during the Korean
War, the United States issued military script. This could be applied in any war, even in a European
war; the use of military script ‘money’. They do not pay troops Federal currency in Japan or Korea
or in Europe, they pay them something we call military script. What is military script? It looks like
a Federal Reserve note, but it’s not issued by the Federal Reserve and the reason for that this
military script is not money is that it is only acceptable at the post exchange for goods like
cigarettes and whisky and whatever you can buy at the Post Exchange (goods which you cannot
necessarily buy in the civilian market in the wartime zone).
However, soldiers would like to buy things that they can’t afford at the Post Exchange - mainly,
wine, women and song - particularly women, very often. The function of military script was to
prevent the soldiers from having any transaction with the civilian population. Nonetheless the
women who were willing to sell themselves to the soldiers were willing to take military script. Now,
they couldn’t use it to buy anything in the civilian markets - but they could then get soldiers, if they
had enough military script, to buy things from the post exchange with their military script, like
cigarettes and whisky, which was well wanted and you couldn’t get [on the civilian market].
However, to pay taxes in Korea to the South Korean government you couldn’t use military script,
you had to use Korean won. Here you have a country where taxes were paid in Korean won, but
almost all important market transactions use military script, mainly because the only good markets
to buy were in the Post Exchange. For most of the civilian transactions, military script operated
rather than Korean won. That, to me, seems to be is somewhat evidence that MMT’s view on
taxation doesn’t quite hold.
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PA: That’s an interesting view. In a general case, such as that of the US, do you think that taxes
fund spending? Or are they merely a means of protecting the value of the currency and altering
the level of the aggregate demand? Is there such a thing as “taxpayers’ money” in reality?
PD: That’s the interesting thing, when you say, ‘The government ran a big deficit, and that’s
taxpayers’ money that we’re paying out!’ – but, in reality, it’s not, or it need not be. The question
is, when the government runs a deficit, who does it sell the bonds to? We have a whole bunch of
bond dealers in New York who make the market in bonds, but if they’re not making the market or
the price of bonds is falling so the interest rates are rising and the central bank doesn’t want that,
the central bank starts buying government bonds. In the Second World War when we were
running these huge deficits, who did we sell the bonds to? We sold the bonds directly to the
central bank - so it’s the central bank who creates the money, not the taxpayer. Taxpayer money
is only used when you have a balanced budget.
Now, the question that some people raise with me as well is, ‘If the government can buy things
by printing money, why do you have taxes at all?’ And the answer is because you have to make
sure total aggregate demand, consumption, investment, foreign and government demand, doesn’t
exceed full employment. The taxes take a certain amount of aggregate demand away from the
civilian population, who would spend it on consumption, in order to free resources for investment,
to provide exports and to provide stuff that the federal government needs to buy for population.
So, that’s why we take taxes.
PA: That makes sense! So, when the government spends, how would that affect the balance
sheets of the central bank and commercial banks? In other words, if you were looking at the
accounting structures, what would happen at the central bank and commercial banks’ accounting
systems, if, say, the US government bought a new nuclear submarine from a defense
subcontractor?
PD: Well, if the government spends money, it writes a cheque against its deposit at the Federal
Reserve. The question is - where does it get funds in the deposit at the Federal Reserve? It can
get it two ways. One is it could sell bonds to the civilian population, which then gives them
cheques, which then moves the funds from the commercial bank into the federal reserve bank
government deposit. Or it could sell the bonds directly to the Federal Reserve, and the Federal
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Reserve pays the central government by a direct deposit in their Federal Reserve account. So, it
depends where the government is selling these new bonds that they’re issuing.
During the Second World War it was obvious. I was a kid during the Second World War and we
used to have bond drives every once in a while - there’d be a bond drive and as a kid you bought
stamps for twenty-five cents apiece from the postal office, which goes to the government. You put
them in a book, and when you had eighteen dollars and twenty-five cents’ worth of stamps, you
could turn it in to get a government bond which was going to pay you twenty-five dollars in ten
years. That’s how the government got my quarters! But for the most part, every few months we’d
have a government drive - there’d be a meter in Times Square which showed whether the
government was getting enough in borrowing to meet its goal. And the answer is it never failed to
meet its goal. Why not? Because if it didn’t get enough money from the civilian population, the
Federal Reserve bought all the bonds the civilian population wouldn’t buy, and the goal was
always met. So, the Federal Reserve always filled in to provide the funds necessary. And, of
course, to keep the civilian population from spending money on a lot of civilian goods, which were
not available because we were making so many war materials in the factories, we had rationing.
That meant you not only had to have these green tickets which we call money to buy sugar or
something like that, but you would also have to have stamps that the government printed which
said, ‘This stamp is worth a pound of sugar.’
PA: They had that in Britain as well. Could you describe quantitative easing in a sentence? In
essence, what do you think it is, quantitative easing?
PD: There are these terrible financial assets, called derivatives, and a lot of people were stuck
with them. They suddenly lost liquidity because nobody would buy them when people wanted to
sell them. Well, the accounting rule says if I have a financial asset, I carry it on my balance sheet
by the market value. If it’s a non-financial asset, that is, one that’s not re-saleable, you carry it by
cost. What happened was when nobody wanted to buy these derivatives, the prices dropped
close to zero; what did that do to people’s balance sheets? It knocked down the asset side of
them. Anybody holding derivatives loses all of that; it wipes out their net worth. If these were
mortgages, which are not re-saleable, they would carry them at cost value of when they bought
them, and so their net worth would stay high.
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So, quantitative easing was an attempt to restore the value of these derivatives, which were
basically zero - that is, buy, buy, buy these toxic assets so that they were no longer toxic, they
had value, and then financial institutions had balance sheets in a condition which still kept them
from bankruptcy. Quantitative easing is basically the Federal Reserve acting as the lender of last
resort of liquidity.
PA: And do you think it’s reasonable to consolidate the Treasury and the central bank, as under
MMT, and treat them as one entity in their models? Or do you think that there’s too big a distinction
between the two to do that in terms of modelling?
PD: Well, the problem is the central bank likes to think, politically, that they’re independent of the
government, so if you treat them as one entity you’re saying, ‘No, they’re not independent.’ They
may not be independent, but at least it [non-consolidation] allows the central bank to make the
decision about whether to be considered independent or not! The crash of 1929 occurred when
the central bank refused to give up its ‘independence.’ The financial crisis started because the
central bank was independent but quantitative easing was effectively a way of saying, ‘We’re not
going to have the equivalent of the 1929 crash.’ Therefore, the central bank gave up its
independence - not so much to bail out the government, but to bail out the financial institutions.
There were a lot of fraudulent sales made - for example, the huge amounts of sales of real estate
in Florida. The story is that there were pieces of real estate sold in Florida which were land in the
swamps and, of course, the Federal Reserve didn’t bail out the holders of the assets based on
these sales, and that helped lead to this crash of financial markets, which then went to the stock
market, and the economy.
PA: Have you come across the employer of last resort or job guarantee program, favoured by
MMT? If you’ve come across it, do you think it’s a valid idea as a policy option?
PD: Well, the answer is of course, the central government should be responsible for keeping the
economy in a prosperous condition, with people earning income. If the private sector consumers,
investors, export industry do not spend enough, then you’re going to have the problem of
unemployment rising. The question is, what does the federal government do to end this rise and
reduce unemployment back to a more prosperous level? The answer is they could do two things.
One is that they could go out and buy things from private enterprise, create market demand and
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then private enterprise will create the jobs, so private enterprise will become the employer of last
resort, so to speak.
Or they could do what Roosevelt ultimately did with the WPA and the PWA - that is, there were
so many unemployed in the recession that the government went ahead and created production
machinery which was managed by the government rather than managed by individuals on
different orders. Of course, the Works Progress Administration and so on built highways and all
sorts of things which we would call infrastructure. Today, if the Trump administration says they’re
going to spend ‘x’ million dollars on infrastructure, they say they’re going to give out contracts to
private enterprise to build bridges and build more roads, and so on and so forth. So, the
government will not be the employer of last resort because jobs will be created in the private
sector, but they’re created because the government is paying money to private enterprise to
create the jobs - which is different to the employer of last resort.
The employer of last resort would be applicable if these was nothing that the government could
buy from private enterprise, you the government might say, ‘we’ll hire people who are unemployed
and we’ll make work.’ Keynes said something about how you could hire workers to dig holes and
fill them up again - or in Ancient Egypt, the Pharaoh hired slaves to build pyramids to make people
fully employed! Unfortunately, Mr Trump doesn’t want to build pyramids….
PA: He’d rather build a wall, I think.
PD: He has to rely on the recognition of the importance of contracting to get things done.
Once somebody asked Kenneth Galbraith about government deficits and said, ‘government
deficits are terrible’, and his response was, ‘Look, if the government deficits to create jobs, that
prevents private households from having to go into deficit to feed their families. Isn’t that more
desirable?’
PA: That’s a good way of looking at it. In terms of MMT, would you say it’s a legitimate aspect of
Post-Keynesianism? Would you think it has a role to play in Post-Keynesianism? And what is the
attitude of people you’ve worked with towards it?
PD: There are different views [of MMT], as I said.
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I should point out I was in Cambridge, England, for the hundredth anniversary of Keynes’ birth King’s College had a symposium to celebrate it. One of the people speaking there was Paul
Samuelson who never bought into Post-Keynesianism, and he called people like Joan Robinson
and Sidney Weintraub - and I think he called me, though he never said it to my face ‘unreconstructed Keynesians’. He was a ‘reconstructed Keynesian’, you see, and he didn’t fall
into this ‘extreme’ view of Keynes that we had. And the reason why was his academic foundations
were from a Walrasian system, so the answer to the question ‘how to reduce unemployment?’
was to ensure money wages aren’t fixed, prices aren’t fixed so if there was a high level of
unemployment, wages could fall and more people would be hired, and so on and so forth. That
view made you a ‘reconstructed’ Keynesian.
If you take New Keynesians, the same thing is true - if you ask someone who claims to be a
Keynesian who’s a mainstream economist, ‘What causes unemployment?’ The answer is, ‘fixed
money wages’. What’s the solution? ‘Get rid of unions, because unions are the guys that create
these problems!’ Of course, that’s what happened under the Reagan administration, and I guess
it’s happening under Mrs Merkel as well, a little bit. Whereas Keynes, in the last few chapters of
the General Theory, pointed out that if wages were variable, you still could not create full
employment. Why? Because if wages fell, then people’s wage income fell, then consumption falls,
so the aggregate consumption function would fall, and therefore while aggregate supply was
falling aggregate demand was also falling - and therefore you couldn’t increase total effective
demand. So, this is part of the problem.
In fact, I’ve argued occasionally that one of the problems with unions was that in the 1960s they
were creating inflation and they brought themselves down because that encouraged people like
Reagan and the Republicans and even some Democrats to be anti-union. Ken Galbraith invited
me to give a talk in front of the Americans for Democratic Action, which is a left-wing political
economic organisation, and I argued for what Sidney Weintraub and I called ‘tax-based incomes
policies [TIPs]’ to keep wages and prices stable. Leon Keyserling was a member of the council of
economic advisors to Truman - and as I got up and said a problem with unions was they were
being too aggressive and creating this high inflation rate was going to cause problems, Keyserling
got up and said, “I object to the idea that the Americans for Democratic Action lets someone like
this fascist Davidson speak in front of them!” I was a ‘fascist’ because I was saying that unions
needed to be restrained to prevent them from creating inflation, which then the central bank and
the government were moving in on as a justification for allowing unemployment to occur.
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PA: It’s a bit harsh, Paul! The last two questions, now. One is about methodology: what is your
methodology? Is methodology important to you?
PD: Well, basically I’m a theorist, and my methodology is you make up a theory based on certain
postulates, and from these postulates relationships are built. Therefore, your methodology should
be that the postulates that you make up are not incompatible with reality. Anytime you make an
assumption it can’t be perfectly realistic, but it should be as close to realistic as possible. If you
reach a solution which you don’t like, you should look at which of the assumptions you made that
got you to that solution, and the question then becomes, can you remove that assumption and
still maintain reality and get the solution that you want?
For example, Samuelson said, ‘I’m going to assume wages are fixed, and that’s what causes
unemployment,’ and my answer was, ‘Well, if wages are variable, and you have competition in
the labour market, can you guarantee full employment?’ And the answer if you’re a Keynesian is,
only if you can show that effective demand, that is the intersection of aggregate demand and
aggregate supply curve, will always be at full employment. Changes in wages will shift the
aggregate supply curve because one of the conditions of aggregate supply is the money wage
relative to the productivity - and the issue then becomes if wages fall, the aggregate supply curve
shifts to the right then that’s going to create jobs, but if the aggregate demand curve also falls
because wage income goes down and aggregate consumption goes down, then you haven’t
solved the problem. So, you have to look at the realism of the assumptions and their implications
on demand and supply. That’s the methodology.
PA: And my final question is; what’s your attitude to pluralism? By that I mean having lots of
different approaches together, people being open-minded to different ideas - do you think this is
a good thing? Or do you think you need to have this homogenous approach that’s very popular
amongst the mainstream?
PD: No, the answer is the problem with pluralism is, as I talked about before, ‘divide and conquer’.
You have to agree on some basic theory, and my argument would be that Keynes provided a
basic general theory. So, if you’re talking about macroeconomics in terms of aggregate supply
and aggregate demand, that’s the basic theory - so you can’t have Marxists saying, ‘Well, the
cause of unemployment is that the capitalists exploit the workers.’ How are you going to solve
that problem? Kill off all the capitalists? And the question is, will workers exploit other workers?
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And the answer to that, when we had unionisation, was yes. Unions such as coal-miners or steelworkers were willing to push up their wages and the price of their products - and a major point
that I like to make is that the price of anything is always someone’s income, so if the price rises,
somebody’s income is rising.
PA: Well, I’ve finished the interview, Paul. Many, many thanks, I’ve really enjoyed it!
PD: Good! Take care, bye now.
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R1 (16) Professor Kevin Dowd: Interviewed face-to-face, Sheffield, 15
October 2018

PA: Professor Kevin Dowd, many thanks for the interview. Which field of economics would you
consider to be your specialism?
KD: That’s a hard one. I’ve got a range of interests. My main interest is political economy, and
within that I’m interested in monetary, macro, banking, and a couple of side issues like bank
regulation, stress tests; issues like that. I’ve got a side line in actuarial science - I’m looking at
pensions and mortality modelling, I think that’s important. The key thing is political economy, but
I’m also interested in quantitative stuff, technique. All my work is either political economy, or it’s
quantitative or technical, which usually has a political economy aspect, but not in every case.
PA: And what are the main issues in your field or fields? You may have alluded to them already.
KD: Well, you can interpret that in two different ways. One of my main interests has always been
the individual and the state, essentially: what’s the role of the state? Should there be a state?
That’s the broad perspective I’m coming from. In my field, when I got going as a student, the big
issue was monetarism versus Keynesianism, and then we had the ‘rational expectations’
revolution, which I interpreted as monetarism, mark two. I was very interested in that, in monetary
policy and how activist it should be, how ambitious it should be versus whether it should be
constrained by rules. I’m thinking here of quasi-constitutional rules. I tend to think the government,
if there is a government, should be limited by a constitution. I think the central bank should be
limited by rules of a similar nature, if there should be a central bank - but I don’t think there should
be a central bank. I don’t believe in the state, either. My answers to these questions are always
towards the end of the spectrum that says as limited as possible.
PA: The next question is how would you describe the underlying axioms or principles of your view
of the world and economy? You can interpret this question in any way you wish.
KD: To answer as simply as I can, I would look at it from the perspective of Austrian economics.
So, you go back to Menger, von Mises, Hayek - then of course go further back to Adam Smith
and so on. It’s very much Austrian in approach. The Austrian church is a broad school; there’s a
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lot of conflict within it. Some Austrians take a very aprioristic approach, and some of us are much
more Humean, to go back to David Hume. For example, I don’t discount empirical analysis, I think
it’s a necessary part of what we do - I’m very critical of a lot of empirical analysis for all sorts of
reasons, but that’s not an argument against it in principle. Stepping back from this, I feel the
obvious alternative schools of thought would be Keynesianism and Marxism. I’ve studied them
both a fair bit, and I’m broadly out of sympathy, and we could go into that…
PA: Later we will! In terms of history, what role would it have to play in your work? How important
is it?
KD: To me, history gives a perspective; a reality check. For example, I could come back with
some economic model - and economists are very bad at doing this - that may appear to make a
lot of sense, but you never see any application in the real world, and that tells me there’s
something wrong with the model. So, a lot of economic theorists will produce this stuff, they get it
published in top journals, but it’s of no value whatsoever. I think history at a broad level, and even
empirical analysis at a narrower level, is a way of weeding out the poor theory from the theory
that actually helps us understand the way the world works. I’m just not interested in the abstract
theory for theory’s sake, it has no relevance. I also approach things as a kind of frustrated
historian; one has to see things in the sweep of history, and we’re always reinterpreting history
from one generation to the next, it’s almost a distant mirror, in some cases. That’s where a lot of
the discussion should be. One of my criticisms of modern economics is that it doesn’t have enough
historical background in the syllabus, and a lot of modern economists have a very limited
knowledge of history - even economic history. I think that’s a massive problem.
PA: What do you think about maths? If you use it, how to you use it? Do you think that economics
is over-mathematised?
KD: Well, I’ve often been bemused by undergraduates coming to me and saying, “I came to do
economics, and they’re making me do all the maths and stats.” I understand why we make the
students do this, but I think it’s massively overdone. I think that, since Paul Samuelson, in the
1930s, economics has been pushed into mathematisation, whereas earlier generations of
economists looked at economic history and first principles. So, I think that this has become a
cancer which has undermined the validity of economic analysis; I think it means that we’re often
producing graduates who know how to crank out a model, but don’t know any economic history
348

and don’t know much in the way of first principles and can’t even engage in an intelligent debate
about Marxism or classical liberalism or any of that stuff - which should be something that, in my
opinion, an economist should be on top of.
PA: Although you and I come from different perspectives, I think that’s something we’re 100%
agreed on. Now, I’m going to move onto monetary and fiscal issues. To what extent are you
familiar with the state theory of money, exemplified mainly by Knapp, and the credit theories and
the two seminal papers by Innes? And, if so, how far do you support them?
KD: I can’t remember the Innes stuff, so I’d like to pass that, if you don’t mind. Knapp, I have very
strong views about. So, you basically have Knapp versus Simmel, Simmel being very much of
the Austrian school of thought (of course, he was actually German). I find the state theory of
money absolutely abhorrent, and when I want to have a go at Keynes, I usually quote Keynes’
comments, “All civilised money is state money.” To me this is unspeakably bad; it goes against
everything I stand for. For me, it’s either money did arise, as a matter of fact, spontaneously, and
governments got involved in the early stages, or not (we can argue about the extent of that). The
idea that most economists have is that money is naturally a creature of the state, that is was and
should be, and I think both are wrong. My life’s work has been about how you can have monetary
and banking systems that do not involve the state, they can be in an anarchist society, and I
suppose that behind that I also have a kind of personal agenda, which is if you start from minimalstate libertarianism and ask, what are the essential functions of the state? Money, law and order,
defence. I think you can kick the props out from all three of those, which makes you an anarchist!
PA: I remember in your article [‘Invisible Hand and Evolution of Money’ in Smithin, ed. (2000)] you
mention this idea of conjectural history, which I thought was quite interesting, the idea of creating
plausible idea. Having said that, would you disagree implicitly with things like the anthropological
evidence, such as that of Babylon and all these ancient cities where some sort of central
stakeholder names that which is acceptable in taxes and issues that? It’s not that that private
sector doesn’t issue money, it’s that the state, or some central authority, must define the unit of
account. What’s your view of that kind of history; what Keynes described as his ‘Babylonian
madness’ work, that the state names a unit of account (it could be bi-monetary, such as a weight
of silver equals a volume of grain, that becomes the unit of account) and individuals (drawing on
the Mengerian 1892 account) couldn’t really develop a unit of account themselves? That’s an
argument following from Ingham’s work - how would you answer it?
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KD: So, what I tried to do in that chapter was to take Menger’s history, ‘invisible hand’ story of the
evolution of money - Menger essentially took it to coinage, and I tried to conjecture how a more
modern system would evolve, so I talked about things like the separation of the unit of account
and the medium of exchange, and so forth - and how it could evolve in a spontaneous monetary
order without any state intervention.
The second point is this question about state involvement in ancient history. I think - I’m not sure
if I’m expressing myself correctly - ontologically, we do not need the state to provide money, and
we see experiments in which that’s the case. Menger’s account was not historical, it was
conjectural, and there’s been some interesting debate about the ancient societies. You mentioned
Babylon; I was thinking of Lydia, and coinage. There’s been some alternative research that talks
about the evolution of stamped bits of metal and so forth, and some of this research goes all the
way back to the 19th century There’s some very interesting stuff that’s not well-recognised or wellknown even among monetary economists.
PA: A lot of the best stuff predates the Second World War, or earlier.
KD: I think this discussion of the role of a centralised ‘state’ authority versus the spontaneous
origin is a very interesting angle to pursue, let’s say in the context of ancient history - but my
defence of spontaneous order is not based on that (although I think I could make the case that
the state involvement has been overrated and examples of spontaneous order have not been
given the recognition they should.) The first economics paper I ever read was Radford’s
economics in the POW camp, which talked about cigarette money arose; it was not a conjectural
history, it was a case study, and how the Menger-type arguments were seen to work. Cigarettes
became money, and this monetary system worked really nicely until someone tried to centralise
it; it all fell apart. To me, that’s a perfect parable of what’s going on. The other thing is we also
see lots and lots of private money systems all over the world - there’s a journal that focuses on
this, there are tens of thousands of cases of private money, that is not state money - so I think
the state theory of money is not only abhorrent from a moral point of view, but also it is empirically
refuted. It’s good that we should talk about these things, because it deserves much more attention
than it is getting.
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PA: That’s very interesting to me. What I actually find, as an aside, is that mainstreamers aren’t
interested in that issue, and generally Marxists don’t like the state theory of money, and nor do
right libertarians. It’s only a fairly small portion of Post-Keynesians who like it and engage with it.
If there is a simple answer to the question would you consider the money supply to be determined
exogenously or endogenously? You might need to out a proviso on how you’d define those two
words.
KD: I’ll give you a very simple answer to that. If we’re talking about modern systems of central
banking, the narrowest money is the base money, and we have various broader money
definitions. The base money, theoretically, could be set exogenously - it’s called monetary base
control. In practise, it isn’t, though the difference may not matter too much in the sense that you
can see the interest rate as a mechanism to control the monetary base, and then it just becomes
a kind of technical issue of implementing monetary policy. So, the bottom line is that base money
is typically endogenous, but could be exogenous, and the broad money supply is always
endogenous - no question about that. I think it cannot be a controversial issue as far as I’m
concerned.
PA: And if you were modelling or discussing banks, would you consider them as pure
intermediaries between savers and borrowers, who collect pre-existing savings and allocate those
savings to borrowers - or would you see them as creating money out of thin air, if you like.
Alternatively, would it be some amalgamation of those views?
KD: So, the first point of view has a number of problems. Number one, the use of loaded terms
like ‘pure’ makes me nervous. Secondly, you use the term ‘pre-existing’, which also makes me
nervous. I think to use those terms takes us away from where the action should be.
PA: I might rephrase the question: do you think that banks can create money using key strokes;
out of thin air?
KD: Of course, they can! This is the essence of fractional reserve banking, and fractional reserve
banking grew out of the goldsmiths. The goldsmiths’ story is, I think, a very convincing one. I think
it’s empirically well-founded, and the basic idea is that the goldsmiths start lending out the gold
that’s been deposited with them and this process develops so the goldsmiths make loans while
holding only a fractional reserve. There’s been fierce controversy among the Austrian school
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between those who say that fractional reserve banking is somehow wrong - Murray Rothbard
says it’s fraudulent. I don’t accept that at all; I think fractional reserve banking is entirely natural.
It does lead to this strange conclusion, which you cannot avoid, that the money is being created
ex nihilo, if you want to put it like that. I’m not going to argue with that. That makes it look very
strange from certain perspectives, but that’s OK; that’s just the way it is.
Again, from my perspective, money and banking can be, and in some cases were, generated by
market orders; for example, the reserve rate of banks pursue could be 100%, could be less than
100%, it’s a business decision. If you want 100% reserve banking you’re going to have to pay to
make a deposit. So, that’s why fractional reserve banking has dominated. It’s not illegal to have
100% reserve banking because you can have a safe deposit box, but you have to pay a charge
for it, you see. So, fractional reserve banking will always dominate, will always not entirely exclude
people who want safe deposit boxes - and suddenly all the other key ratios, capital ratios and
other things, should be determined by business decisions in an appropriate context, personal
responsibility and rule of law, all the things that determine a market order.
PA: That makes complete sense. How do you see interest rates being determined in theory and
in practise? Is there any sort of disconnect between theory and practise, in your view?
KD: I think there’s been way too much theory on this subject, and a lot of this theory has been
disconnected from empirical evidence and historical reality. So, to me, distinguishing between a
commodity money and a fiat money, fiat money being a money that is issued by a central bank
that has no obligation to redeem to gold or anything else. In a fiat system, which is the one we’re
familiar with, the bank pursues a monetary policy - my analysis of this is very monetarist, or
Fisherian - I’d basically say there’s a real rate of interest (this is a very crude first approximation),
it might be whatever you think it is, and depending on the rate of growth of money supply, and so
forth, the nominal rate of interest will equal the real plus the expected inflation rate. That’s the
kind of analysis that one has of nominal interest rates in a fiat money system with a central bank.
The interest rate there could be anything depending on the policy.
In a commodity-based system, you think of a gold standard, then the banks operate subject to
the obligation to redeem their notes and specie on demand. That’s what the legend ‘I promise to
pay the bearer’ means. So, my old joke with students is that that’s just a kind of legal lie; if you go
to the Bank of England they’ll smile at you and give you another one! The Americans are smarter
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because of their currency it says ‘In God we trust’. So, the obligation to redeem currency imposes
a constraint on the issue of currency, and therefore on the broader money supply and also on the
interest rate. Again, we have to ask what that looks like - look at historical experience, look at
Britain from 1821, when the Gold Standard was resumed after the Napoleonic War, to 1914, when
the Gold Standard was suspended on the outbreak of the First World War. You have a long, long
period there; the bank rate never fell below 2% and never rose above 5%. Walter Bagehot
famously said, “John Bull can stand many things, but he cannot stand 2%.” Interest rates were
remarkably stable in that period, which I think answers your question.
PA: It does, yes. Do you think that, in a country such as the UK or US, not a Eurozone country,
could the central bank control the whole risk-free yield curve? Has it the capability to do so? And
do you think it should?
KD: Well, to answer your questions backwards, I don’t think a country should have a central bank
in the first place because I don’t think it should meddle with these things.
PA: Bearing in mind it exists, do you think it has the capability, rightly or wrongly, to do that?
KD: It certainly has a limited ability to influence the yield curve, because it depends on the openmarket policies of the central bank. For example, the central bank would traditionally buy bills,
very short-term bonds - and since the financial crisis the central bank has gone out on the yield
curve, playing around there, trying to influence the shape of the yield curve. You have things like
forward guidance and so on. Many of these are trying to influence not just the short rate, which
was the focus of previous central bank policy, even under the Gold Standard, although that was
very limited by modern standards. After the Gold Standard that became a bigger scope for the
central bank to play with, in other words, a bad thing from my perspective, but since the crisis
they’ve tried to play with the long end of the yield curve as well. I think that’s a very bad idea they’re just meddling with a system that would do better left alone - but yes, they can do it, up to
a point.
PA: That makes sense. Now, this is extremely subjective. I’m going to talk about heterodox
economics - when I mention the term ‘heterodox economics’, what does it mean to you, and which
groups would you identify as being heterodox?
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KD: That’s a great question. I interpret ‘heterodox’ as non-conventional economics, I think that’s
a safe starting point. The schools of thought I’d see within that - there’s a massive broad scope,
there’s a bunch of different schools - you have Marxist schools and the Marxist tradition, PostKeynesians, Austrians. Those would be the three. In some cases, there are some overlaps.
PA: To what extent would you consider them compatible, complementary or antagonistic? If you
look at the various forms of Keynesians, Marxists, Austrians, where would be the overlaps and
antagonisms?
KD: That’s a really difficult one. You’ve got three schools of thought. Coming from my perspective,
which is Austrian, there is not much overlap between the Austrian and Marxist schools of thought.
If you step back further, talking about schools of thought in economics, arguably there is some
overlap from a philosophical point of view if you start comparing anarchist Austrians with some of
the left libertarian groups of the past, such as Kropotkin. So, these schools of thought go back
easily to the late 19th century in some cases, but then you get into left versus right libertarian. I
think the term ‘Marxism’ classifies it as statist, in my opinion, whereas you could have forms of
socialism, communism, anarcho-socialism, syndicalism. So, from the philosophical point of view,
you can see some similarities emerging - but most of the time you don’t, because the Austrian
school of economics is very much anti-government, whereas Marxism is, as I would see it,
essentially statist. So, there’s not much similarity when you get into economic issues.
Between Post-Keynesian and Marxist, I don’t want to get into that, I’m too rusty - but between
Post-Keynesian and Austrian, there are some. For example, one thing that the Post-Keynesians
bang on about, the endogeneity of money, to me that’s just self-evidently true. I’m not sure why
the Post-Keynesians put so much emphasis on it, but clearly it’s correct.
PA: I think it’s because Keynes did [In the Treatise on Money] …
KD: It’s very hard to construct a respectable theory of money or monetary policy that doesn’t do
this. Even a monetarist, who wants a ‘k’ per cent growth rule, they still have to grapple with the
endogeneity of the money supply to achieve the target, for the simple reason that the broad money
supply is not something you can directly control. You can only indirectly influence it; that, by
definition, makes it endogenous. To me, that’s one of the key claims of Post-Keynesian
economics, and it’s just not controversial as far as I can see.
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Where do I have criticisms of or differences with Post-Keynesianism? It’s partly because it's
Keynesian, and I find I’m very uncomfortable with that. I’ve also felt that Post-Keynesian
economics was often predicated - it seemed to be very unclear in places, it was very macrooriented, lacking micro-foundations. I always felt there was a lot of fuzziness in this school of
thought, but at the same time - and this goes back to the usefulness of empirical stuff - I’m
conscious that some of the Post-Keynesians like Steve Keen have made good points about the
housing crisis and he anticipated some aspects of the crisis, so I give credit for that. However, it
seems to be incomplete sets of views, because every Post-Keynesian will be different from every
other Post-Keynesian (I don’t mean that as a criticism, because every scholar will be different
from everybody else; that applies on the Austrian side itself.)
PA: It’s quite interesting - as a Post-Keynesian, that’s a criticism which Post-Keynesians would
make of themselves. Part of the attraction of the mainstream, part of their ability to maintain this
hegemonic structure, is (although I’m not saying they all agree with each other) there is a certain
sense of methodological consistency possibly because they don’t even think about methodology!
They’re more or less a mass, whereas with Post-Keynesians, they’re such a disparate school.
KD: I think that’s to its credit, as well; I think that’s thinking outside a limited box. That’s got to be
good.
PA: The next question is very much a personal feeling you have; to what extent do you think
heterodox economics, however defined, can be considered as a viable alternative to the new
consensus macro, ‘rational expectations’ mainstream? Is it ignored, disregarded, or maybe seen
as having some potential in the community you personally work in?
KD: To me it seems that there’s a dominant, conventional view, which is driven by the
mathematisation of an essentially Keynesian perspective. So, if we go back to Samuelson, Hicks
and all that; on one hand, mathematisation, and on the other a Keynesian approach. It then leads
one to see the economy as some kind of control problem as opposed to a spontaneous order. I
think this is a very narrow way of looking at the economy and predisposes you to solutions just
by setting the thing up that way - ‘It’s a control problem, so what should be the control instruments
to control the economy?’ I think anything that challenges that is a good thing, and I admire the
fact that the Post-Keynesians are willing to break out of that. My perception is they’re perceived,
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because they’re unconventional, as a bit cranky, a lot hinges on the individual views of key players
and all - but that’s exactly the same on my side, that’s not a criticism. If you’re not in the
mainstream, you are inevitably involving smaller groups of people who talk to themselves a lot
and have difficulty getting their message across.
However, whatever you think of the message - it’s the same on the Austrian side - I think it’s to
be welcomed that one has these discussions. I’ve been involved with the Durham Society for
Economic Pluralism, and I come at it as an educator, I welcome pluralism. I know that some of it
is Post-Keynesian and that’s fine - the whole point with pluralism is to think outside the mainstream
box, and then we can argue later. What struck me was we had a conference in Durham in
December, and there were three of us there - it was a civil discussion, it was remarkable how
much we agree on about the financial crisis and the banks and so on. It wasn’t the first time that
I’ve walked into an economics seminar, where economists famously fight, to find common ground.
There were disagreements, but they were very mild, and there was a lot of commonality and
civility.
PA: Yes, absolutely. Sheila Dow discusses [2017] the right way for people to behave as
economists in debate. Now, I know that you’ve taught in a university, undergraduates and
postgraduates, so I’ll move on from that and ask you about the crisis. Do you think that the global
financial crisis provided evidence to contradict the New Keynesian, New Classical mainstream,
the new consensus macro? If you think it did, what sort of things happened in the crisis to show
that the mainstream wasn’t doing a particularly good job?
KD: Let me just pick a bone with you there - you talk about ‘conventional’ as being New Keynesian,
New Classical - the New Classical disappeared from the scene a long time ago. It’s essentially
New Keynesian. That has been shown to be completely irrelevant. Put it like this: they walked into
the crisis not expecting it, they were totally taken aback. All their earlier modelling, earlier
approaches blinded them to the crisis completely. That’s a big problem. Secondly, the policy tools
that they’d evolved and had plenty of time to think about in advance turned out not to work so
they rewrote the rulebook in a panic response to the crisis. To me, that suggests that the
conventional approach was never right in the first place and is definitely not right now.
One can look at specific examples, such as quantitative easing. If you want to see that as an
extrapolation of aggressive monetary policy; I see that as an experiment carried to almost total
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destruction, it’s not delivering the stimulus that was promised - again, that should lead us to
question the thinking behind that. I think a lot of the problem here is that central bank policymaking is dominated by PhD economists who are essentially modellers, who have a limited
perspective on history, a limited perspective on everything, basically! They see things narrowly in
terms of a particular class of New Keynesian models, and those models are clearly not up to the
task. The policy responses that they’ve offered have basically not worked. You could argue,
‘Would the banking system have collapsed?’ I could argue with that; if the banking system had
been fixed we wouldn’t need the banks still on state support and things like that. In any case, the
banking system hasn’t been fixed, I’m not going to argue with that, and I can give you evidence
for that - I think it’s conclusive that the banking system is weaker now than on the eve of the crisis.
PA: And do you think the GFC has affected the new consensus macro in any way? Has there
been some soul-searching, or has it been business as usual?
KD: Well, I think the mainstream consensus, the policy-making consensus - the elite of mostly
New Keynesian economists, central bankers - I don’t think they’ve learned much. I think there’s a
lot of denial. I think their responses have been completely unconvincing. One could give examples
of this with the Basel capital regime. Now, remember the Basel II regime was barely coming into
operation in 2010 and it was going to safeguard the banking system - when the banking system
crashed, the Americans hadn’t even instituted Basel II and it had already crashed. So, in 2010,
people started talking about Basel III, and Basel III was a joke. By the end of the year, Basel III
was a reality, and many of the problems with Basel II were incorporated into Basel III. I was a
panicked reaction - I could go into great detail about this. To me that’s a perfect example of, ‘Let’s
put on a fresh lick of paint and make a few changes here and there,’ that doesn’t really address
the underlying issues.
Another issue that’s probably deeper still is central bankers were saying, ‘Trust us, we know what
we’re doing, we’ve got all the fancy models,’ and all that. When that doesn’t work, there’s a bit of
penance and so on, but in the reality, they’re saying the whole thing again: ‘Trust us, we know
what we’re doing.’ They made up the rulebook in the crisis; much of what they did was illegal,
things like the ‘TARP’ in the US- that was blatantly illegal. In Ireland the response to the crisis was
certainly illegal. Why would you trust these people? The crisis was caused because of the
regulatory system created and policed by these people, therefore why would you expect anything
to change? When you drill down to key facts like leverage ratios in banks - the ratios of capital to
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assets - bearing in mind that we should be using the market evaluations not book evaluations of
banks, the leverage ratios are worse than they were before the crisis, meaning that the banking
system is more exposed than it was before, and that’s after a lost decade. We’re talking about
trillions of losses, and nothing much has really changed! But to hear the narrative, everything has
changed; Mark Carney trumpets this, he’s superficially very persuasive. It sounds right but when
you drill down nothing is really there.
PA: To what extent do you think heterodoxy has got the potential to rival this mainstream, new
consensus macro orthodoxy?
KD: Well, one way to look at that is to look at the Overton Window. If you want to work within the
Overton Window - well, good luck. I’ve never really been interested in that kind of policy analysis,
because for the most part it’s like a drunk looking for a key under a lamp post when he’s dropped
it somewhere else: the answer isn’t there. So, my approach to policy has always been ideological.
You work out what you think is right, then you push for it - if it’s not politically realistic, you then
try to change the discussion in a way that makes it politically realistic.
Margaret Thatcher is a case in point; monetarism, for instance, was regarded as being
unspeakably bad in the UK, and then for a while it became the dominant policy-making force when
it came to monetary policy. The free-market stuff that Thatcher espoused - I think she’s part of a
very mixed picture, so I won’t go into that - the best bits of it come from Hayek, the Adam Smith
Institute (I know they made a terrible blunder on the poll tax, but that’s another matter). It was
ideologically driven; to qualify that, there’s a lot of pragmatism with Thatcher, but at the same time
a lot of the post-war consensus was thrown out with Thatcherism and it was motivated by a freemarket ideology. So, that’s the kind of Overton Window shift that I’m talking about. I think we need
to shift the Overton Window we’re talking about - the question is, in which direction?
PA: You and I would probably agree that we need to shift it, but disagree in the direction. I’d like
to shift it so that Corbyn is seen how I regard him, as a centre-left social democrat, and my own
views become the mainstream.
KD: We all win the argument when our views become the mainstream.
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PA: Exactly. There’s a new MMT textbook, and Bill Mitchell said, “We’ve won the argument when
this is the textbook people use to teach and someone says, ‘I’ve found this old book in the library
if you’re interested in it, just out of curiosity: Greg Mankiw, Principles of Economics.’”
Onto my penultimate section, MMT: would you agree with MMT’s operational reality?
KD: I have two reactions to the phrase in your definition- one is that it’s very vague, and secondly,
I think it misses a key point about policy. You might not like the phrase one might use to describe
it, but it’s almost technocratic, there’s an element of that in it. However, the thing that’s missing in
this is the role of interest groups. I think policy is driven by powerful interest groups - for example,
low interest rates, banking policy is certainly influenced by the big banks and their lobbying power.
Without taking into accounts those sorts of things, I don’t think you can get very far. The left seem
bothered about big, corporate interest groups - a key theme on the left that I do entirely agree
with - but it seems to me that maybe the left wants to control those corporate interest groups and
rein them in somehow. Whereas, I take the view that they have a habit of ‘revolving doors’
[between government and corporations]; I look to public choice theory, rejecting ‘controlling the
controllers’. I’d rather get rid of that altogether and push for something they can’t manipulate - so
you can achieve similar objectives but in a different way.
That’s why I prefer deregulation - there are always going to be inherent biases in any system, it’s
a case of limiting the damage. Let’s say the Basel system of bank regulation was meant to make
banks strong, it actually had the opposite effect because the banks don’t want to be strong. The
reason the banks don’t want to be strong is because they want to make short-term profits and line
their pockets. That whole system of control is worse than useless, and that’s an example which
shows why you wouldn’t want to delegate that authority to the central banks or the international
central banks because it’s making the problem worse. That’s a perfect example, to me, of how
corporatism in banking has been a disaster. I think I have a lot in common with the left on this,
the anti-banking stuff; I was involved with some of the Occupy people and I had a lot of sympathy
for them. I spoke to them at St Paul’s and there was a lot of commonality - they were a bit
suspicious, but there was still commonality.
PA: There often is. Warren Mosler, who’s one of the leading figures in MMT actually spoke to the
Tea Party; he wasn’t very successful in getting them to understand what he was doing, but he did
try, which is quite interesting. If I move onto MMT more specifically - in the mainstream view, taxes
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fund spending in an functional sense, the government funds its spending by collecting taxes. From
an MMT perspective, that it not how it works - the government has to spend or lend before it can
tax because spending or lending creates reserves in the banking system, taxes drain them out.
Do you think taxes fund spending - or does the government have to spend before it can tax, so
taxes merely give value to the currency? So, government spending must logically and historically
precede spending - do you agree with that?
KD: No, I think that’s all wrong. The term ‘funding’ means you build a fund; say I want to build a
bridge, I build up a fund that pays for the bridge, and when I’ve built up the fund I build the bridge,
and it’s all over. So, the reality is, I don’t think that taxes fund in that sense, because the
government can borrow - if the government borrow, then it has to live out of its current means, so
if they want to build a hospital or a bridge then they’ve got to fund it.
PA: Via taxes?
KD: Well, yes, because taxes and funding then go hand in hand. But when you allow the
government to borrow - and again, there’s the issue of whether we should let the government
borrow, that’s another argument we can go down - but in a world in which the government can
borrow, you should never use the word ‘funding’ to describe it in that way. The government
finances in two different ways. Fundamentally, it finances through taxes, but in can finance
through borrowing. The long-term budget constraint, borrowing should net out - in fact it won’t,
because we have a massive problem of debt, a huge problem of unpayable debt, and that’s
probably the biggest long-term economic problem that we face. So, I think all the points in your
question I wouldn’t agree with.
PA: I thought you wouldn’t! I think that’s partly the point, MMT’s departure from not only the
Austrian school but also from the mainstream and, dare I say, much of the rest of PostKeynesianism. Let’s consider an interesting question: if the government decided it was going to
buy, say, a nuclear submarine from a contractor, what would be the effect on the balance sheets
at the central bank at the commercial bank that holder’s the seller’s account? Let’s say it’s not
going to borrow to do it, and say it costs £5 billion- what would happen in the balance sheet
structures of the financial system?
KD: It depends how you set out the alternatives. One option is that it buys a submarine with money
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that it already has - the Treasury has a balance and it pays a cheque over to buy the submarine.
That’s the simplest approach, that’s it.
PA: And what if it borrowed? Would it be different if it borrowed for funding?
KD: There are three ways the government can finance things. One is direct taxation - the Treasury
writes a cheque, finished. Secondly, it can borrow - so, in this context, the Treasury would borrow
the money on which writes the cheque.
PA: By bond issuance?
KD: Yes; you can rule that out or rule it in. But there’s a third possibility, which is to model the
whole thing through something like, for example, PFI, where you get some potentially very dodgy
thing, and that opens up a big can of worms - but this is something that, for example, Gordon
Brown, was a specialist at. I think it’s a disreputable way of going about it because you should do
one of the first two things - and if you do, the policy questions should be, number one, should the
government borrow at all? And, secondly, what should the level of taxes be? We should have
discussions on those principles, rather than using some dodgy financing deal where people are
getting ripped off by private financiers and whatever else. That’s very murky stuff. It’s not
defensible on first principles from any perspective - it may be politically convenient if you were
trying to get around the system, but you would never defend the system from first principles on
that.
PA: And if you were trying to define quantitative easing in a sentence, how would you go about
it?
KD: My gut reaction is aggressive central bank balance sheet policy, but it’s more than that.
Traditionally, if central banks wanted to expand their balance sheet, it would be by buying low
maturity Treasury gilts. So quantitative easing involves two things that are new: one is the scale
of the central bank expansion, and the other is the move towards non-gilt purchases, mortgage
backed securities, any corporate ‘crap’ that’s convenient, both of which alarm me considerably.
There were reasons why previous central bank purchases were limited; there were all sorts of
restrictions in the previous system which have been thrown aside.
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PA: For you, I think, the moral question of it all is very powerful; for many, it isn’t.
MMT, as a pedagogical tool, tends to consolidate the central bank and the Treasury in its models.
Do you think there’s any validity in the consolidation of the two institutions, or do you think they
should always be treated as two separate institutions in any models or descriptive analysis?
KD: The answer is it depends; I’ll give you two examples. In the old system, there were a lot of
inbuilt checks and balances, which limited the ability to do things - for example, the access to the
discount window was limited, and so on. Those constraints have been merrily kicked away, which
alarms me greatly. My model here is like a constitution, in which the problem with government is
how to control it - you can have a monopoly of the use of power, the problem is that’s called a
government and you then have to control it. We have all these rules so that it doesn’t oppress us
or meddle in ways that we don’t want - then we kicked those away and we moved into an
uncontrolled environment, in which government is out of control, that’s what we have. So, I think
a lot of these old restrictions were there for good reason; they confirmed my initial view, which is
that you don’t want these systems there in the first place. The central bank, to me, was a Trojan
horse that allowed the government to meddle in the monetary system, and all that’s happened
says to me that that Trojan horse needs to be ejected. It confirms, you might say, a prejudice on
my part.
However, there are certain circumstances in which it would be correct to view the government,
the Treasury and the central bank as a consolidated entity, and so, for certain monetary policy
bits of analysis - for example, when you’re comparing helicopter money and quantitative easing there are subtle differences that relate to exactly this point. Sometimes, from an analytical
perspective, you should definitely do that, but from a political economy perspective, to actually
want to merge the two is very dangerous.
PA: Now, the next question: are you familiar with MMT’s employer of last resort or job guarantee
policy? To outline it in simple terms, it’s a buffer stock policy. The government provide anyone
unemployed (and by ‘unemployed’ I mean anyone ready and willing to work who can’t get a job,
it’s entirely voluntary) with a job, paid at a fix rate that would have to be determined, which would
act as a price anchor. Now, in a boom, there’d be very few people in the buffer stock of employed
labour, whereas in a recession people who’d lose their jobs would immediately go into it. The
advantage of it from an MMT perspective is that it avoids or much reduces the hysteresis problem:
people don’t lose their skills. When the private sector wants labour it’s not faced with the choice
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of someone who’s already employed who’s got the skills and someone unemployed - it simply
gets someone out the buffer stock, therefore it has an inbuilt check against wage inflation because
it provides a price anchor. MMT categorises the current policy approach as an unemployed buffer
stock system; if the economy’s overheating, contractionary policy is enacted making people
unemployed, you’ve got an unemployed buffer stock. It’s really switching from an unemployed to
an employed buffer stock.
KD: I have to say that I don’t like it at all, for several reasons. From a monetary perspective, I’m
very uncomfortable with the use of monetary policy to promote employment, because I don’t think
that monetary policy is a good instrument to do so and that to unleash that genie from the bottle
- which is essentially the essence of Keynesianism - is very dangerous, because then you can’t
control it. So, yes, it sounds admirable, it’s well-intended, but it’s a power I would not want to
unleash because of its potential for abuse. I don’t agree with activist monetary policies at all, for
any reasons, including that, which is probably the best reason one could give.
However, there’s a deeper question: I don’t see why you need it in the first place, because what
you’re talking about is some other program to address unemployment that involves using the
central bank.
PA: Not the central bank - the state. The state would offer a wage.
KD: Well, the state has many programs to deal with unemployment. I think the state, for the most
part, creates the unemployment, with minimum wages, regulations; all sorts of things. If the state
left well enough alone, I think that would be the best solution to unemployment, and we can make
that specific in any way you want. Let’s say, for example, that in Middlesbrough, traditionally maybe this is not the case any longer - it was necessary for people to move out because it was a
declining region and there needed to be regional mobility. This is part and parcel - I’m not saying
it’s the whole answer - but part and parcel of the readjustment. It’s very uncomfortable for people
who are in a position where they lose their jobs, and they may be middle-aged, and they can’t get
new jobs that would pay them anything like what they had before, and so on - but I don’t know of
a system better than letting that work out. Maybe you have support, retraining programs, you
could make arguments for that - I’m sceptical about that, too, but that’s another issue.
The idea that you should have some principle where the state guarantees jobs - how would it be
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operationalised? There would be a lot of unintended consequences. You end up with make-work
programs - would it be any different from any one of those? It sounds good, like all programs for
solving unemployment sound good superficially - the question is whether we need them, whether
they’re cost-effective. I think solutions lie elsewhere. I don’t say that unemployment is not a
problem, in the sense that it is a human problem when it strikes - the question is how best to deal
with it. One of my favourite examples is poverty traps, where you often create poverty traps by
targeted programs to help a particular group, and then make it very difficult for people to get out
of that group because they lose all their benefits. That’s because universal benefits are costly, so
we target them, and when we target benefits the flipside is a poverty trap. That’s never the
intended consequence of these policies, but it’s always the unintended consequence. That’s
where I think a lot of ‘solutions’ to unemployment fall.
PA: It is a controversial policy - obviously I’m an MMT advocate and I absolutely agree with it, but
when I speak to people from various schools, it’s the one thing that is pretty much universally
argued against, from Marxists, the mainstream and the Austrian perspective.
You may not feel you want to comment on this, but would you think that MMT is a legitimate
aspect of Post-Keynesianism? Or would you say that you don’t really know enough about it to
comment on that?
KD: The loaded word is ‘legitimate’. It’s a point of view, and that’s fair enough. What makes me
nervous about Post-Keynesianism is this tendency to reach out and grab solutions, which is how
it seems to me. Again, my philosophy is different, it’s not just that it’s sceptical of government, but
it’s also thinking, ‘Well, it might sound good at first, but what would it look like on the ground? How
would it be implemented?’ It’s too vague, you’re not proposing any particular concrete thing. Say,
“It’s going to be X, Y and Z, concrete parameters,” and we can do an economic analysis - there
are always the unintended consequences, which are always bad. Most policy is badly thought
through - why would this be any different? There’s a whole range of reasons I would give to be
sceptical of that.
PA: The final one on MMT - in the community that you work, in your everyday life, do people ever
talk about MMT, or is it not really on the horizon?
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KD: Not really. I’ve come across it, but I’ve never actually sat down with anyone and talked about
it. They’ve never raised it.
PA: That’s interesting to me. Now, my final section is on methodology. How would you describe
your own personal approach to methodology? My other question is about pluralism, and how
important methodology and pluralism are. I get the feeling that you make pluralism part of your
methodology, so I might ask you them as a joint question. How important are methodology and
pluralism, and how do they mix in your philosophy?
KD: So, three things, there. One of them is methodological individualism, the Austrian approach
- you see, you start with a purposive individual, and you’re interested in analysis of spontaneous
order, including when the government screws it up, it’s just a meddled-with spontaneous order.
That’s the first thing, methodological individualism.
Secondly, a kind of empiricism - not in a heavy-duty econometric way, but at least in a broad, kind
of Humean way, so we should be able to look at evidence, historical, empirical, whatever. I don’t
want to use the term ‘empirical’ too narrowly - it includes that, but it also includes broader notions
of, ‘Does it work? What does it look like? Have we seen it before?’ So, that’s the second thing.
The third thing is pluralism - i think none of us can claim a monopoly approach, no disciplines at
all. I think what I’ve learned talking to colleagues in other disciplines in the importance of listening
and having discussions. There’s a huge amount to be learned from philosophy, history, sociology,
anthropology, statistics - they all have something to contribute and so one needs a certain
modesty just to be able to listen. I’ve found it extremely useful just to talk to people from different
perspectives, you learn a lot.
PA: And the final question: to what extent, if at all, do you think a heterodox paradigm exists? You
can interpret that however you like.
KD: Good question. I think it’s a very loaded question, because it presupposes that either a
heterodox paradigm exists or it doesn’t.
PA: You’ve furrowed your brow, which is to your credit - you’ve got to think, ‘Well, what is
heterodoxy, and what is a paradigm?’
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KD: I’m also thinking there are multiple paradigms, not just one, there are many different
paradigms - the question really is like there are a bunch of horses in a race, which one do you
think are the frontrunners, or should be the frontrunners? Once I say there are multiple ones, it
could be anything. Any kind of ‘pub’ could come up with a view.
PA: If I said there’s a Marxist paradigm, there’s a Post-Keynesian paradigm, an Austrian
paradigm…
KD: I wouldn’t accept this, by the way.
PA: But if I said that, would you say that we have to back one of those three?
KD: No, no, I don’t accept that there’s a Marxist paradigm, or a Post-Keynesian, or an Austrian
paradigm! I don’t accept any of that! I think there are multiple paradigms. What is a paradigm? A
paradigm is a framework of thinking. It’s to presuppose that there’s a unity in these that isn’t there.
Maybe the word the ‘paradigm’ is not right - if we go from a Kuhnian perspective, a paradigm was
a generally accepted way of thinking. Once you’ve started talking about multiple paradigms then
you’ve lost all that and you’re just talking about individual points of view, some of which could be
held by thousands and others held by one person. So, the paradigm idea implies dominance of
view, like a consensus - what was it Kenneth Galbraith said? “‘The conventional wisdom’ is always
a good put-down.”
PA: I think Galbraith also said, ‘In economics, the majority is always wrong’…
KD: I don’t know that you can wrap up Marxism into a paradigm, I don’t know that you can do it. I
don’t know that you can do it with Post-Keynesians - you have a better chance than you do with
the Marxists. Bear in mind that there’s a lot of infighting. Where does that go to your question?
PA: It goes way into it, I guess. Do you think that these various disparate groups -while maintaining
their own identities and passions, because they’ve got different ideas - could have sufficient
overlap to produce some sort of coherence which would be an alternative to what we’ve got? Is
there enough in common between the heterodox groups? Obviously, the mainstream don’t all
agree with each other, but many people would argue that they have a paradigm.
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KD: So, the term ‘paradigm’ implies a great enough degree of consensus on enough central
issues inside that paradigm to constitute some kind of generally established dominant school of
thought. Could any of the others have it? Potentially, yes. But no one from any one of those groups
would particularly favour any of the others. But potentially, yes - I mean, you could imagine a
world in which we all became Marxists, or Post-Keynesians suddenly became dominant, or even
our lot.
PA: That’s a brilliant interview, Kevin. Thank you.
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v.

R1 (5) Professor Roger Farmer: Interviewed face-to-face, York, 15 June
2018

PA: Thank you for doing the interview. Which field of economics do you consider to be your
specialism?
RF: Macroeconomics
PA: And within that specialism, what would you consider to be the main issues relating to your
field?
RF: Oh, there are many. Much of my career has been spent on introducing beliefs as an
independent driver of business cycles. I’m particularly interested in business cycles, business
fluctuations, inflation, interest rates and unemployment – how those things are all related to each
other – and how the fact that beliefs matter should shape our approach to economic policy.
PA: Quite a wide range there! How would you describe the underlying axioms or principles of your
view?
RF: How long do you have?
PA: As long as it takes, within reason…
RF: Oh, goodness. I think that, to a large extent, I’d say methodological individualism, with lots of
caveats. So, let me tell you how I think about that, and this is going to be a discursive discussion.
If you go back to ‘what is methodological individualism?’ I take it to be the notion that a human
being pops into the world at the age of eighteen with a preference ordering that makes him or her
capable of making choices over every conceivable option that they might ever face in their life.
That view of a human being arrived into economics sometime in the 19th century when Walras
started to formulate the notion that markets work well.
There were other schools in England – but the Lausanne School in Switzerland – specifically
Walras, developed general equilibrium theory, followed by Pareto who introduced the notion of
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what it means for an outcome to be good in some sense. What Walras and Pareto were doing at
that time was formalising Adam Smith’s notion of the invisible hand. In order to do that, they
needed a concept of choice – if markets work well – what does that mean? What it means to
Pareto is the very narrow sense that market economies are not wasting things. Now in order to
develop that idea, you have to have – first of all – a concept of what people want. That’s where
the notion of a human being as a preference ordering enters economics.
There’s another notion of a human being that predates Walras and can be found in the work of
Adam Smith. Smith wrote ‘The Wealth of Nations’, but he also wrote ‘The Theory of Moral
Sentiments’, which contains a view of human nature that is the furthest thing from the notion of a
selfish human being that you can get. The selfish human being is very useful for thinking about
economic liberty, and in particular, the efficiency of markets. However, it’s not at all useful for
thinking about another component of the role of individuals in society, and that’s political liberty.
The development of general equilibrium theory by the Lausanne School is the point where
economics breaks off from the other social sciences.
I have a view, now somewhat unfashionable, that John Stuart Mill’s essay ‘on liberty’ should be
on the reading list of every high school and university. In Mill’s essay, it’s impossible to think of a
human being in the same way that a person is pictured in Walras and Pareto because Mill’s
conception of liberty is that you and I can change our minds. When we have a conversation – and
we’re having one now – and you tell me, “Roger, I’m a modern monetary theorist for these
reasons”, and I say to you, “Philip, that’s nonsense, because…”, and I give you an argument ...
and perhaps the argument changes your mind; or maybe not. Maybe you respond with an opinion
that causes me to change my mind and, as a consequence of that conversation, I go out into the
world and do something differently. I make a choice that was not the same one I would have made
before we had the conversation.
If you come from the view of homoeconomicus developed by Walras and Pareto, the only way
that you can conceive of what just passed in our conversation is that one of us acquired
information that was not previously in our information set; information that helped us to make the
choices that we would otherwise not have made. Now that, I think, is not a very useful way of
thinking about conversations. Conversations, that is, human interactions, change our preference
orderings.
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I claimed to be a methodological individualist – and I think that’s a useful way of thinking about
the world on Saturdays – but on Wednesdays something changes. Let me explain that idea. The
framework I use to think about macroeconomics goes back to John Hicks. Hicks wrote ‘Value and
Capital’ where he develops a concept that today we call temporary equilibrium theory. 28 People
meet on Saturdays. They bring some goods to market. They make choices, they have beliefs
about what they think is going to unfold in the future and there’s some mechanism by which they
trade. In temporary equilibrium theory that mechanism is the Walrasian concept of market
clearing. People go away and they come back next Saturday, and they trade again.
Almost all macroeconomics can be thought of in that framework, whether you’re a heterodox
economist, a classical economist, or any other flavour of economist. Different schools of
macroeconomic thought have their own views about how people trade on Saturdays. If you’re an
economist, all you need to develop a theory of the macroeconomy is a conception of time and a
model of how economic transactions occur. Other social scientists don’t see the world in the same
way.
A sociologist or a political scientist is not going to be comfortable with Hick’s notion of temporary
equilibrium theory as a complete description of economic interaction in markets because they
have a different view of the nature of human beings. The economist’s view of human beings and
the sociologist’s view are perfectly consistent with each other. They describe different aspects of
human interaction in social structures.
The way to integrate the economist’s and the sociologist’s concepts of human beings is to think
about sequences of interlaced interactions. On Saturday we all go to market and trade with each
other; given a fixed set of preferences. Then, on Wednesdays, we read a newspaper, or we read
a book, or we have conversations. You open your iPad and you go on the internet – the social
interaction that ensues changes the preference ordering that you take to the market on the
following Saturday. Now, economists have been very opposed to thinking about changing
preferences, simply because once you take on that point of view you lose the ability to make
value-free judgements about market allocations. The preferences you have might be changing.
Economists want to believe that preferences are fixed because they want to make value-free
statements about what is – and what is not – a good social outcome.
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PA: Well, some answers will be longer than others, that’s absolutely fine and very interesting. In
your work, to what extent would you say that history has a role to play?
RF: History is important – but so is the history of thought, so is mathematics and so is statistics.
I’ve been asked many times if economics is a science, and my answer to that question is that it’s
definitely a science, but it’s not an experimental science. Macroeconomics, in particular, is a little
bit like sitting in the late nineteenth century, assembling a group of chemists, giving them an
unknown substance and saying, ‘What is that? Find out what it is. But you can only conduct three
experiments a century, and you can’t read the research notes of your predecessors.’ The history
of thought is analogous to the research notes of our predecessors. The three experiments I refer
to are big natural events like the Great Depression or the stagflation of the 1970s, and I would
count the Great Recession we’ve just been through as the third big experiment in the last
century. 29 These big natural experiments shake up the way we think.
History is important because it represents our data. It is to a macroeconomist what a record of
the heavens is to an astronomer. Neither astronomers nor macroeconomists can conduct
controlled experiments. Nature conducts those experiments for us.
Mathematics is also an important skill because it ensures that our thinking is logically consistent.
I think it was Marshall who wrote a letter to Bowley, he of the Edgeworth-Bowley Box; do you
know that letter?
PA: I don’t know the letter – I know about the Edgeworth-Bowley Box, but not the letter…
RF: Marshall’s letter is a statement to the young Bowley about the uses of mathematics, and
roughly speaking, he says, “Figure out a good problem, a good idea, and formalise it with
mathematics.” And then – I may be getting the order wrong here – “…translate it back into English
and throw away the mathematics. Next look for some examples, and if you can’t find any good
examples, throw away the English.”

Professor Farmer later notes, ‘I am editing this transcript in March of 2020 and I would add a fourth natural
experiment; coronavirus. The effects of that event are playing out as I write, and it is certain to be transformative
for macroeconomics in ways that will help us sort between alternative theories’.
29
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As a profession we’re not very good at following Marshall’s advice. I use a lot of mathematics in
my own work. As far as possible I try to bury it in the appendix, but there are just some parts
where you can’t do without mathematics. There’s good economic writing that uses mathematics,
and there’s bad economic writing that uses mathematics. An example of good economic writing
is anything Ken Arrow ever wrote; the mathematics is there, but it’s explained in words, it’s not
superfluous, and it’s key to everything he writes. For bad uses of mathematics in economic writing,
read 90% of any modern economics journal.
PA: Didn’t Marshall put most of his maths in the footnotes?
RF: Yes, I think that’s right.
PA: That’s very interesting. Thank you. I’ll look at more narrowly-based questions – are you
familiar with the credit and state theories of money?
RF: Peripherally. I’ve been following a debate going on right now on Twitter. Some nonmainstream economists, Jo Michell at Bristol is an example, have been critical of textbook
theories of money.
You gave us a set of questions we would discuss in this interview. I laughed when I saw question
7 which reads, “Do you consider the quantity of money to be determined exogenously or
endogenously?” to which my answer is “Yes.” Here’s what I mean by that.
I’m a general equilibrium theorist, in the sense that I want to conceive of the things I observe in
the macroeconomy – this comes back to methodological individualism – as choices made by
individuals in markets. To answer the question of exogeneity, you have to ask, first of all, what
money is. That’s a hard question and there are many different ways of thinking about it. If you go
back to worlds where there were commodity monies – gold and silver – it’s quite clear that the
quantity of money was exogenously determined. At a point in time, the quantity of precious metals
is fixed. There have always been trading mechanisms, trade credit for example, whereby other
objects would serve as a medium of exchange. In today’s world where gold and silver have been
replaced by fiat money provided by national governments, the distinction between exogenous and
endogenous money depends very much on the policies that central banks follow.
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I’ve never understood the criticism of traditional monetarist thought by advocates of Modern
Monetary Theory. Orthodox monetary theorists, and here I would include most of the New
Keynesians, would agree with the statement that money is endogenous in modern fiat money
systems when the central bank pegs the interest rate on short-term debt. But there is a sense in
which asking if money is endogenous is the wrong question. The right question is: what
determines the absolute price level? Here there is an active debate centred around the question
of uniqueness, or non-uniqueness, of equilibrium in macroeconomic models. In all models where
the central bank sets the interest rate, as opposed to the quantity of bank reserves, the quantity
of money is endogenous.
Let me return to the question; what is money? A bank is an institution that allows many more
objects to be used in exchange than in economies that don’t have banks. In that sense, private
banks create money. If you hold shares in Apple and you go into a car show room and you try to
buy a new Honda by offering them shares in Apple, you’re not going to be very successful
because the value of the shares in Apple fluctuates on an hourly basis and nobody really knows
quite what they’re worth. Now, imagine an institution – a bank – that lends to firms and
households. The bank holds liens on machines and factories to back its loans to firms and it holds
liens on houses to back its loans to households. The banks acts as a guarantor of the value of
these assets. Take the example of a mortgage. You go to the bank and you borrow money for a
mortgage on your house. The bank manager (at least in the past) knew who you were and had a
relationship with you and realised that you were capable of repaying the mortgage. The bank
manager’s guarantee turns your house into a negotiable asset that appears on the liabilities side
of the bank’s balance sheet and the account that is created by lending you money can then be
used in exchange. In that sense, banks create money.
Bank lending is profitable because the interest rate earned on long-term loans is higher than the
rate that banks must pay on their short-term liabilities. The quantity of money that banks create is
limited by the need to hold cash and other liquid assets to meet the needs of their customers. The
amount of available liquid assets is limited by central bank actions that control the price of credit
by buying and selling assets in the markets for short-term funds. Before the 2008 financial crisis,
cash and bank reserves did not pay interest, but short-term government bonds did. In that period,
there was a positive opportunity cost of holding money.
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Since the financial crisis of 2008, the interest rate on short-term liabilities has been very low and,
in some cases zero. And central banks began to pay interest on reserves. In that environment
reserves, which are part of the monetary base, become perfect substitutes for short-term
government debt and theories of endogenous money come into their own. When the opportunity
cost of holding money falls to zero, monetary general equilibrium models have even less to say
about the determination of the price level than they do when money is scarce.
When the interest rate is zero, money and bonds become perfect substitutes and there is a
continuum of price levels and a continuum of associated values for the stock of money, all of
which are equilibrium values in a monetary general equilibrium model. In those environments,
the supply of money is determined by the public’s perceptions of future prices. Beliefs become
fundamental in the way I described in my books, The Macroeconomics of Self-Fulfilling
Prophecies (Farmer 1993), Expectations Employment and Prices (Farmer 2010) and Prosperity
for All (Farmer 2020). 30 The same phenomenon occurs when the central bank pays interest on
reserves. Although cash is still costly to hold, cash is a shrinking component of the monetary
base. When the interest rate on reserves is roughly equal to the interest rate on Treasury bills,
the economy is in a liquidity trap similar to the one that characterized much of the period in the
1930s in the United States. The payment of interest on reserves puts us in a whole new world.
PA: I think your interpretation is thought-provoking…. I might go slightly away from the original
script, to a question that’s very interesting from my perspective: when you talk about equilibrium,
do you see it as an ‘ultimate end’ of a tendency, like a point that a force that will take you towards
but may not actually reach? Or is it a set point that things adjust to and, if so, what would be your
thoughts in terms of the adjustment speed of the pathway?
RF: To answer that question, let me use the concept of temporary equilibrium theory.
PA: …I think it’s called a ‘traverse’, the idea of how quickly you get there, what happens on the
way.

Professor Farmer notes, ‘see my forthcoming entry in the Oxford Research Encyclopedia of Economics and
Finance on ‘The Indeterminacy School in Macroeconomics’ (Farmer 2020). The Indeterminacy School is an
approach to macroeconomics that was initiated at the University of Pennsylvania and at CEPREMAP in Paris in the
1980s. It has continued to evolve over the last forty years. The identifying feature of the Indeterminacy School is
the willingness to embrace models with multiple equilibria to explain real world phenomena’.
30
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RF: Indeed. In the temporary equilibrium story, we all meet in a market every Saturday. When we
meet, there must be a mechanism to determine what gets traded. That could be Walrasian market
clearing, it could be sticky price equilibrium, or it could be some version of search theory, for
example, ‘Keynesian Search Theory’, a term I coined in my book Prosperity for All. On Saturday
we observe the trades that take place, we observe the prices that take place, and we record those
trades as a list of numbers on an Excel spreadsheet. Now, if nothing in the world ever changed,
our models predict that the list of numbers we record will converge to a constant list. I would call
that a steady-state equilibrium. A physicist would simply call it an equilibrium.
The reason that these uses differ is that the word ‘equilibrium’ in economics is used to mean a
Nash equilibrium, which is a set of plans and prices that are consistent with each other in a sense
that was made precise for temporary equilibrium models by Roy Radner (1972). In a Nash
equilibrium, the values of the list of numbers in the Excel spreadsheet may be changing from one
period to the next. What qualifies them as ‘equilibrium numbers’ is that at each point in time the
numbers record prices at which the quantity of each good demanded is equal to the quantity of
each good supplied.
PA: You’ve really answered the question about banks, so how would you consider interest rates
to be determined in theory and practise? Do you think there’s a ‘disconnect’ between theory and
practise?
RF: Well, there’s at least one interest rate that’s set by central banks, which is the overnight rate.
Then there’s a whole spectrum of interest rates that are determined in markets. Traditional
monetary theory argued that central banks could control only one interest rate but, in the 2008
financial crisis, central banks appeared to exert influence over a whole range of rates. So, in that
sense yes, there was a ‘disconnect’ between traditional monetary theory and practice.
PA: Would you consider that the central bank could control the full spectrum of risk-free rates?
I’m not saying it should, but if it wanted to, would you think it a feasible thing?
RF: OK, those are two separate questions. I have never subscribed to traditional monetary
theories that are set in the context of a single representative agent and in all of my work, central
banks can control a whole spectrum of interest rates at different points in the yield curve. Second;
there is the question of whether central banks should intervene by controlling the yield curve.
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Again, my answer is yes and, I would go further. Central banks should control the price of a
basket of risky assets. Policies of this kind are not currently in the remit of the Bank of England or
the Fed. But they should be. I remain optimistic that my work is leading them in that direction.
PA: OK, that’s interesting. I’ll move on to heterodox economics, and I’m looking for your personal
opinion and your perception of the environment in which you work. So, what do you personally
understand by the term ‘heterodox economics’, and could you give me any examples of groups
of economists that you would identify as heterodox?
RF: Well, for anyone in a major university in the UK or the US, ‘heterodox’ is an insult used to put
down people who don’t agree with you. For anyone in non-mainstream universities, it’s a badge
of honour, a term used to identify the fact that they really are guardians of the truth.
PA: So, it’s a very loaded term, then!
RF: I don’t think it’s a very useful term. Let’s take Post-Keynesians. I wrote a piece recently – it
was called ‘Post-Keynesian Dynamic Stochastic General Equilibrium Theory’ (Farmer 2017) –
which was an attempt to unite Post-Keynesians and orthodox economists. In that article I pointed
out that Post-Keynesians kept alive a flame of truth from Keynes’ General Theory that had been
lost by the mainstream.
The world moves on, thought moves on, and Keynes would not be a Keynesian today. There
were ideas in the General Theory that were kept alive in heterodox circles. The split came in the
1950s with Samuelson, who was a dominant figure on the East Coast of the US, who rejected
certain ideas of the General Theory – in particular, a central idea from the General Theory that
there are multiple equilibrium unemployment rates. That idea got thrown out, and that’s the point
where what we now call New Keynesians and Post-Keynesians diverged.
PA: Thank you. I think you’ve accurately covered questions 11, 12 and 13, so I might ask you
question 14. Do you consider yourself to be heterodox, firstly, and secondly, do you work in a
university department, do you teach undergraduates? What’s your current role?
RF: That’s an interesting question for me, because I always considered myself mainstream but
slightly on the edge.
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PA: The fact you’re talking to me shows you must be somewhere near the edge, I think!
RF: So, what am I doing? I no longer teach undergraduates, I teach graduate students. I teach
two graduate courses at Warwick. I’m also the Research Director at the National Institute of
Economic Social Research in London, and as part of that, a bunch of my time is spent running a
programme called ‘Rebuilding Macroeconomics’, which is an ESRC funded initiative.
After the financial crisis, the ESRC decided that macroeconomics was broken, but they weren’t
sure how to fix it. So, they asked for bids from teams to allocate funds. A group of people – myself
and four other people on the management team – won that bid. Whereas initially I thought that I
was kind of on the edge, I soon realised otherwise.
The management team consists of me; Angus Armstrong, who’s an economist at NIESR; then
we have an anthropologist, Laura Bear, from LSE, a psychologist, David Tuckett, from UCL and
a complexity theorist, Doyne Farmer, from Oxford. And once I started interacting with them, I
realised that my role was not to map out new territory – it was to ground the project and
interactions with mainstream economists. There was a danger the project would move so far from
orthodox theory that none of the mainstream economists would listen to what was being said.
Having said that, I guess I must be a heterodox economist, because I’m entertaining notions of
introducing psychology, sociology, anthropology, and complexity theory into mainstream
economics. It’s a fascinating conversation with people from outside the discipline.
PA: That’s great. This one relates to the new consensus macro (NCM); however, you want to
interpret that, and the global financial crisis - do you consider that the GFC gave any evidence to
contradict the NCM, the rational expectations, New Keynesian, new classical school of thought?
RF: Yes, I think so.
PA: OK, and how can they get away with it then? How can they remain in this position of
ascendency if evidence of the GFC wasn’t what they expected, they were caught by surprise? I
think the Queen said, “How come none of you guys saw it coming?” – how do you think they’ve
managed to remain on top, all the Nobel Prize winners who’ve still got their status?
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RF: Oh goodness, we need to get into the philosophy of science. Max Planck said that ‘science
progresses one funeral at a time’. He meant by this that established scientists do not change their
minds in the face of contradictory facts. They simply amend their theories. And eventually,
established research programmes die out because they fail to attract the best new students.
The New Keynesian paradigm has simply adapted. And to use an idea from the philosopher Imre
Lakatos, it’s a degenerative research agenda. 31 It’s amazing – people are taking the models they
were using before the Great Recession, and they’ll say, “Well, we’re just missing a piece. We
really should have had the financial market in – well, let’s just tack it on!” And now it’s there, they
go back, and they say that their model works.
It’s much like Ptolemaic astronomy. When Copernicus came along, Ptolemaic astronomy
continued to predict the movement of the planets better than Copernicus, initially, because
followers of Copernicus were using circles instead of ellipses in the description of planetary
movement. The New Keynesians are doing much the same thing. I wrote a paper with Andreas
Beyer of the ECB where we showed that New Keynesian models are unidentified. 32 The
implication of our work is that the parameters of the mainstream NK model are identified by
theoretical restrictions and not by data. That may work well as a description of past data. But if
the model is wrong, it will not help to predict future data nor is it a good laboratory for conducting
policy experiments.
PA: How would you describe your relationship with New Keynesianism? You obviously have some
aspects in common, like methodological individualism, rational expectations – but from hearing
you speak I sense that you’re quite willing to criticise New Keynesianism. If there is such a thing
as New Keynesian orthodoxy, you seem to have quite an uneasy relationship with it.
RF: Yes. I use the same methods, but I’m willing to give up on some of the assumptions. The big
difference I have with New Keynesians goes back to the split that occurred in 1955 between New
Keynesians and Post-Keynesians. In a sense, I am a Post-Keynesian who uses neoclassical
methods. But even that description is not quite right because my research has also led me to be
critical of Post-Keynesian policy prescriptions. For example, I believe an asset market intervention
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to support equity prices is a better cure for a big financial contraction than traditional fiscal
policies. 33
Samuelson’s new-classical agenda of combining Keynesian economics with equilibrium theory
was a great idea. But he made a huge mistake by assuming that Keynesian economics was about
sticky prices. Keynesian economics was never about sticky prices. My own work reconciles
Keynes’ General Theory with Walrasian or temporary equilibrium theory in a different way.
There are two principle aspects of the New Keynesian model that I disagree with. Most New
Keynesian economists writing before the 2008 financial crisis modelled the labour market as an
auction. In an auction model, the labour market is always in equilibrium. The quantity of labour
demanded is always equal to the quantity of labour supplied. The real wage and the volume of
employment are determined by the intersection of the labour demand and supply curves. That’s
not a good assumption for a variety of reasons, not least of which is that it jettisons the concept
of involuntary unemployment. Prior to 2008, most New Keynesian economists gave up on
unemployment entirely. That was a big mistake.
After the 2008 financial crisis some New Keynesian economists reintroduced unemployment into
NK models using search theory. But they are doing it the wrong way. The right way is as
‘Keynesian Search Theory’, a version of search theory originally developed in my own work. This
is a way of closing search models that leads to the potential for a continuum of steady state
equilibrium unemployment rates. That’s one area where I have a difference with mainstream New
Keynesian economists.
My second point of disagreement is with mainstream models of financial markets. Writing in 1972,
Lucas threw away all of Keynesian economics and replaced it with Walrasian general equilibrium
theory. But he did it in a way that made microeconomic theorists who worked in general
equilibrium theory – I have in mind Frank Hahn and Ken Arrow – absolutely horrified. Instead of
thinking about an equilibrium as something that the economy was tending towards, for Lucas the
market was in equilibrium at all points in time. That was a massive transformation.
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Ironically, I think that Lucas’ shift in viewpoint was a useful one. Moving to the ‘Lucasian’ view
was the right way to go. But what Lucas knew, but glossed over, is that once you take that route
you can no longer pin down equilibrium in terms of economic fundamentals. As I explain in my
forthcoming encyclopaedia entry, `The Indeterminacy School in Macroeconomics’ (Farmer,
2020), there are always multiple equilibria in monetary general equilibrium models.
Not only are there multiple dynamic paths, there are also multiple steady states. Lucas was
unhappy with me promoting that view argued in my book, The Macroeconomics of Self-Fulfilling
Prophecies, and he wrote me a letter at the time saying, ‘why are you doing this?’ 34 For more than
forty years, mainstream economists have been trying to purge multiple equilibria from their
models. In contrast, as I have consistently argued since 1993 we should be embracing multiple
equilibria as a way of integrating key ideas from the General Theory with General Equilibrium
theory. Once you realise that economic fundamentals – technologies, preferences and
endowments – are not enough to pin down the equilibrium, you open the door for psychology and
sociology to come in and to close an economic model with a theory of beliefs. For me, beliefs
should be modelled as fundamentals which have the same methodological status as preferences,
endowments and technologies. So that, in a nutshell, is where I differ from most mainstream New
Keynesian economists.
PA: And if you were to identify yourself with a school of economics, are New Keynesians, with
reservations, as close as you would come?
RF: I refuse to be labelled. I’m a ‘Farmerian’!
PA: You remind me of Charles Goodhart, in that. He seems to have sympathies and criticisms of
various schools. That’s quite interesting. Now when I talk about Modern Monetary Theory, this is
an interesting set of questions – you’re a very experienced economist, I’m interested to know what
you’ve picked up on it, if you’ve not come across something that tells me a lot about the outreach
of MMT.
RF: It has very little outreach in terms of mainstream economics. 35

Professor Farmer notes ‘for background on this interaction see Cherrier and Saïdi, (2018)’.
Professor Farmer notes, ‘This statement was true when I spoke to Philip in 2018. A lot has changed since then
and MMT is now being more widely discussed as a policy approach to government finance’.
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PA: I’m getting that feeling. Are you familiar with MMT and its operational reality? If you’re
wondering what I mean by that, I have it defined here [on question sheet], what I consider to be
operational reality.
RF: I’ve no idea what you mean by it.
PA: Obviously if you’ve not heard of it, that’s tells me something…
RF: My initial reaction to the definition is that it’s confused. My work is heavily influenced by
conventional neoclassical economics – that makes me mainstream. And with my mainstream hat
on, I insist on constructing coherent models that are based on individual maximising behaviour.
When you start thinking about monetary theory and monetary economics in that context, what
you might say immediately is, “Yes, but general equilibrium theory has no role for money”, which
is partly true. But to the extent that it forces you to construct logical chains of reasoning, the
arguments about endogeneity of money – that’s where I’ve met MMT – I find critiques of
mainstream monetary theory to be misplaced. Of course, money is endogenous! But what does
that mean?
If the question is ‘what determines the price level?’, which I do take to be a useful question, I’m
probably in bed with Modern Monetary Theorists. My view is that beliefs determine the price level.
But the reason that I’m able to make that statement and live in two worlds at the same time, is
because the equilibrium models I build contain lots of interacting agents of different types. As a
consequence, I end up with situations where the model is not determining prices, I need
something else. So, there’s clearly room for a marriage of that idea with notions of endogenous
money from Modern Monetary Theorists, and I suspect that if I actually sat down with Stephanie
Kelton, or you, or some other modern monetary theorist, and had a debate about that, we’d find
that we had a lot in common. I’m simply more willing to use the apparatus of traditional
microeconomic theory to explain those ideas.
PA: Yeah, I get the feeling, having heard you speak before, that you are open to dialogue with
what I would call heterodox views. More so than most.
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RF: I think that’s essential!
PA: One of the things about MMT- which leads me onto my next point – is its ‘unique selling point’
in the non-academic world: this idea that taxes drive money, the idea that the government must
spend (or lend) money before it can tax. This is a fundamental idea – in other words, the
government spends new money, always and in every case. If the government wants to, for
example, collect taxes, or sell bonds, it must spend or lend the money first. So therefore, in an
accounting sense, taxes cannot fund spending. For Modern Monetary Theorists, taxes have two
functions: one, to give value to state debt, because without taxes underlying the value of the
currency people wouldn’t accept state money in payment for delivering services to the state. And
secondly, by adjusting spending and taxes, the government can adjust aggregate demand. So
the idea that taxes fund spending you could view in, I guess, three ways- maybe more than that.
One is it’s just plain wrong because taxes can’t fund spending. Two, is it is wrong but it’s a useful
fiction, perhaps in the sense that I might argue that Keynes saw it 36, in that it underlies a synthetic
accounting process that enables us to think about things well and third, it’s actually true in an
accounting sense. The government, in order to fund spending, must acquire money from the
private sector and/or borrow it.
RF: I believe that this is related to the debate, in the standard theory, on the Fiscal Theory of the
Price Level.
PA: I’ve not come across that…
RF: Well, I’ll explain that and you can tell me if it’s related, because it certainly sounds like it.
Government spending, taxation and borrowing are connected by an accounting identity. In any
period of time, the difference between the amount the government spends and the amount it takes
in in taxes has to be funded by issuing some kind of debt. It could be money, it could be short
bonds, or it could be long bonds. Treasuries spend and create liabilities. Central banks decide on
the composition of those liabilities between the different categories.
There is currently a lot of angst in modern macro circles about what determines the price level.
And the government accounting identity can be viewed in two ways. In one way it’s a budget
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constraint, which the government has, just like you and I have budget constraints. We spend, we
borrow, we get income, we die, and as a consequence of eventually dying, over our lifetime we
can’t spend more than we earn. That places a constraint on how much we can borrow. Now you
and I can shift resources over time by borrowing and lending, so one way of seeing the
government accounting identity is that it’s just the analogue of what you and I do. Now, that’s
clearly false because the government doesn’t die, and the revenues are coming in from different
people from those who benefit from the spending.
One group of economists sees the government accounting identity as analogous to a household
constraint. Government spending plans must be consistent with its income plans over a very long
horizon. In this view, the government must make spending plans that are consistent with taxation.
There is an extreme version of that argument, called Ricardian equivalence, which says that it
doesn’t matter whether a given government expenditure plan is financed by debt or taxes.
Different plans simply rearrange the timing of the payments, and the representative agent who
must pick up the tab, is the other side of that borrowing and lending. Now, most people think that’s
probably wrong.
PA: Yeah, certainly MMT-ers!
RF: Indeed. Now, the other way of looking at this accounting identity is that it is a debt valuation
equation. The government has a stream of primary surpluses that it will be running for the
conceivable future. It has some existing debt in dollar terms. The price level must adjust to make
sure that the value of the nominal debt is equal to the discounted present value of the surpluses.
So, the sequence of accounting identities is a price level determination equation. I suspect that
some of these issues arise in Modern Monetary Theory. Perhaps you could say more about what
Modern Monetary Theorists mean by money? 37
PA: Well, I think that what Modern Monetary Theorists would argue is that money is credit and
nothing but credit.
RF: Fine, so a Treasury bill is money. Or not?

Professor Farmer notes, ‘For a more complete account of my views on the Fiscal Theory of the Price Level see my
recent working paper with Pawel Zabczyk (Farmer and Zabczyk 2020)’.
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PA: Well, no – a Treasury bill isn’t money, because money is simply a ledger entry. For example,
what a modern monetary theorist would argue is that there is no government budget constraint,
it’s simply an ex-post description of what’s happened. So, in other words, if the government wants
to spend, if you want to conceptualise as a model, the first thing it has to do is spend by issuing
new money, i.e. new debt, and that doesn’t have any corporeal existence.
RF: You said new money and new debt in the same breath.
PA: For a modern monetary theorist, credit and debt are the same thing, made at the same time
(two sides of the same coin, if you like). Therefore, new money is new debt.
RF: Perfect, I’m totally on board with the statement you just made. In the models I write down,
that’s true because there are multiple equilibria and because the actions the government takes
help to select one of the equilibria. Maybe I should write a paper called ‘Modern Monetary
Dynamic Stochastic General Equilibrium Theory.’
PA: I'm currently writing a paper with my supervisor who is a TSSI Marxist.
RF: What’s TSSI?
PA: The Temple Single System Interpretation. He rejects dualism - that there’s a dual price and
value system - and also, he would believe that the value of inputs has to be valued differently to
the value of outputs. So consequently, if you are a TSSI Marxist, you believe that Marx's original
value theory is internally consistent.
If I go back to the original point, if the government spent money, what would you think would
happen to the balance sheets and the economy, or do you not think in those terms? So if the
government bought, say, a new nuclear submarine from a private defence contractor, what would
be the monetary movements in that? I’ve had this question answered in so many very different
ways; every person I’ve asked has answered it entirely differently, which is very interesting.
RF: I don’t understand the question, even.

384

PA: That has been said before. So say, for example, I was in charge of the Ministry of Defence
Procurement, and I decided that we wanted another nuclear submarine, so the orders went out
from the government, “Pay ‘Firm ABC’ for a delivery of a nuclear submarine in five years.” What
would actually happen in the balance sheet structure of the economy? Which accounts would go
up, which would go down? Do you think in those terms, or do you think on a much more abstract
level than that?
RF: The government has a bank account that it uses to purchase new nuclear submarines. I’m
honestly bemused by the question.
PA: Well, the fact that you are is quite interesting. From my point of view, because MMT comes
from Mosler, who’s a financial thinker, and this idea he’s on the fringes of economics, it’s not a
criticism of economists. It’s just, like you, a lot of economists don’t see that as a question that’s
often asked. For a modern monetary theorist, they would say that if the government buys a new
submarine, its balance at the Bank of England goes down. The receiving bank’s reserves would
go up, which would mean there’s an internal transfer on the liabilities side of the Bank of England,
there’s a reduction in the balance in the account of the government, and an increase in the
reserves held by the receiving bank. The asset total value of the Bank of England balance sheet
remains the same. Regarding the bank which holds the account of the company that makes the
submarine, that bank’s balance sheet will expand. It will have liabilities – say it was £2 billion, I
don’t know if you can get a nuclear submarine for that, probably not – but now that company’s got
a balance at its own bank of £2 billion, which would be a liability to that bank, and on its assets
side, the receiving bank’s reserves would have gone up. Now, if you’re a modern monetary
theorist answering that question, that’s how I would think. But you won’t be surprised to know that
when I ask economists that question, they don’t answer it in those terms.
RF: No, of course not. I want to ask you a question.
PA: Yes, of course…
RF: Does it matter if the equity value of the Bank of England is negative?
PA: No.
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RF: I agree with that. It’s meaningless. In fact, the Bank of Israel has had negative equity for ten
years.
PA: A modern monetary theorist consolidates the central bank and the Treasury in terms of a
model.
RF: How does a modern monetary theorist deal with the difference between the world we live in
now and the Gold Standard?
PA: Under the Gold Standard, the government’s ability to issue debt, or to spend, is limited by its
gold stocks. Because, for example, if the government runs a deficit under the Gold Standard - say
it’s spent a billion pounds and took in £800 million, there would be £200 million’s worth of
convertible gold currency.
RF: So, it’s an entirely different world.
PA: Yeah, so therefore the interest rate had to be determined by the central bank so as to compete
with the option of conversion, which is why big deficit countries under the Gold Standard would
raise the bank rate.
RF: So, the question about buying a nuclear submarine would have very different implications in
an economy under the Gold Standard than it would under the current standard.
PA: Yes, it would. I don’t know if you’re familiar with the employer of last resort policy?
RF: No, I’m not. 38
PA: That in itself is telling. What it’s saying is that Modern Monetary Theorists don’t believe that
the main policy tool for maintenance of price stability should be interest rates, they don’t believe
this approach is effective 39. And an ELR also gives full employment, by definition. What they
would suggest is that you have an employer of last resort policy, and what that means is that the
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state stands willing to offer a job at a given wage rate to anyone who turns up and asks for one.
What that means is the state will offer any number of jobs, so unemployment effectively falls to
zero, because if you define unemployment as ‘anyone ready and willing to accept a job’, it’s not
compulsory, so if you were unemployed you could go to the government and say, “what have you
got?”, and they will give you the job. So, what happens is a stock control policy – in times of
recession, people move into the employed labour buffer stock.
RF: I am sympathetic to both of these points. I agree that the state has a responsibility for
maintaining full employment. But full employment is not easily defined. It is possible to have too
much employment just as it is possible to have too little employment. A job for everyone who
wants one is a meaningless concept for someone who thinks in terms of search. In the real world,
it takes resources for people to find jobs. All the time people are leaving jobs for one reason or
another and societies have to find those people new jobs by some method. The unemployment
rate is simply a measure of the speed with which you’re finding those people new jobs.
Now, obviously people leave jobs for endogenous reasons too, but imagine just 10% of people
move across the country for exogenous reasons. They get married to someone on the other side
of the country, for example. Those people are always flowing into the pool of unemployment. How
quickly do you find them jobs? Well, when you recognise that it takes resources to match people
with vacancies, you realise that the speed with which you find jobs for unemployed people is
potentially an object of social policy. You could find them all jobs very, very quickly, so everyone
was unemployed for an hour. But that might not be a good idea. Why? Because there would be
a huge team of people figuring out what job each unemployed person should be assigned to. The
faster you fill vacancies, the lower the unemployment rate. But a faster process requires more
recruiters to match people with jobs and those recruiters might be better employed elsewhere.
To get to zero unemployment society would put so many resources into filling vacancies that
nobody would be left to produce goods. There is an optimal unemployment rate which is one
where society is filling jobs at a rate at which the production of commodities is maximised. In
models of this process, the optimal unemployment rate is closer to 5% than it is to zero. How
should we ensure that employment is close to the optimal employment rate? Here I favour
intervention in the asset markets. I take this position because my published research finds that
the unemployment rate is highly correlated with the value of the stock market. A deep and
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persistent drop in the value of the asset markets is followed, three months later, by a steep
increase in the unemployment rate. 40
Your second point is that MMT theorists believe that interest rate policy is not the best way to
control prices. Here I disagree. My own view is that control of the interest rate is an effective way
to target the inflation rate. And control of the rate of growth of an index fund of publicly traded
stocks would be an effective way to control the unemployment rate. My view on how best to
achieve these dual targets is explained in my book, Prosperity for All.
You asked, “Do you consider the employer of last resort policy to be a viable means to ensure full
employment and price stability?” I’m certain it could be a successful means of ensuring full
employment, we saw that in Soviet Russia. I don’t think it was very efficient – the state allocating
people to jobs is not my ideal society. Also, I don’t think that full employment, implemented by this
policy, would guarantee price stability.
PA: In a way, it’s only a buffer stock, so what would happen to it is that the pay rates in it wouldn’t
be particularly high. In a boom, the private sector would get first choice, they’d just bid people out
of the pool, and in a recession, people go back into it. In a sense, it’s not like a Soviet planning
thing – for example, if you were at full employment with private sector demand high, there could
be close to zero in the buffer stock, if you see what I mean. Then, if you went into recession,
instead of people losing their jobs and doing nothing, they would go into the buffer stock and there
would be no hysteresis effect, that’s the idea. So, you know the old saying, “No one wants to
employ an unemployed person”? If for example you were, say, an economist, and you lost your
job as an economist, you could do something with similar skills in the buffer stock at lower wages
and then you would not be de-skilled, if you like.
RF: There’s a very interesting proposal that you should take a look at by Morgan Warstler. He’s
on Twitter. His policy which he calls ‘Uber for Welfare’ is a similar proposal to that, but instead of
having the government providing these jobs, it’s a graduated subsidy scheme that would get an
individual a job. If you wanted to hire someone to help write your thesis, for example, you would
offer a wage, and I don’t remember the details of exactly how the scheme works, but basically the
government would top up the subsidy that you would get. It’s an incentive to get private people to
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hire anyone, much in the same way that you’re talking about, but it uses private markets to fulfil
the role that you’re assigning to the State. It’s also a way of maintaining a guaranteed income,
which is an important concept.
PA: The people that you come across in your professional life, what’s their attitude towards MMT,
or do they not really have an attitude?
RF: I don’t think the majority of economists I interact with have heard of it.
PA: In terms of methodology, you’ve described your methodology much more fully than any of my
other interviewees – would you consider that pluralism is important?
RF: Talking to people is important if that’s what you mean by pluralism. My philosophy is
Lakotosian as I explained in a paper I wrote for a conference in honour of Ned Phelps. 41 There
are a lot of competing agendas, all working at the same time. Different people work within different
agendas. I do think that it’s useful to have a dominant agenda because in normal times, it is not
productive to have every newly minted graduate student pursuing her own independent research
programme.
But in times of crisis, it’s useful to have pools of other ideas that preserve concepts that have
been rejected by the mainstream. Sometimes those concepts were rejected prematurely, and
they may prove useful and re-enter the mainstream. So yes, pluralism is useful as a means of
preserving knowledge. For example, Post-Keynesian economists preserved the idea that there
are multiple steady-state equilibrium unemployment rates. That idea should be brought back to
the mainstream. But that does not make me a Post-Keynesian.
PA: The final question is what role do you consider that MMT might have to play in the practise
of heterodox, or indeed any economics? Do you see it as something that’s so far from what
economists are thinking about that you don’t even see it on the horizon?
RF: There are many pluralistic views. I’m not sure why anyone would put a label on themselves,
I refuse to be labelled as anything. I don’t know why anyone would want to be labelled as an ‘MMT
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person’ as opposed to someone who seriously considers the ideas in Modern Monetary Theory
and tries to integrate them with other things that they found useful.
PA: Well, that, in a sense, is just as good an answer as any other. That if you kind of pick apart
the question, that’s really what I want to do with the questions, if you see what I mean. Well, that
concludes the formal interview. Many thanks, Professor Farmer.
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vi.

R1 (2) Professor Charles Goodhart FBA: Interviewed face-to-face, LSE
London, February 28, 2018

PA: Which field of economics do you consider to be your specialism?
CG: Central banking, monetary policy, financial regulation and monetary economics more widely.
PA: Thank you. What would you consider to be the main issues in your field?
CG: What monetary policy should be, how it should be made, how it works, and what kind of
financial regulation should be applied, particularly within the banking system.
PA: In terms of your view of how the system works, what would be your underlying axioms and if
you’re not deductivist in methodology, what would be the principles of your view?
CG: I totally disagree with the rational expectations theory. I think the world is extremely uncertain;
I don’t think the future will be like the past. As Paul Davidson would tend to say I think the world
is not ergodic – I think that we all tend to learn from each other, rather than from first principles,
and that the main constraint on our actions is neither money nor work, but time. And our problem
is to try and maximise what we can achieve in the relatively short span of time which we’ve all
been allotted.
PA: Thank you. To what extent, if at all, does history have a role to play in your work?
CG: An enormous one. I’m basically a historian by trade.
PA: That’s good to know. And in terms of mathematics, if you find it useful, what would you say
its role is?
CG: I think it can be extremely useful. In particular, maths, I think, is playing a very important and
very visual part in the development of modern financial theory – for example, you couldn’t price
options without the Fischer-Black model. And much of portfolio theory and modern finance
depends hugely on maths, and I think that that has been a great benefit. On the other hand, I
think that in macroeconomics there’s an undue reliance on pure mathematical models - largely
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the view regarding the maths itself as being the value of the model rather than its relevance to
practical reality. So, yes and no is the answer.
PA: I’d agree with that. So, moving onto the monetary and fiscal areas, to what extent are you
familiar with or support credit and state theories of money?
CG: The answer is both, to some large extent. If you’re interested, one of the best papers I’ve
ever written is called ‘The Two Concepts of Money’ it was published in the European Journal of
Political Economy in 1998 and it sets out at very considerable length what I think are the
appropriate theories of money and what are not appropriate theories of money.
PA: Thank you; I will look at that paper. In general terms, would you consider the quantity of
money to be determined exogenously or endogenously, or some variant on those two concepts?
CG: Oh, endogenously – but then almost everything in the world is endogenous. The amount that
is exogenous other than the weather is relatively small.
PA: How would you view banks? If you were constructing models or criticising models, would you
consider them to be pure intermediaries or would you see them as being able to create money
via credit expansion?
CG: The answer is neither. They’re certainly not pure intermediaries, and they certainly play an
important role in determining the quantity of money. But the modern theory – it’s not quite MMT –
is now called the Bank of England theory, which says that banks create money, is drastically
oversimplified, so much so that I would argue it’s wrong. Let me give you an example: the only
case that I know of where the banks actually created money all by themselves was when WellsFargo decided to write up both the credit and the liabilities side of their clients without warning
them. The point that I’m trying to make is that the bank never creates money by itself; it can only
do so in negotiation and discussion with its clients - so that what actually happens is that a private
sector borrower wants money for some reason, or thinks that they may want money, and they go
along to the bank and they discuss with the bank what credit the bank will be prepared to offer,
and the terms. The bank can’t create money if the borrower isn’t there. And once the bank has
decided with the borrower, on what credit they’re prepared to provide, in most cases in the UK,
the actual timing of the issue of the loan is not at the behest of the bank, it’s the choice of the
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borrower. For example, I imagine you’ve got a credit card – when you use that credit card you
yourself are creating the loan and the deposit that goes to someone else; it’s you who are doing
it. The bank does not even know that the credit is being created – it is you, the borrower, who is
doing it. So yes, banks play a very important role in the money creation process but to say they
create money without even mentioning the interrelationship with the borrower, is just wrong.
PA: That’s very interesting; I’ve not thought of it in those terms, I’ll have to reflect on that.
CG: I wrote a paper in the Manchester School Journal which was, I think published last summer.
If you’re interested in the creation of money and the various or alternative formats, go and read
that particular paper.
PA: I will do that – it’s my particular interest, money. How would you consider interest rates to be
determined, both in theory and in practise? Ideally, the theory and practise would agree, but
perhaps not?
CG: The answer depends on whether you’re talking about the short run or the long run. In the
short run the central bank can set any interest rate it likes, that is, assuming you have a flexible
exchange rate, as the UK does. In the short run the central bank can do whatever it likes. The
problem comes in the longer run, because if the central bank sets an interest rate which way out
of – it’s a phrase I’ve always been dubious about - equilibrium, it will set up secondary forces,
either inflationary or deflationary, that will actually force the central bank to set an interest rate
which is consistent with what they are trying to achieve, which is an inflation target and reasonably
full employment and all of that. So, in the short run the central bank is master of all it surveys but in the long run the central bank is actually pretty tightly constrained by overall economic
conditions. And in the longer run, one can argue, I think reasonably correctly, that the real interest
rate is determined by economic conditions in the broad, and the central bank cannot force the
real interest rate far away from equilibrium. So, in the longer run, the central bank can only really
determine inflation, and not the real interest rate.
PA: So, in a sense, do you think that the central bank – by for example, agreeing to buy unlimited
quantities of government debt at all the different maturity levels, it could, at least in principle, set
the yield curve – but outside political forces would, in practice, prevent them from doing that? So
that they’d have to reverse the policy under certain circumstances?
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CG: Well, things have changed. Until 2009 the central bank operated only at the short end and
just set the very short end and it did neither try, nor was it able in any way, to control the yield
curve. Since then we’ve moved into a new world, in which the central bank, through quantitative
easing, operates much more widely through the yield curve, and it is possible to a degree that the
central bank has more influence on the scope of the yield curve now than it ever traditionally had
in the past. Whether that control will continue when monetary policy normalises, no one knows.
PA: In your personal understanding of heterodox economics, what would you think it meant to
you? And which groups of economists would you think to be heterodox?
CG: The mainstream economists are those who use DSGE (Dynamic Stochastic General
Equilibrium Models) who believe in rational expectations, efficient market theory, who see the
world as being ergodic and largely determined by fixed laws and generally have an opposition to
government intervention. The mainstream is American, Chicago-led, rather right-wing - and
believes in a world where everything works nearly perfectly. The rest of us are heterodox, to
varying degrees, and to varying degrees, almost but not always, more to the left.
PA: In terms of heterodox economists, to what extent do you think they have compatible or
complementary views? And are there any examples you might give where heterodox economists
of different schools might have an overlap?
CG: There are many different schools. For example, as we were saying earlier, there are many
fewer than there were twenty or thirty years ago who still believe in pure Marxian economics,
there are very few of those left. And then there’s a whole spectrum of those who have differing
views about what the role of the state should be in the economy and there are many differing
views about the approach of how you should start doing macroeconomics, how far you should
diverge from the DSGE-type mainstream, and who have different views about the appropriate
form of modelling.
PA: To what extent do you think that heterodox economics is considered a realistic alternative to
new consensus macroeconomics in the community in which you work? You can define the
community in any way you wish, for example, that might be your colleagues in the central banking
world – how do they see heterodox economics?
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CG: Well, the problem is that heterodox economics is not a unified school.
PA: In the community in which you work, have people heard of MMT? If they have, what would
be their attitude towards it?
CG: When you say ‘people’, that’s rather broad. The problem is if you’re not a monetary
economist, you probably won’t have heard of MMT. At LSE, those who do monetary economics
might have heard of MMT but your average economist who isn’t a monetary specialist would not.
PA: If you considered yourself to be a heterodox economist, did you work in a university
department?
CG: I don’t think I do consider myself a heterodox economist – I like to think that I try to appreciate
which parts of virtually all economic approaches have value, and I can see aspects of
considerable value in many parts of heterodox economics, but I wouldn’t claim to be a heterodox
economist.
PA: Moving onto the hegemony question, do you consider that the global financial crisis provided
significant evidence which might have contradicted the new consensus macro, such as new
Keynesianism?
CG: Yes. And again, one of the features of the DSGE models, is that they assume that everything
works perfectly, including that nobody ever defaults – and of course the great financial crisis was
all about the risk of default for major parts of the banking system and the financial system suddenly
becoming top priority.
PA: Has it had an effect on the hegemony of the new consensus macro?
CG: Much less than I would have expected. The DSGE models still dominate the major journals.
There is some attempt to include uncertainty and default, behavioural economics, non-rational
expectations in getting away from the efficient markets hypothesis - but to nowhere near the
degree of change that I would have expected. The problem is that the mainstream economists
have invested an enormous amount of time and energy and learning about the technicalities of
these models, and they’re not about to give it up.
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PA: Do you think there’s much chance that heterodoxy, or indeed any alternative to the current
New Keynesian, DSGE modelling – is there anything that might make you think that it could be
replaced by a new way of thinking?
CG: I hope so. I sometimes think - sometimes I’m less confident – is that agent-based modelling
will succeed the kind of DSGE models that are currently dominant. One thing that I’ve once said,
which I’ve always believed in, is that the standard DSGE mainstream models, which are used by
central banks, exclude by definition, almost everything I think ought to important for central
bankers!
PA: Moving onto MMT – are you familiar with its theory of operational reality, and if you are to
what extent, if at all, do you consider it valid? I’ve defined what I think operational reality is [on
handout provided]
CG: You tell me about that, because I’m not certain I fully know what you mean by it.
PA: Operational reality is how the monetary system actually works in practise, how the banks and
the central banks actually interact in the real world, rather than treating banks as intermediaries.
Are you aware of what MMT says about how the central bank and commercial banks operate, for
example, when banks make loans?
CG: Well, as I’ve said before, I don’t think that the current theories – any of them – are fully
satisfactory. Not only is the modern approach of loans-create-deposit, banks-create-money, too
one-sided - they put far too much emphasis on what the banks do, and they put far too little
emphasis on the interaction between the banks and borrowers – but beyond that, there’s no real
theory behind the analysis of what the banks do. It’s simply a statement of ‘banks create money’
and ‘loans create deposits’ without arguing what the bankers are trying to do. One of the
disadvantages of both the New Keynesian consensus and a lot of heterodox theories is that
there’s no attempt to assess what commercial bankers are actually trying to achieve, what they’re
maximising. And banks are an institution – they can’t do things, they don’t behave, they can’t
make decisions – it’s people who make decisions, and the people who make the decisions are
the bankers. And there’s very little attempt, either in MMT or in neo-classical economics to actually
ask yourself what is it that bankers are trying to achieve. For example, none of these theories
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actually have a reasonably well set out argumentation about what it is that commercial bankers
are trying to maximise or achieve. In other words, the bankers, in most of these theories, are just
‘black boxes’.
PA: That would seem pretty much as I would have read it. For Modern Monetary Theorists the
‘64 thousand dollar question’ is: do you consider that taxation actually funds spending in a
functional sense, if countries have their own currency under floating exchange rates? Does the
government face, in a general sense, the need to collect taxes to fund its spending – or is this just
a useful, or useless, fiction?
CG: No, I think it is a useful fiction, because if they don’t tax, then either the debt ratio will go up
a lot, and/or the monetary base will go up a lot - and depending on what else is happening, that
will have secondary effects on the system, which, in many respects are unlikely to be beneficial.
PA: The MMT argument is that before the government can tax, it must spend as a matter of logic.
In other words, it’s not a ‘chicken and the egg’ because the non-government sector can’t pay their
taxes until the government sector, whether you include the central bank or not, has put the
reserves in the system that will be destroyed by the taxes. This, in a sense, is the essence of
MMT’s ‘taxes drive money’ - although you would need to tax to maintain the value of the money
and/or repress inflationary pressure, there’s no such thing in a real sense as ‘taxpayers’ money’,
it doesn’t go anywhere – it’s the chartalist view; it’s like a ‘bank ticket’. Would you think this idea
(a ‘synthetic account’, a bit like Keynes would say about national insurance for example) that
pretending that the government collects the non-government sector’s money and puts it
somewhere to fund the health service or whatever, that it can be ‘short of money’ – is it plain
wrong, is it right, or is it a legitimate model to help the understanding of the population, what would
be your view of that approach?
CG: Clearly if there is fiat money, the government has got to make such fiat money available – so
in that sense government expenditure precedes taxation. On the other hand, of course, if there
have been government expenditures in the past it is perfectly possible for tax revenues to be
greater than government expenditures over any short period. So there’s a degree of validity in the
view that you don’t need taxes to finance government expenditure. But if the government
expenditure is large scale, and you don’t have any taxes, either you’ve got huge amount of debt,
which has its own problems, particularly in the future, or you have a large amount of fiat money
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floating around the system, which is likely to lead to inflationary problems at some stage. So,
there’s a degree of truth to the MMT approach, an underlying truth, but it’s not the whole truth –
in that with significant expenditures, you’re going to run into very severe problems if there isn’t
sufficient taxation to meet the greater part of those expenditures.
PA: If the government spends money – for example, it bought a nuclear submarine - what would
be the balance sheet effects in the financial system? If you were trying to record it on accounts,
what would actually happen if the government bought something?
CG: The difficult part of that is actually: how would you value the nuclear submarine? Because
I’m actually not at all sure how the government values the military equipment that it owns - but it
might value it at cost, so the government would have a certain amount of real assets, and against
that it would have the expenditures, and then would have to finance these expenditures – again,
we talked about the question of how far it could go by financing it by fiat money – as compared
with taxation or debt. Balance sheet accounting of governments is actually a fairly tricky area,
because the governments, for example, are committed to such things as your future pension and
my future pension – so is the present value of the government’s commitment to offer us pensions,
should that be in their balance sheet? And how do you actually put it in? And what is the value of
a whole range of government assets? What’s the value of, for example, the Houses of Parliament?
PA: So, there’s a lot of subjectivity in accounting at that level. Someone, somewhere, has to
decide these things.
CG: Oh yes, the ONS. It’s as much an art as it is a science.
PA: If you were to try to describe quantitative easing in a nutshell, how would you describe it?
CG: The central bank is transforming long-dated government debt into very short-dated
government debt, most of which takes the form of commercial bank reserves. And then one of
the questions is why are the banks prepared to hold such massive amounts of reserves at the
central bank? And in America, for example, the reserve base of the American commercial banks
is a hundred times what it was before the QE started. Why are commercial banks prepared to
hold so much money in that form? Well, it is completely riskless. It now has an interest rate paid
on it, it provides you with masses of liquidity, a small amount of return, and it is not counted against
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you, at any rate in the UK - in terms of leverage you don’t have to hold any capital against it. It’s
an asset the banks hold on their books because they think it is worthwhile.
PA: I would agree with that. MMT, as a tool for analysis, tends to consolidate the central bank and
the Treasury, and this has caused a degree of consternation among Post-Keynesian ‘supporters’
of MMT and the more hardcore advocates of MMT, it’s sort of the stumbling block. Do you think
that this is a valid pedagogical model or tool? Or would you consider that the government and the
central bank are so distinct as institutions it’s not a valid approach to consolidate them?
CG: I think that you can’t consolidate them nowadays because they are independent, the central
bank has operational independence. The central bank’s objectives will be somewhat different to
those of the government because of the constitutional changes that have been made, so I think
a degree of separation is now required. Prior to 1997, when Gordon Brown gave operational
independence to the bank of England, I think you could argue, validly, that they could be
consolidated. Now I think you can’t.
PA: In terms of the employer of last resort, which, along with the ‘taxes drive money’ theory, is
probably the ‘unique selling point’ of MMT – do you think that the ELR or ‘job guarantee’ policy is
a valid way of maintaining price stability and/or full employment? What would be your view?
CG: I’d want to know what form the employment would actually take, and what it is that these
people are supposed to be doing. I always take the line – this is a line, I might say, that infuriates
my friends who believe in MMT – that the government is already an employer of last resort,
because any appropriately-aged male, or these days even female, who wants to join the army
can always do so, and there are always plenty of vacancies to be a porter at an NHS hospital,
and they’ve never been filled. I don’t think this employer of last resort business really holds water,
unless you can say there’s some wonderful occupation other than joining the army of the NHS,
which the state could provide and doesn’t already. They already are, for all practical purposes, an
employer of last resort – it’s slightly different for people of your age, or mine, because we can’t
join the army, and we might get turned down even as a hospital porter! You get the point – the
point is: what is these jobs that the state could provide that it’s now not providing?
PA: The crucial point that’s not necessarily stressed in a lot of the literature, is this idea of
redefining productive work. It might be something like being a companion to an older person.
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CG: There are vacancies in care homes up and down this country! And there were even at the
moment of the highest unemployment. Vacancies were never zero. You can always join the army,
you can always become a carer. My brother died of Alzheimer’s last year, and the turnover at his
care home, which I must say is a remarkably good care home, was enormous; people came,
people left, and they were always looking for people to be carers. The vacancies are there. I know
this is in some respects highly unfair – to say that people prefer to be unemployed than take up
vacancies of a kind they don’t like. And people are tied to where they live, and people, on the
whole, don’t particularly want to look after Alzheimer’s patients, and I don’t blame them at all. But
the idea that there’s some sort of wonderful job that the government could provide, and doesn’t
provide, I think is absolute nonsense. I think that there are types of job that, even in the worst of
the recession we had in 2009 and 2010, in virtually all cases, people could have gone into.
PA: I see where you’re coming from. Continuing with that, do you consider MMT to be a legitimate
but distinct group within broad-church Post-Keynesianism, or is it separate to Post-Keynesianism,
or do you think that there’s not enough distinctive about it to be classified that way?
CG: There are so many branches of heterodox economics, and there are many, many
disagreements within the various branches. One of the difficulties, and I think this is very
important, is that the mathematical and technical capacity that the mainstream economics shows
– all the sort of constrained Lagrangian functions– the DSGE models are sort of rafts of equations,
and being able to do rafts of equations and get them right is regarded very highly in the subject –
I think much too highly, but there we are. The problem with heterodox economics, almost as a
generality, is that it doesn’t have as much firepower as the mainstream.
PA: I’d agree with that. Moving onto the last section, what would be your general approach to
methodology?
CG: Well, I’m not technically very adept myself, though I think that some problems need a lot of
technical ability. I’m a historian by trade, and I think in empirical, historical terms most of the time,
and I regard it as important that the theories should have a firm empirical basis.
PA: One of the arguments from a methodologist’s perspective is this idea that the mainstream
pretend to be deductivist, in that they start with a given axioms, often based on this ergodicity,
then they say that their theory is abstract but that doesn’t matter because it will be tested
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according to whether their predictions match reality. But when it comes to the crunch, as in the
credit crunch, they actually don’t do that – they bring in ad hoc modifications to their theories. So,
the alternative approach includes ideas like critical realism.
CG: I don’t know what is meant by critical realism.
PA: It’s really ideas from people such as Tony Lawson; this idea that the nature of reality is
‘layered’. Without me talking about it too much, it’s the idea that there’s an intransitive domain,
it’s not ‘knowable’ directly, it’s an aspect of ontology conceptualised at a ‘deeper level’ than
observable reality –and a transitive domain within which scientists (natural and social) do their
work…
CG: Then it’s way beyond me. I don’t do metaphysics.
PA: One of the arguments for heterodoxy is that it has in common this idea of the ability to have
a similar ‘metaphysical base’ – from methodology, I find quite interesting, but it might be that
practical economists are too busy ‘doing’ to think about methodology. The last sort of area would
be the ‘pluralism question’ – to what extent do you think that pluralism is important, the idea that
people are open to more than one view? In summary, what’s your view of having different types
of economics interacting with each other rather than ‘there’s only one way to do it?’
CG: I’m very much in favour of having different approaches, and I actually tend to think that a very
considerable part of the mainstream modelling, and the assumptions that they make, are actually
incorrect.
PA: Many thanks, Professor Goodhart. Good to meet you- it’s been a great interview

401

vii.

R1 (3) Professor Geoffrey Harcourt: Interviewed face-to-face, SOAS
London, 18 March 2018.

PA: The first question is, what field of economics do you consider to be your specialism?
GH: Well, the greatest compliment ever paid to me was by an Indian friend of mine at the World
Bank. He said, ‘I always think of you as the Keith Miller of economics (the last of the great allrounders).’ And since Keith Miller was my boyhood hero and I have that in writing, it’s great. So,
I’ve really made [very amateur!] contributions to everything except Game Theory – I had hoped
that Game Theory would go away; silly me! I have a much-admired friend, Abu Rizvi, who taught
Game Theory for five years, and then wrote a very good article in ‘Contributions to Political
Economy’ called ‘Game Theory to the Rescue?’, and I thought that confirmed my views. But then
Ken Arrow…- we were very good friends from 1963 on, of course I admired him like the rest of
the profession enormously, both as a person and an economist - I read his tribute to Hassani
when he died, and now I’m a bit more agnostic. But thank God I’m too old to have to learn it!
PA: My experience of Game Theory is that it’s an awful lot of maths for very little gain, but maybe
I’m a little cynical.
GH: Sceptical…
PA: Yes, sceptical might be better. If you looked at your view of the world as an economist, what
would be the underlying principles of your view, why would you do economics?
GH: I got into economics by accident - because I always wanted to be a vet when I was at school.
I did economics as a fill-in subject – I had to do physics, chemistry and biology, which I struggled
with - and I just liked economics. I came from a very right-wing, conservative family, and I course
I was a carbon copy of my parents’ views, until I went to Melbourne University in 1950. And they
didn’t have commonwealth scholarships then, so I signed myself up there on a very generous
scholarship to be a schoolteacher. I did a commerce degree. Doing ‘Economic Geography One’,
which is really comparative economic systems, I quickly changed from being a right wing, free
enterprise type to being a democratic socialist, because, though all the systems were different,
they had two things in common: they were immoral and they were inefficient. So, I thought, not
completely naively, that you should have socialist societies, where resources that had to last many
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generations were looked after by the state, rather than by private enterprise. What convinced me
of that was the story of the development of the Californian oil fields, by private enterprise, when
they stuck the holes to get the gas out too close to one another, and so all those resources were
lost!
PA: I know the answer to this, but to what extent, if at all, does history have a role to play in your
work?
GH: It’s a complete backdrop, because even when I lecture on theory, I always put it into its
historical context: who was the originator? What were their personal traits? What issues were they
trying to solve? Why did they come at it in this way? I was asked by Jack Lanauze the professor
of economic history, in my second year at Melbourne, 1951, the year I peaked (I came top of
every subject, it’s been downhill all the way since then) to be an economic historian, and I said
‘thank you very much, but I really want to be an economic theorist’. But doing economic history
convinced me, like those two very good papers by Arrow and Solow in ‘80s, that you cannot be
an economist without knowing the economic history of preferably many countries, but certainly
your own.
PA: How important do you think maths is, and how would you use it?
GH: It’s a wonderful servant, but a terrible master. I have a paper on the use of maths, in my 1995
collection with Edward Elgar - it was a paper I gave at a conference on the use of maths in different
disciplines, organised by John Cornwell, a fellow of Jesus College -who knows everything! - he’s
very interested in philosophy, religion and sciences. So, I reviewed all the different attitudes to
the use of maths, from Marshall’s scepticism to Stone’s enthusiasm to Debreu and I ended up
with a statement from von Neumann, about the use of maths in different disciplines, that it was a
great servant but a bad master. And the really good mathematicians in economics, like Bob
Rowthorn and Bob Solow, use maths in an ideal way, because it doesn’t get on top of the
economics, but it has its proper place as a servant.
PA: Are you familiar with credit and state theories of money, have you come across them?
GH: Well, sort of because of Geoff Ingham. I was partly responsible for Jan Toporowski’s work,
and in a similar way I was partly responsible for Geoff’s, because he took a year out being bar
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billiards champion of Cambridge, and when he wanted to come back he talked to me about this
book - and so I gave him the list of stuff to read on money.
PA: Is he a sociologist?
GH: He was a sociologist, yes. He started off in the economics faculty, because in the ‘60s the
sociologists they had there - Goldthorpe, Lockwood, Philip Abrams, John Barnes – they were the
jewels in the crown. Then they were driven out by the econometricians and mathematical
economists, and they went over to SPS (Social and Political Sciences) led by Tony Giddens. I
was Tony’s placeman on the faculty board of SPS, because he was in huge fights with John Dunn
and the late Geoffrey Hawthorn.
PA: If you were looking at the quantity of money, would you think it primarily exogenous?
GH: No, it’s endogenous.
PA: I would agree. In terms of banks, would you consider them as intermediaries, or as being
able to create money through credit expansion?
GH: They’re intermediaries but they have to wait until people come along and ask for loans! I’ve
got a very short chapter in my book ‘The Structure of Post-Keynesian Economics: The Core
Contributions of Pioneers.’ It’s all I know about money, six pages thereabouts.
PA: You’re always very modest in terms of talking about money, but I think you know more about
it than you admit!
GH: Well I cleared it with Giuseppe [Fontana], and he said ‘yes, that’s fine.’
PA: How would you consider interest rates to be determined?
GH: Well, they’re conventionally set by central banks, but they have to keep in mind the external
situation.
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PA: And do you think that the central bank could (or should) control the whole yield curve – so
not just the short-term rate, but the long-term rate as well? Do you think it’s possible, would you
think it was a good thing?
GH: Well, Hicks thought the long-term rate was the average of the short-term rate. I think it’s a
great pity that they can’t direct what they’d like the long-term rate to be. But I agree with Kalecki
and Kaldor and Joan Robinson and Keynes: get the interest rate down and forget about it –
because then the expected rate of profit will be so much higher that it doesn’t hold you back on
investment, it’s only when you put up rates to 19% in real terms or something like that it bites and
then you don’t know the duration or the period of the transition mechanism through real
expenditure. I always quote Dennis Robinson: ‘People tell me the bank rate is a beautiful and
delicate instrument, but I think it is coarse and blunt.’
PA: That seems pretty accurate.
GH: A bloke from the European Central Bank gave a lecture somewhere that I went to and I asked
him ‘what do you say to that?’ He was a bit nonplussed!
PA: I suppose he wouldn’t really know how to react! Now, Geoff, you can interpret this question
any way you choose: what do you understand by the term ‘heterodox economics?’ What sort of
economist would be in there? You can interpret that on any level.
GH: Well, it’s certainly not homogeneous, heterodoxy – but I would include Post-Keynesians,
institutionalists (both old and new) and Austrians, in a way - I always thought that Sraffa should
be part of Post-Keynesianism, that’s controversial (Sraffrian economics) and Marx… I think they
all come under that umbrella.
PA: And do you think that they hold complementary views to an extent? What’s the balance of
complementarity as opposed to contradiction in your mind?
GH: I think they’re all pretty complementary, barring Austrian policies (or non-policies), the view
of how the world works is pretty similar to Joan Robinson’s, and therefore to Kalecki.
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PA: In terms of the community you work in now, or have worked in throughout your long career,
what was the view of heterodox economics as a collection of views?
GH: It varied from mild tolerance to outright antagonism. I’ve been lucky in that all of the
departments I’ve been part of regarded me as an oddball, increasingly, but at a personal level
I’ve always been friends with everyone, and my attitude is that I always judge the excellence of
someone’s work from, having worked out what their approach is, how well they do within it – even
if I disagree with the approach.
PA: I know the answer to this question, but I’m going to ask it anyway: do you consider yourself
to be a heterodox economist (or did you if you’ve now retired)?
GH: Well, I now define myself as a Post-Keynesian, but I might point to when Tom Asimakopulos
refused to be in Philip Arestis and Malcolm Sawyer’s ‘Dissenting Economics’, first edition, on the
grounds of, ‘well, I’m not a dissenter; I come out of the classics: Marx, Marshall, Keynes and
Kalecki. I’m just mainstream.’ In a sense I have sympathy with that point of view – but, of course,
no one would have sympathy with me! And of course, once you throw in Smith, Veblen, Allyn
Young, Kaldor and Myrdal with cumulative causation, you’re explicitly critical of the mainstream
way of viewing the world as strongly equilibrated and disagreeing with the view that, as David
Newbury once said to me, ‘I do believe in equilibration’!
PA: Did you work in a university department in your career? Which universities did you work out?
GH: My first job was in Adelaide, which was an absolutely wonderful department, with a very
young professor, Peter Karmel. I met my greatest Australian mentor and friend, Eric Russell,
there; my old friend from Melbourne Bob Wallace was there – Bob and I helped Peter recruit very
bright young people. I’ve just been reading Alex Millmow’s ‘The History of Australasian
Economics’ and he judges the Adelaide department as the outstanding department of the late
‘50s and ‘60s. We were very collegiate – I mean, we had different views, but we discussed
everything, we had a lively tearoom, it was a really wonderful department. And of course, within
ten years they’d all flown to the winds, because expanding universities all offered chairs - Maureen
Brunt ended up at Harvard, I ended up at Cambridge, Donald Whitehead ended up at Oxford.
They went everywhere.
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PA: And have you taught undergraduates in your career?
GH: Oh, of course. In Cambridge I taught first, second and third year and the M. Phil; in Adelaide
I taught first year for quite a while, because my first book with Peter Karmel and Bob Wallace,
‘Economic Activity’ was based on lectures that Peter originally developed (they’re an introduction
to the economics of Keynes) and I suggested to him and Bob that we should make a book of it
because there was nothing else like it, and then I went to Cambridge and CUP commissioned us
to produce a book. So I lectured on it to first-year undergraduates, and I used to say ‘thirty years
ago, Keynes was lecturing to a select group of undergraduates from the proofs of the General
Theory’ and I said ‘I’m not Keynes, and you’re not a select group of undergraduates, but you are
about to get a lecture course on the economics of Keynes, based on the proof sheets of the
textbook I’m writing with two other people!’ My most distinguished pupil in that cohort was Mervyn
King, and he’s said three times in semi-public it was the greatest introduction he could have had
to macroeconomics, or to the economics of Keynes.
PA: That’s great!
GH: He and William Peterson, who’s a very close friend – his wife, Marianne, and Joan and I are
very close friends - he was there too, and they both got the top firsts in Part Two.
PA: In terms of the new consensus macroeconomics, or, if you like, New-Keynesianism, the
mainstream - do you consider that the global financial crisis contradicted it, and if so, what makes
you think that?
GH: I think it did contradict it - because though their hearts are in the right place, their analysis
isn’t. It’s not New Keynesianism, it’s pre-Keynesian theory, basically, after Keynes, because it
attributes everything to imperfections, which means – if only you got rid of them –the world would
work in an ordered way. Which is bullshit – I mean, it’s not correct…
PA: Either term will do!
GH: I have a paper in ‘Real-World Economics Review’ called ‘The Crisis in Mainstream
Economics’, which was my valedictory lecture at SOAS in 2010, and there I set out the reasons,
based on arguments from Joe Stiglitz and Bob Rowthorn. If you look the paper up, you’ll see.
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PA: I’ll have a look. Following from that, do you think it’s had any effect on the hegemony of the
new consensus, or have they got away almost scot-free?
GH: Yeah, and they’re ruthless. I was the after-dinner speaker at the World Conference of the
Western Economic Association in January, which was held in Newcastle, Australia - and my topic
was ‘Can heterodox economics and heterodox economists survive in an environment of ruthless
mainstream hegemony?’ I wasn’t very optimistic.
PA: I’m someone who looks at most of heterodox economics quite fondly, but I’m a supporter of
MMT, and I wondered if you were familiar with its approach?
GH: I know Bill Mitchell only too well. Not to mention Martin Watts and Randy Wray.
PA: What do you think of their approach?
GH: I’m inclined to agree with Peter Kriesler in that, the substance of it we teach to our first-years;
what’s new? I thought that the best critique of it – and this is controversial – was Tom Palley’s.
PA: He’s particularly harsh, as opposed to Lavoie, who’s quite friendly.
GH: He’s quite friendly, yes!
PA: So, in terms of MMT, one of the central tenets of its taxes-drive-money approach is the
concept that government spending isn’t funded by taxes – in other words, taxes don’t fund
government spending, at least in the coventional use of the word; so, logically, the government
has to spend before it can collect. What do you think of the logic of that?
GH: Well that’s just Keynes. It’s that investment creates saving, it’s just another version of that.
In the same way government spending creates the incomes out of which you get the taxes and
the difference has to be covered by debt or by writing cheques on the central bank.
PA: Would you think that this idea that there’s a financial constraint on government, that somehow
they need to get taxes to fund the spending, is wrong?
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GH: Of course it is, it’s a fallacy. I have a paper called ‘The ABC of G&T’.
PA: I’ve got that particular paper. And if the government buys something, like a nuclear submarine,
what would that do in the economy, in terms of balance sheets, the central bank, etc.?
GH: Well, that depends how they paid for it.
PA: Say they did it by direct spending, they just keyed the spending in.
GH: Well, it may increase the imports – and it depends on whether you have full employment or
not, but if it increased activity you’d have a multiplier.
PA: OK. And this if often a thorny question, but in simple terms, how would you categorise
quantitative easing? If somebody said ‘what do you think it is, in essence?’
GH: Well, it’s buying up a lot of useless pieces of paper, rather than asking the central bank to
back up the government buying things from the private sector to mop up unemployment and
excess capacity with green-friendly infrastructure schemes. I mean, that would be the logical,
sensible, useful thing to do - because making the world so liquid and hoping that indirectly that
will raise activity seems to me a very roundabout way of doing things; it’s like they used to say of
the great economist, Ivor Pearce, ‘he always got there, but if you asked him how to get to
Southampton he’d always go via Birmingham.’
PA: I kind of agree with that! MMT tends to consolidate the central bank and the Treasury. Do you
think this is a valid tool, or would you think it best avoided?
GH: Well I believe in ‘package deals’ of policy where all are equals, and the government takes
ultimate responsibility. Peter Kreisler, Joseph Halevi and I have a paper coming out in a book by
John King et.al. arguing against independent central banking. It’s up on the web.
PA: I don’t know if you’ve come across the Employer of Last Resort or Job Guarantee scheme?
GH: Yes, that’s what Bill Mitchell says.
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PA: What would be your view on that? Do you think it’s got validity, or would you think it’s not the
way forward?
GH: Well it builds on a flaw, so I suppose it’s not a bad idea - well, it’s a last resort after all!
PA: When you look at MMT, would you consider them as a distinct group but still within PostKeynesianism? Or would you consider them quite separate? Or does it depend on the individual?
GH: It’s still got an underlying Post-Keynesianism basis, but they have a unique twist on it.
PA: I consider myself to be a ‘Harcourt Post-Keynesian’, with a strong twist of MMT! And from
your community, the people that you normally mix with-what do they think of MMT?
GH: They’re all dead!
PA: Laughs…the ones you still socialise with – what’s their attitude to MMT? Do they have any
attitude towards it?
GH: Well, Peter’s pretty sceptical of it. You see, Bill Mitchell, he’s a very good teacher, he’s a nice
bloke, but he does take very obstinate stands.
PA: The last section is to do with methodology – in a very general sense, when you think about
the work you’ve done over your long career, what’s been your approach to methodology?
GH: ‘Horses for courses.’
PA: I love that phrase, I’ve put it in my work at least twice. And do you think that explicitly
considering methodology is very important in your work?
GH: Oh yeah. As Joan Robinson said, ‘To search for another overall general theory is to search
for another box of tricks’, whereas Heinrich Bortis has the opposite point of view in his great 1997
book, where he thinks you can make up an alternative general theory explaining the long-term,
the medium term and the short-term, coming from Garegnani and Sraffa. Anyway, it’s in his book,
and I always say if anyone persuades me to that point of view, it’ll be him – but I’m not persuaded
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yet. But you know the book that Peter Kreisler and I edited to volumes of, The Oxford Handbook
of Post-Keynesian Economics? Bortis has a clear statement of his views in that.
PA: I liked his chapter…
GH: Oh, you reviewed it, didn’t you?
PA: I did and I enjoyed that chapter! Do you think that pluralism in economics is important?
GH: Of course. As a liberal educator, how could you think otherwise?
PA: This is the last question: to what extent do you think a heterodox paradigm exists?
GH: Not in the sense of having displaced the orthodox paradigm, by any means.
PA: Do you think there’s not much chance of that happening in the immediate term?
GH: Who can tell? You know, we’re going to Goldsmith’s tomorrow for this wonderful seminar
organised by Costas Rapapis. Unfortunately, he missed out, his father is terribly ill so he has had
to go back to Greece, but we’re still going there and they’re a tremendous ray of light; they’re
oversubscribed, they’ve got all these subversive teachers. The last PhD student of Vela
[Velupillai], one of Pasinetti’s, one of Peter Nolan’s, there’s one of mine and one of Roberto
Scazzieri’s, It’s got into the system, and the students are flocking to it.
PA: I’ve been once, and I think it’s really great. I’ll conclude the formal interview there. Thanks,
Geoff that has been fantastic.
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R1 (6) Dr. James Juniper : Interviewed face-to-face, University of
Leicester De Monfort, 6 July 2018

PA: Which field of economics do you consider to be your specialism?
JJ: Well, macroeconomics. But I also do work on ecological economics, and also in philosophy.
I’ve been working on book on the digital economy, from a philosophical perspective.
PA: You could refer to any of those fields - what would you consider to be the main issues in your
field or fields?
JJ: In terms of macroeconomics, obviously unemployment and inequality and financial instability.
In relation to the digital economy, the theft of knowledge, increasing displacement of labour by
machines. In relation to ecological economics, I’m quite interested in the debates around
ecological economics and eco-socialism at the moment, and issues around unpaid labour and
cheapening of nature and how we account for that and how we drive policy.
PA: OK. If I were just to turn my attention to your interest in macroeconomics specifically, though
we may come back to the others later, how would you describe the underlying axioms or principles
of your view?
JJ: I suppose, from an MMT perspective, the notion that you have to account for government. You
distinguish government transactions from those of other agents, banks, households, firms, and
you recognise that deficit spending is crucial to create enough financial assets to meet the savings
desires of the non-government sector; the combination of chartalism and Abba Lerner’s functional
finance [1943, 1944, 1947] comes into play. Money has value because you need it to pay taxes,
and that gives government disposition over the goods and services produced by the nongovernment sector, so the issue of fiscal space comes to the fore. Also, a focus on the volatility,
not just of investment, but increasingly of consumption, and the increasing divorce of consumption
from disposable income, and the fact that it’s driven by wealth effects and asset price inflation;
fiscal withdrawal and real wage oppression being the key drivers of the current neoliberal period
of crisis and growing inequality. I suppose the notion that full employment is achievable however, when you run up against inflationary bottlenecks with traditional Keynesian policies of
public investment, that’s where the job guarantee comes into play, so you can ease those
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inflationary barriers and achieve full employment. I think that was one of the issues that came to
the fore in the stagflation period around the first and second oil shocks. I think MMT responded
to that necessity.
PA: I know the answer to this, but I’ll ask it anyway: to what extent, if at all, does history play a
role in your work?
JJ: In relation to macroeconomy, I think it plays a pretty fundamental role. I cut my teeth as an
economist at a time when we were getting beaten over the head during the Keaton years, because
of the balance of payments constraint. You had stop-go policies because you kept on running up
against the balance of payments constraint and the capital constraint. In Australia, the resource
dependency, we had a commodity-driven exchange rate and aggregate demand was heavily
influenced by commodity prices. But we abandoned full employment quite early in the piece, the
first neoliberal budget was that of Bill Hayden in the last year of the Whitlam government, and
Keating really just consolidated that agenda. They also contributed to undermining the industrial
working class and the labour movement by promoting a particular version of enterprise
bargaining, a particular version of multi-skilling. I was part of a group, Australia Reconstructed,
that was attempting to achieve a different outcome, and one of the problems with that was that
we didn’t develop rank-and-file support for the policies that were being proposed, and it was too
easy for the bureaucracy and the government of the day to overrule the more progressive
elements of policy.
PA: To what extent do you think mathematics is important in your work, and if you use it, how do
you use it?
JJ: One of the problems with a progressive economist in Australia is that they often have a
negative attitude towards formalism. One of the things that attracted me to MMT in Newcastle
was the fact that both Bill Mitchell and Martin Watts were quite strong in the quantitative area in
econometrics. By the same token people claim that there’s no ‘MMT model’, right? And I’ve always
wanted to pursue that and develop one - but I don’t necessarily see MMT as being in opposition
to other modelling efforts in the Kaleckian domain and also circuitist theory, even, and also, stock
flow consistent modelling. It just means that you do the modelling in certain ways.
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PA: If I move onto monetary and fiscal issues, the first question is to what extent are you familiar
with or support credit and state theories of money?
JJ: I think state theories of money are crucial when you have fiat currencies that don’t have
commodity backing. You have to have an alternative explanation for why money has value, and
that also underpins the nature of the monetary payments mechanism because if people need the
money to pay their taxes, where do they get it from? The government’s got to spend it first, so
they have the money that can be used to pay the taxes – so I think it’s pretty fundamental.
PA: Do you consider the quantity of money to be determined exogenously or endogenously?
JJ: Well, obviously endogenously!
PA: Thank you! In terms of banks, if you were modelling, do you consider them as pure
intermediaries between savers and borrowers, or do they create money by credit expansion?
JJ: Oh, of course they have a responsibility for creating credit. They first lend and then sort out
what they need to meet their either reserve requirements or Basel capital advocacy requirements,
and they do that through the channels of inter-bank lending, or going to the discount window, or
selling securities back to the central bank.
PA: That all seems very in line with what I might have expected, but I thank you for the answer!
In terms of interest rates, how would you consider them to be determined? And, as an add-on to
that, do you think it’s technically possible for the central bank to control the whole spectrum of
interest rates? And if you think that’s possible, do you think they ought to do it?
JJ: Good questions. Yes, central banks control the interest rate; they choose a target, and openmarket operations are designed to achieve that. So, if you’re deficit spending, you’re spending
more than you’re taxing so you’re injecting liquidity into the economy which has to be absorbed
through bond sales and vice versa in the case of a surplus.
Can the government control the whole yield curve? I believe they can, and we can see that in
quantitative easing policies, non-conventional so-called monetary policy. And should they? Well,
of course, what’s been driving quantitative easing is the fact that the overnight interest rate can
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be a quarter of a percent, and nothing happens because you’re pushing on a piece of string, etc.
So, what do you do about it? Well, you try to lower long-term interest rates because they’re the
ones that are driving investment and also durable consumption. If that’s a concern, a
consideration, then yes, do try to control the yield curve, but one of the reasons why
unconventional monetary policy has come to the fore is because of fiscal withdrawal, because
governments have been shirking their fiscal responsibilities.
PA: Moving onto more personal opinions, in terms of heterodox economics, what would you
personally understand by the term ‘heterodox economists?’ And could you give me examples of
groups of economists you would classify as heterodox?
JJ: Well, I suppose in terms of big picture, Marxists, Post-Keynesians, feminist economists,
ecological economists, institutionalists (but not the mainstream institutionalists, the old-school
institutionalists who were influenced by pragmatism), and evolutionary economists, although a lot
of them veer towards the Austrian side. Austrians are of course heterodox, but you’re talking, as
Keynes said of the Austrians, they were philosophically very close, but politically completely
different. That’s the problem with the Austrian school, they’re generally very conservative,
although they have some interesting ideas about uncertainty and capital theory.
PA: Technically, I think they are allowed to come to the heterodox conferences but I’ve not seen
many!
JJ: They used to be active on the Post-Keynesian web debates and that sort of thing, and a lot of
those debates – I hear they’d get quite stroppy – could be quite interesting, sometimes.
PA: To what extent would you say the views of these groups – perhaps not the Austrians, but the
others you’ve mentioned – are compatible or complementary, as opposed to antagonistic?
JJ: I think one of the problems is – as you know, there are many different brands of Marxism,
many different brands of Post-Keynesianism – and I tend adhere to a view of Post-Keynesian
economics and Sraffian economics as being more dialectical. So, I see Sraffa’s contribution to
political economy as he wanted to encourage a return to surplus approach, but he also wanted to
show that there was no centre of gravity - in the sense that the existence of economies of scale
would mean that when composition of demand changed, composition of activity, the Eigenvalue
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structure of the economy would change, so the standard commodity would change. So there was
no coherent benchmark that the economy could be governed by, which isn’t to say there would
be sheer chaos. Coming back to the question, I’d see MMT as probably being closer to the Marxist
side and the Keynesian side in some respects, that’s true – Kalecki, to some extent, too. I adhere
to the labour theory of value, and I’m happy to work with those who do. As far as ecological
economics is concerned, I don’t see any discrepancy or opposition or contradiction working with
ecological economists from an MMT perspective.
PA: I think, on the labour theory of value, this is one of the things that does cause consternation,
because I know Steve Keen’s written that Marx would be better – I may be paraphrasing –shorn
of the LTV. Whereas, obviously, TSSI Marxists would think this is a ridiculous statement. My own
personal view is that the labour theory of value is at a different level of abstraction from, say, the
financial flows, it’s more of an underlying principle. I don’t know what your opinion would be of a)
the Steve Keen point, and b) the idea that the labour theory of value is at a different level of
abstraction so it is compatible in that sense.
JJ: I think I know Steve’s problem – and he’s a follower of Richard Goodwin, who was a Marxist,
but who wanted to bring techniques from modern physics to bear on economics, including things
like the Lokta- Volterra model, of course, but he also did work on Sraffian multi-sectoral pricing
as well. When it comes to Steve, the reason why he’s antagonistic to Marx is because he read
some work (I think it was Amit Bhaduri), and he believes capital contributes value, as well, not
just labour. That’s why he rejects the labour theory of value and to my mind that’s based on a real
misunderstanding. I’m quite interested in the philosophical wellsprings of Marx’s political
economy, why he probably adhered more strenuously to a labour theory of value certainly than
Adam Smith. Anyway, that’s probably a good place to stop.
PA: And in terms of the abstraction question, would you say there’s any value in this view that
labour theory of value lies behind the real source of profit, whereas MMT perhaps concentrates
on the financial outcomes of the system? Or is that not necessarily the way you would look at it?
JJ: If you ask where Marx’s theory comes closest to macroeconomics – obviously you’ve got the
analysis that Kalecki developed, and an understanding on financialisation comes to the fore – but
in a way, Marx’s labour theory of value works itself on different levels of abstraction. You’ve got
the abstractions of Volume One and Volume Two, you’ve got prices of production in Volume
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Three, and you’ve got the introduction of financial arrangements. I’m interested in the work of Ian
Wright – now, this isn’t probably shared by other MMT authors, but Ian brings money capital to
bear and argues that the transformation problem is a spurious problem because prices of
production imply we have to take into account the commodity equivalent of the return to money
capital in the equation, and when you do that a lot of value analysis falls into place. You get
equivalences between total value, surplus value, variable capital and all their price counterparts.
Pasinetti’s approach to integrated sectors can be carried through on that basis as well. But
personally, I don’t see any problem, and I know Bill has had blogs where he’s indicated that MMT
is probably closer to the Marxist sort of reading of the macro economy than the Keynesian.
PA: Yeah, there’s one I remember, ‘The Roots of MMT Do Not Lie in Keynes.’
JJ: That’s it.
PA: I’ve read that one a couple of times.
JJ: I’ve read a paper on liquidity preference that argued that endogenous money and the revolving
fund does not deny the existence of liquidity preference, and I was sort of in debate with Bill and
Warren Mosler over that, and they were a little bit sceptical, but in the end, completed a paper.
That was also one of the debates between Paul Davidson and Basil Moore, around verticalism
versus horizontalism. I’m quite happy to work with notions of uncertainty, liquidity preference, and
they play an important role both in Keynes but also in the circuit theories of Graziani. And Randy,
of course, has written a great deal on liquidity preference.
PA: I think in his first book in 1990, he [Wray] wrote about liquidity, trying to rationalise liquidity
preference.
JJ: Yeah, it comes out of Kenneth Boulding’s work, ‘Boulding’s balloons’, he wrote a paper on
Boulding’s balloons that’s very interesting. I think he’s distanced himself a bit from that early work,
but I don’t think he’s abandoned the notion of liquidity preference. I might be wrong.
PA: I think perhaps Mosler influenced him a bit, because I think he and Mosler worked on the ’98
book together. I think Mosler, as you pointed out, was a little sceptical of this liquidity preference
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link, and so I think possibly, to an extent, it could be Warren’s influence. I don’t really know, but
that would fit in with what you’ve said. He doesn’t seem to mention it so much in his later work.
Do you work in a university department, and do you teach undergraduates?
JJ: Yes, I do. I have taught macroeconomics to undergraduates; currently I’m teaching
microeconomics to undergraduates, and I also teach third-year environmental economics, when
I run as an ecological economics course.
PA: I’ll move on to a slightly different theme – looking at the hegemony of the mainstream of the
new consensus macro, basically New Keynesianism – do you consider the Global Financial Crisis
provided significant evidence to contradict its expectations, and if so, what evidence would you
put forward to say, “Look, you were wrong”?
JJ: That’s a difficult question. If you remember Stiglitz in ’88, I think it was, put out one of these
papers on credit rationing, and he’s been pursuing that agenda. When you look at the paper it’s
very, very close to Minsky; it’s even got three financial positions, which are like Minsky’s ‘hedge
speculative, Ponzi’. Ultimately, a lot of the New Keynesians are saying, “We’re Keynesian in the
short run but neo-classical in the long run”, and that’s when everything comes home to roost. Of
course, then they look at all forms of market failure, and the market failures are not those of
Keynes, they’re not uncertainty and fallacy of composition. So, I have some problems with the
New Keynesian agenda, but by the same token, Stiglitz has recently done a great job attacking
DSGE models in a whole variety of ways and, of course, he worked with Kyano and Antoine Godin
and others on the stock-flow system model with agent-based modelling. Stiglitz himself is doing
some quite interesting work.
PA: It seems to me that some of the New Keynesians with bigger reputations, Stiglitz being a
classic example, because his position is pretty much assured, he can really criticise from within
without really incurring much of a penalty. Whereas if you’re more of a lesser-known New
Keynesian, it may be a little more difficult to be antagonistic in any sense.
Moving on, do you think that the hegemony of NCM, or its dominance within the profession, at
least, was that affected by the GFC, temporarily, not really at all?
JJ: Yeah, temporarily; not really at all [in the long-term].
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PA: This is where, instead of looking at the past, I’m going to look to the future. To what extent do
you think that heterodoxy, however you’d define it, has any sort of potential to rival, or even
replace the new consensus macro in the future?
JJ: Well, what’s interesting is I think the ecological economics, the heterodox ecological
economics has a lot of potential in that regard. By the same token, stock-flow consistent modelling
is being taken up, in certain areas, by the mainstream, and I think the Bank of England have been
doing analysis of financial fragility and developing an SFC [Stock Flow Consistent] model. So
that’s interesting; you can point to those examples, and they’re very rare and they’re very
marginal, so I think we just have to be realistic. If we have a series of cumulative challenges, will
that be enough to actually break the back of the paradigm? I doubt it. I mean, the capital debates,
in my view, should have completely floored it. Sraffa entitled his book ‘Prelude to a Critique of
Economic Theory’; that’s very modest, but even that wasn’t successful, it was just business as
usual, thank you very much, even though you had a number of neoclassicals conceding that the
aggregative parables were pretty flaky and the neo-Walrasian alternative was unworkable. It just
didn’t gain purchase.
PA: In terms of MMT, obviously as a well-known advocate of it, I won’t ask you the questions I
ask non-advocates. But where do you see its antecedents or origins? So, you could think of it in
terms of where did it spring from in your immediate experience – and also if you’re looking back,
where do you see the roots? Even if these are not necessarily joined up in a conventional sense,
if you were asked to describe its history and development, how would you do it?
JJ: If you look retrospectively from the current period back, it’s very easy to say that it’s functional
finance, it is chartalist theories of money, it is the job guarantee. But of course, the job guarantee
was probably, for Bill Mitchell, one of the first things he did. I think it was his honours thesis. The
idea of having a buffer stock of employed, work-ready people rather than having a buffer stock of
unemployed people who were scarred by the whole process, both objectively and subjectively.
One way of looking at MMT is that it’s politically saying, “We can get back to full employment,
folks, we had it for 25 years,” and the left have been doing themselves a great disservice, through
their pessimism and through pointing out all the barriers and all the obstacles to going back to full
employment other than the political. So, I think a lot of it is oriented towards redressing that set of
problems and saying, “Look, you don’t need to be obsessed over the current account, we don’t
have balance the payments problems, we’ve got a currency sovereignty.” For example, how
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chartalism came to the fore with Warren’s and Randy’s interactions with Bill, so in some ways it
was probably a bit of a later development. The vertical/horizontal idea of government transactions
being different from those of other agents was influenced by Warren, but also by Bill and I, we
had this sort of spatial research centre, is was an ARC-funded institute for spatial research in the
social sciences. That got us thinking about the spatial aspects of Keynesianism, and of course
the uneven and persistent nature of unemployment. At that time, Bill was also doing econometric
work on the Phillips Curve, trying to account the fact that long-term unemployed had less impact
on the labour market than short-term unemployed people, and of course, under-employment was
of fundamental importance, and the growth of precariousness. So, all those elements sort of came
through more recently in influencing MMT.
PA: To what extent would you consider MMT to be a legitimate, distinct group within broad-church
Post-Keynesianism, or within heterodox economics in general? Would you say it’s kind of part of
Post-Keynesianism even though a lot of the Post-Keynesians don’t recognise it? Or would you
say it’s heterodox, but it’s more distinct from Post-Keynesianism? Or somewhere in the middle of
those two?
JJ: I think it’s a recognisable school within Post-Keynesianism, and the fact that a number of PostKeynesians are antagonistic is often justified in their view by the fact that what is right in MMT is
not original, and what is wrong in MMT is original. On both counts, I would disagree, but that’s
where a lot of the antagonism’s coming from in the church of Post-Keynesianism. We’ve tried, of
course, to redress some of that criticism in the work we’ve done.
PA: Within your working community - among the members of staff in the university or universities
you’ve worked in in recent times - what would you say that attitude to MMT is??
JJ: Well, to be perfectly honest, currently it’s very antagonistic. The fact that Bill and Martin have
retired and now become emeritus professors has meant that there has been a change of guard
in the school. We’re now allied to politics again, and developing political economy, but MMT macro
is not a part of that, so we’ve basically lost MMT macro within the school.
PA: That’s disappointing.
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JJ: It’s very disappointing. And our Head of School, Morris Altman, has played a bit of a role in
that, because I think he views MMT as unscientific, not pluralist enough, because it’s a bit
antagonistic towards New Keynesianism, and doesn’t take on enough of the behavioural work of
the new behavioural economics. So, he’s been a bit antagonistic towards it as well. And when it
comes to the Society of Heterodox Economics in Australia, there are a lot of Kaleckians, but not
a lot of support or endorsement for MMT within that community either.
PA: That’s obviously disappointing, but I’ll move on and ask you to describe your approach to
methodology. How would you summarise your approach to methodology?
JJ: Well, I’ve done a lot of work with PhD students on stock-flow consistent modelling, and of
course that doesn’t draw on econometrics, it is simulation and calibration-based. I suppose I’ve
always had a certain wariness about econometrics. I’m quite interested in the philosophical
debates around substantive versus statistical significance and I understand what motivated the
‘Hendrification’ [from Davis Forbes Hendry] of econometrics and the London school, and why it
came about. I think economists, particularly in macroeconomics, have separated themselves from
the statistical community, and I think there are a lot of developments in control theory and signal
processing and statistics that would allow people to estimate whole of model systems, and it’s not
really happening. So, I think the co-integration and error correction issue, because it’s so
specialised and unique to economics, has sort of done us a bit of a disfavour in that regard.
PA: Is methodology very important, in your work? Would you say it’s a key element to it?
JJ: I think it’s crucial. I’m interested in some of the developments in areas like transcendental
realism that are happening at the moment. I’ve always been more open to some of the continental
philosophy, particularly the French philosophy; that has permeated the left from the late ‘60s on,
so Deleuze and Guattari. Foucault, and even Derrida to some extent, so I tend to be much more
sort of speculative and conjectural, I suppose, than empirical in my orientation. I’m more
interested in the speculative and conjectural aspects of statistical analysis and so on, if that helps.
PA: It does! Do you consider pluralism to be valuable?
JJ: OK, talking about methodological, ontological and theoretical pluralism, I suppose I think it’s
really important for economists to collaborate with people from other disciplines, including
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sociology, philosophy, some of the arts, humanities, engineering and physics. So, that aspect of
pluralism is I think of crucial importance. But it’s much broader than just having different economic
theories.
PA: Theoretical pluralism is probably lower down the order of hierarchy, for want of a better
phrase.
JJ: I reject the logical positivists’ contempt for metaphysics. I understand where it’s coming from.
So, I’m not an ontological pluralist; I endorse the ontological approaches of Whitehead, MerleauPonty, Charles Sanders Pierce, which have their roots in a certain strand of German idealism,
especially the work of Schelling. But again, I’m probably quite idiosyncratic in that regard.
PA: No harm in that, James!
JJ: In methodology? I think, once again, I guess I’ve worked with particular methodologies like
stock-flow consistent modelling. I think the more the merrier! I’ve also worked with qualitative
research as well as quantitative, in that regard. You talk about pluralist methodology; does that
mean what we call positivist methodology on one hand, hermeneutics, or… I mean, the
philosophical allegiances I have are pretty antagonistic towards hermeneutics and
phenomenology, so I think I have to be honest about the fact that I’m not as pluralist when it
comes to those aspects of philosophy and methodology. By the same token, [Alfred North]
Whitehead helped to develop mereology [the relationship between parts and wholes]. It goes back
to Aristotle. I suppose in German idealism, the distinction between organic and mechanistic is a
mereological distinction. You can have aggregative sums of things and you can have organic
wholes, where the whole is greater than the part, and if you take a part away it changes the nature
of the whole. Whereas if you just have an aggregation you can take the parts away and it doesn’t
change the nature of the whole, other than just subtract the part.
PA: That’s certainly interesting.
JJ: Mereological concepts have fed into pointless typologies, and into some of the recent
developments in mathematics, and GIS systems are based on regional typologies rather than
point-and-line typologies. I’m quite interested in those dimensions.
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PA: The last question is to what extent do you think a heterodox paradigm exists? You can
interpret the word ‘paradigm’ as you wish. If you think it does or could, to what extent would MMT
have a role to play within it?
JJ: If you read Rick Holton, Vicky Chick, Sheila Dow, they talk about historical time and
uncertainty. If you understand heterodoxy in those terms, then I’m quite happy to work within that
definition. I also see MMT as conforming to that heterodox tradition as well.
PA: Well, thank you, James. That’s been excellent.
JJ: Thank you, Phil. I’ll be interested to see what you come up with.
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ix.

R1 (9) Professor Andrew Kliman: Interviewed by Skype, 14 August 2018

PA: Which field of economics do you consider to be your specialism?
AK: I was trained as a labour economist. I wrote my dissertation on a topic in labour economics
and during the last few years I’ve actually done research related to that, having to do with income
inequality and labour share of GDP, NDP, the domestic product in the US. But for a long time I
mostly concentrated on issues in Marx’s ‘Capital’ - specifically value theory and prices theory.
PA: In terms of what you consider your main interest now, what is the main issue in this particular
field? Is there something that especially concerns you about your field at the moment?
AK: My field being labour economics?
PA: Yeah, or maybe what you said about Marx’s ‘Capital’, whichever you like.
AK: Right. Let me try to answer this by talking about the interrelationship between the two things
and then some of the politics. A decade or so ago there was the Great Recession. I began to look
at the underlying causes of the recession, and I found really clear evidence that a long-term slump
in US corporations’ rate of profit didn’t directly cause the recession, but created conditions such
as rising indebtedness, slow growth and so forth that set the stage for the Great Recession. Now,
there is one thing that seems very incompatible with that idea, however, and that’s the idea that
neoliberalism came along, probably in 1980 or so, smashed the working class in the US, caused
wages to decline, workers’ share of the product to decline, and if that’s happening - let’s say
stagnation of real wages - if that’s happening, how are you going to get a fall in the rate of profit?
Because if the workers are getting a smaller share, the companies are getting a bigger share,
keeping it as profit.
So, I began to look at that issue, and it took me a very long time. Even though I’ve got a PhD in
economics with a concentration on labour economics, it took me two years before I was really
able to understand the US data, and by that time there’s a lot of sunk costs as I kept on working.
Basically, I found that mostly that story was either incorrect or misleading. I received a lot of
pushback about what I was saying, and I’ve just kept at it.
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The other thing to come around in the meantime is the election for Donald Trump, which I found
absolutely terrifying for a number of reasons that should be obvious. I think that this anti-neoliberal
story ill-prepared people to be able to fight ‘Trumpism’, to be able to recognise what it is and to
take seriously the danger of it. They’re left far more predisposed to being anti-neoliberal, and then
when Trump comes along they’re predisposed to see this as populism and a revolt against
neoliberalism and despite everything - the murder of Heather Heyer in Charlottesville, the
‘shithole’ countries’ remark, ripping kids away from their parents at the border - you still get that
kind of sentiment. So, what I’m working on now - I should probably say something about how I
got into this via the research on the underlying causes of the Great Recession - but I’m going to
be looking at the relationship between the anti-neoliberal left, as I call it, and Trumpism, how they
ill-prepared themselves to be able to confront Trumpism. I’m going to be looking at the wage data
and the labour share of the product data in relation to that, and say this whole story about
neoliberalism crushing the working class isn’t true - and so they’re predisposed to see the Trump
vote was economically driven due to their misunderstanding and misrepresentation of income
inequality data and so forth.
They’re working on a lot of research which has been done on why folks voted Trump - what are
the factors that ‘predict’ a vote for Trump? This idea of economic distress as bribing the Trump
vote, there’s no evidence for it whatsoever. What I recently completed last week was to look at
the major election surveys and specifically at the people who voted for - or said they voted for,
which is a problem - Obama in 2012, but Trump in 2016. I looked at their responses to attitudinal
questions, “Are black people more hardworking or lazy?” etc, but I also looked at the reasons they
volunteered for why they might want to vote for Trump. That was before the election, and there
was just very little economic content at all, there was a lot about immigration, a lot about Trump
as a person, some ‘culture war’ items, the American right agenda. There wasn’t much economic
content at all; about 4% of the responses mentioned jobs, and that was usually in connection with
immigration and security as other items.
So, I didn’t find any evidence - forgetting fancy regression analysis just looking at what people
said - there was not much evidence. There was stuff about Trump as a person, his business
background, “He’s not a politician, he’s not Hillary Clinton,” immigration was a big issue. But most
of the economic content was not what you’d consider anti-neoliberal by any stretch of the
imagination. “He’ll be good for industry, he’ll stabilise the economy, he’s less socialist than Hillary
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Clinton” - it was a mixed bag, but in terms of direct evidence of motivations, I just didn’t find
anything there.
PA: That’s very interesting, I’ve not really thought about that sort of question. The way you frame
things - do you have any underlying principles at the core of the way you think?
AK: I don’t know. I am not somebody who finds methodological discussion - in other words, metamethodology - very helpful, though obviously there’s some methodology to do. Here’s how I think
about it: I’m trying to answer some questions. Why do these questions arise for me? It’s generally
some kind of political context, like, “How did we respond to the Great Recession?”, “How do we
respond to Trumpism?” And then I formulate questions based on my politics. Obviously, my
politics informs what I’m doing, but given that I’ve got my politics and the questions flow from that,
when I investigate the questions I don’t apply a methodology. I just naturally don’t - at least not
consciously. Basically, my view is it’s so hard to get the answer to anything, why limit yourself in
terms of the tools you can bring to bear to answer those questions?
PA: That makes sense to me. In terms of history and maths, how would you employ them if you
do? How important are they? What are their limitations in your work?
AK: I think math is important, but I really dislike modelling, and those two things tend to go together
in economics. In particular, so much of my work prior to the past decade or so had to do with
issues in Marxian value theory, and there are people who would build all kinds of models, and
they would even misuse modelling methodology because models are simplifications and the
justification is, supposedly, we have finite minds and we can’t grasp all of reality, so we have to
simplify. Whether that’s true or not I don’t know, but those models are meant to aid prediction and
retrodiction - but the way the same kinds of models get used in so-called Marxian economics is
to make deductive claims that have to be true, not that this is probably predictive, and let’s go out
and investigate and test - there’s no testing done, there’s no actual empirical content.
What are claimed, rather, are deductive truths and there’s a glaring error in everything that gets
done, which is that the restrictions embedded in these deductive models make it such that the
conclusions that are obtained via the models apply only to cases for which those restrictions
apply. So, if you say you’re going to consider equilibrium and look at what applies to equilibrium
and draw a certain conclusion, it is not safe to say, by any stretch of the imagination, that that
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conclusion can be imported to non-equilibrium situations. It’s just logically fallacious. So that’s
how I got my real distaste for economic models, that kind of misapplication - but in general I don’t
like models for a lot of reasons, I don’t think in terms of them, people say you need to think in
terms of them but I don’t. What I think is in terms of trying to track down the relationship between
an effect and its cause, and I don’t need to embed it in a lot of stuff. I think that mathematics can
be helpful. I don’t do sophisticated mathematics because I’m not building any models or systems,
but mathematics can be helpful, especially for clarifying exactly what you’re talking about.
History - my problem is I don’t know history, I’m not good at any kind of historical research or
historically informed kind of analysis. I do have something in my book which is this story that
Trumpism is a response to neoliberalism that comes along in the 1980s - I respond to that by
saying that the same stuff was there before. Trumpism is a pre-existing condition, it long predates
Trump and it predates neoliberalism, and how do I go about defending that? By looking at the
presidential campaigns of George Wallace, who was a racist authoritarian governor of Alabama,
who ran for president in the late 1960s and early 1970s. So, there’s a little bit of history there but
I don’t have any real skills as a historian. Obviously, history’s important, but it’s not something I
can profitably use better than the average person.
PA: Thank you, Andrew. I’m going to move on to these monetary and fiscal questions - you can
interpret them however you like. So, the first one is - have you ever come across credit and state
theories of money? If you have, what do you think about them, or is it not an area you’ve really
considered?
AK: Credit and state theories of money? Are you referring to something like circuitism?
PA: Credit theory is kind of an underpinning theory to circuit theory. It’s associated with writers
such as [Alfred Mitchell] Innes. Circuit theory is linked to that, and the state theory originates with
Friedrich Knapp from the German historical school.
AK: Right, I don’t know much about this. The one thing I know about circuitism is that I think it’s
founded on an error, a plain error, and it has to do with the idea that the economy cannot expand
except by means of an additional dose of credit. That’s based on the idea that investments and
payments made at the beginning of the period purchase the output at the end of the period.
There’s no reason to believe that that’s the case. Once you recognise that the purchases at the
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end of the period and beginning of the next period can purchase the output of that time, that
basically it’s more or less simultaneous that output is produced, it’s bought at that time with funds,
and the funds come from purchases at that time, it can all be contemporaneous - the problem
goes away, and the rooting of all kinds of problems in the necessity of credit kind of goes away.
That’s not an error that’s unique to circuitism, but it’s precedent. I’ve heard of Innes, I’ve never
read anything by Innes, and I know nothing about German Historical School.
PA: Would you consider the quantity of money to be exogenously or endogenously determined?
AK: Well, I think it’s pretty clear that it’s endogenously determined. Putting it another way, velocity
of circulation is variable.
PA: In terms of banks, if you were to conceptualise banks, would you think that they’re
intermediaries, or do they create money through credit expansion?
AK: Aha! This is the Bank of England report issue, right?
PA: Yeah, the one they did in 2014 to tell everyone not to worry and that they’d been wrong all
those years!
AK: What the Bank of England said is right, and you don’t need reserves to lend. That’s not the
way the banking system works. How far one must take that, I don’t know - but technically
speaking, at least, there does not have to be a reserve base or anything in order to expand loans.
That doesn’t mean there’s no relationship between the two - that’s where the hard problem comes,
the two things are not totally independent.
PA: In terms of interest rates, there are two questions really. How do you see interest rates as
being determined in terms of short and long run? And as a follow-up, do you think that the central
bank can control the whole of the spectrum of interest rates? If you think it can, do you think it
should?
AK: I’ll pass on that. I just don’t know enough. Anything I say would not be worth your while.
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PA: That’s fine. The next question is much more personal - from your point of view, what do you
understand by the term ‘heterodox economics’? What sorts of groups of economists would you
personally class as heterodox?
AK: Well, the term kind of arose when people were shying away from the term ‘radical’. They used
to call themselves ‘radical political economists’ or something like that and circa 1990 or so, the
move came to begin to talk about heterodoxy. That term kind of stuck, but it’s not all radicals, as
the term is commonly used in groups like Austrian economists, or on the right. Also, American
institutionalists are not all on the left. So, basically anybody who consciously puts oneself outside
of neoclassicism I would think of as heterodox. There are [other] people who just go about their
business and do whatever- and they don’t think too much about it, they are accepted within the
economic mainstream. They’ll face maybe a battle to [apply] supply and demand or whatever, but
a lot of people just don’t care one way or the other. But I would say those who apply some nonneoclassical methodology would be heterodox.
PA: And to what extent do you think that the groups within heterodoxy have complementary or
compatible views? Do you think of heterodox economists as being in separate camps, or do they
have enough overlap to work fruitfully together in certain circumstances?
AK: Well, I think a lot of people have enough in common to work together in certain circumstances.
Is there anything about the various heterodox groups, orientations that facilitates that? I don’t see
that. What do a Sraffian and an Austrian and a feminist economist have in common? I guess they
walked into a bar!
PA: That’s fair enough! If you think about the community of people you normally work with, and
you can think of that on a micro or macro scale or a combination of the two, what’s the general
attitude to heterodox economics as an alternative to mainstream? Do you mix with people who
see that there are alternatives out there or not really?
AK: I don’t move in circles that even discuss this issue. It was a much more live issue for me when
I was in graduate school, because I went to the University of Utah, and then, like now, the PhD
program at the University of Utah is predominantly standard, neoclassical-oriented program with
heterodox components, that’s what it was called at the time. So, those kinds of issues were a big
deal to us back then, but really since then, I’ve gone, I’ve done my own research, I do my own
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research, I correspond and co-author with people with similar interests and the issue of
heterodoxy as such doesn’t come up. Pluralism in economics comes up a lot, has come up a lot,
but not heterodoxy.
PA: And are you in favour of pluralism? Do you think it’s a good thing?
AK: Yes, absolutely.
PA: And are you currently working in a university department, do you teach undergraduates or
postgraduates, or what?
AK: Well, I’m retired. I’m what they call emeritus. I still have my title.
PA: And you’ve got your own office still?
AK: No, I don’t have an office.
PA: But did you used to teach undergraduates?
AK: Yes, I used to teach undergraduates.
PA: And did you have any scope to move outside neoclassicism? Could you teach what you
wanted to teach to an extent at least?
AK: Not much, because of where I ended up. I was there for eighteen years after being at a couple
of other places - where I ended up was Pace University, which has two main campuses. I was in
the one not in New York City, but in the suburbs, and there was either no economics major or a
very small economics major, and the department was mostly what we call a service department,
where its job was to teach students who had other majors, principally in business. So, what I was
mostly doing was teaching principles of microeconomics, principles of macroeconomics, a few
other courses as well, but money and banking always had a lot of students because it was more
business-oriented, especially for the New York City area where you’ve got a big financial sector.
But I didn’t teach it that much. For the students like I had, this kind of ‘compare and contrast the
different approaches’-any kind of orientation like that- kind of fell flat because these were not
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people who had strong interest in scientific exploration, whereas ‘here’s the approach to
understand this and that’ suited them. It [the former approach] wasn’t what they were about and
what I’ve found is why not teach them what I’m supposed to teach them? I’ve gotten good at it
through trial and error over the years, and that leaves me more time to do my own research. It’s
not that I would skimp on what I was teaching, but I didn’t need to do a lot of preparation to be
continually prepared. I had more time to do my own research, I think.
PA: The next section’s really about the hegemony of neoclassical, or the new consensus macro,
after the global financial crisis. Do you think that the GFC contradicted the mainstream, and if so
in what way? Do you think it’s done anything to its hegemony, its strength? Is it still as strong as
ever?
AK: No, it was severely damaged, and its practitioners admitted it, they were among the first to
admit it. The neo-Keynesians just said, “Our models didn’t work.” The DSGE model, that was sort
of like the workhorse model, and they’ve had conferences and published books that say, “We
didn’t prepare ourselves for this.” Even in a place like the University of Chicago, that still has more
of a rational expectations, new classicism approach, Lucas is there and so forth - evidently
everybody in the University of Chicago Economics Department dropped everything the moment
the Great Recession came along to figure out why this was happening. Well, if they had had their
stuff together, they wouldn’t have had to drop everything. So, it took them all by surprise, I don’t
know if they’ve really come to grips with it yet, I don’t know if they will - but by their own admission,
their models did not prepare them for it. So, have they recovered? I don’t pay a lot of attention to
this, but from the little I know I haven’t seen it.
PA: And do you think that it’s opened a window of opportunity for alternatives, heterodoxy, to rival
it or even replace it? Or is it so strongly embedded that it’s adapted a bit and business as usual?
AK: That’s a difficult one. That’s a difficult question. My sense is that macroeconomics is
potentially a free-for-all right now but in terms of microeconomic issues and everything that can
be called applied microeconomics, I think it’ll be a lot harder if people wish to - it’s not my thing displace neoclassicism, because I think that they [the advocates of heterodoxy] don’t have a lot
to offer that allows everyday economists to go about their job of churning out pretty simple papers
and doing simple statistical analysis. I think that the ease with which somebody can plug into
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mainstream economics is one of the things it has going for it, that simplicity and cookie-cutter way
of going about things.
PA: I’m going to move onto MMT. I don’t know what you know about MMT - if you know a lot,
great, and if you don’t know much, that’s informative. Have you come across MMT? Mosler, Wray,
Mitchell, this type of thing?
AK: I have.
PA: And to what extent do you consider it a valid approach?
AK: I don’t know. I think it was Thomas Palley who has written, “It’s not a theory. It calls itself a
theory but it’s not a theory.” And if it is a theory, I don’t know enough about it to see where the
theory is. And when I read Palley, I’m like, “Yeah, yeah, OK” and it’s kind of like, we don’t know
this - and that’s his point, there’s nothing more there. I don’t know that there’s anything more
there. If it’s there I haven’t seen it - but again it’s not something I go and check out, I don't’ have
a tremendous interest in monetary theory.
PA: Palley is quite interesting, because he’s a Post-Keynesian, of course, and in many ways, I
agree with him - but I think he has a blind spot with MMT. His arguments against it don’t, in my
opinion, hold up. For me, there is a lot in MMT. But if it’s not something you're particularly familiar
with, what I might ask you is if you were looking at quantitative easing, for example, if you were
asked to describe it, how would you? Or is it not something you’d come across particularly?
AK: I would say we’ve got quantitative easing when the central bank forces additional money into
the economy by selling securities. It’s not the case that every time they sell securities, that’s
quantitative easing - it’s a question of effecct; is the effect to increase the amount of money in
circulation?
PA: Have you come across the employer of last resort or job guarantee policy, which is part of
MMT? The idea that the government should offer a paid job to anyone willing and able to do work,
so you’d have a ‘buffer stock’ of employed labour that would shrink in a boom and increase in a
recession - have you come across that? If you have, what do you think of it as an idea?
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AK: I think any policy of that sort that would really do any good would not be workable. You can
do it, but it would be like some kind of ‘workfare’ policy, some kind of incomes policy, with a
requirement that people work. If they’re not producing things that are considered desirable in
terms of profit maximisation criteria… yeah, you can put them to work. You can also give them
just income, and then the questions become is it enough to live on, or whatever. To my mind, it’s
a disguised form of welfare policy, or what we call in the United States, ‘workfare’ policy.
PA: The MMT advocates would say that the difference between this and workfare is with workfare
it’s compulsion, whereas with this, it’s basically an option. If you were unemployed you could get
a job - and you’d redefine productive work - and if you didn’t want it you wouldn’t have to take it.
That’s how they’d make the distinction - that it’s entirely voluntary. If you’re unemployed, you have
the choice to stay on welfare, or go and get a job at, say, $12 an hour.
AK: I’m having trouble seeing the distinction. In both cases, if you work, you get income, if you
don’t, you don’t get income.
PA: In this case, what would happen in a sense would be that without a job guarantee the MMT
advocates would say that in the economy you’d have a buffer stock of unemployed people, so
that in a recession the level of unemployed people goes up, which depresses the demand and
makes downward pressure on inflation, for example. There are always people unemployed, which
will have an effect on the state of the economy, in a feedback loop - whereas if you’ve got an
employer of last resort policy, you’ve always got a buffer stock of employed labour, so that
everybody willing and able to work would have a job. Unemployment, by definition would be zero.
The only people who were not working would be those who were not willing or able to work; they
may have social problems, health issues, etc. So, the government would have a range of jobs,
there are hundreds of them, potentially - so if you were unemployed you’d go into the ELR pool,
and if there’s a boom in the economy the private sector might bid you out of the pool. It’s just a
matter of replacing an unemployed buffer stock with an employed buffer stock, if that makes
sense.
AK: I understand that, I don’t have any problems with that. Does that go into the issue of how that
differs from workfare? No.
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PA: OK, that’s fair enough. I think, of all the aspects of MMT, from all the people I’ve interviewed
from many different schools of thought, that tends to be the one they don’t really support. PostKeynesian non-modern monetary theorists don’t tend to like it. That leads me on - from what you
know of MMT, would you think that it’s part of Post-Keynesianism, separate to Post-Keynesianism
or is it something you’ve not really thought about?
AK: It’s not something I’ve thought about much. It’s hard for me to think that there is a core PostKeynesianism. I think of MMT as Post-Keynesian, I think you’ve got your horizontalists,
verticalists, all these internal differences… Is there something that they actually have in common?
Or is it just a bunch of family resemblances? I don’t know.
PA: In terms of the people you work with, or used to work with before retirement, had people really
heard of MMT? Was it something anybody really mentioned? Or was it something so far off the
radar that no one really discussed it?
AK: Well, I do still talk to people, work with people, and I research - that’s still ongoing. We don’t
discuss MMT. I don’t attend a lot of conferences, and I’m not on discussion boards on economics
or anything, so it doesn't come up for me except I’ll come across things from time to time. There
was a guy who was very interested in my work on Marxian value theory who was an MMT guy. I
can’t remember his name - he was a youngish guy.
PA: Nick is my supervisor for my PhD, your co-author, and we wrote a paper together where we
attempt to combine a TSSI Marxist and a modern monetary theorist together on the same paper,
so this is quite an interesting approach, trying to bring different insights to it. I don’t think Nick
knew that much about MMT before we met, and I certainly didn’t know anything about the TSSI
of Marxi, so it’s been quite an interesting experience to work with him.
But the general answer to that question is that many people haven’t thought about MMT
particularly and that doesn’t really surprise me. It’s all part of my research, to see that the outreach
of MMT isn’t that big, even among what I might describe as heterodox economists.
AK: Part of the problem in actually understanding MMT is that what you tend to hear is basically
that the US government does not have to borrow in order to spend. You don’t tend to hear more
than that. You tend to hear a lot of policy stuff about economic stimulus. You hear Stephanie
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Kelton, or you hear Randall Wray discuss what I consider arcane issues about how money gets
forced into the economy [or out] by taxation, or something like that, whatever it may be.
What I would want to know is what the theory here is, and how it differs from standard monetary
theory - from a theoretical vantage point, not a policy vantage point, and not a correction of some
factual mistake. In other words, there might be some theoretical distinction between people who
say that you need a reserve base in order to expand lending, and those who say no. So, I can
see how there might be some theoretical issues that flow from that - but even that, just left to
itself, means all we have is different understandings of how the banking system works. The
theoretical implications of that are not clear to me. For instance, is there still an issue with the
exact relation, in the end, between bank reserves and the volume of lending? Even if you say,
like Bank of England, that they [banks] can expand bank lending irrespective of reserves - which
is correct - once you say that, does that have any implications for the link between the volume of
loans and the reserve base? I don’t know the answer to that.
PA: My view - and it goes a little bit back to a question asked earlier - when I ask people, “Are you
familiar with the credit and state theories of money?” many people say, “I don’t really know about
those,” or, “I’ve not come across them.” So, they only know, like you said, people like Randy, or
maybe Stephanie Kelton, who’s the kind of public face of MMT, they know about that - but the
theoretical stuff, the history of it is embedded in those two theories of money. For me, the credit
and state theories of money are the theoretical foundation of MMT, and without an understanding
of those it just seems there’s not any depth to it. That’s what I tend to find from people who’ve a
knowledge of or interest in MMT, but it’s not their major focus. That’s part of the problem for MMT,
that it’s seen by some people as something that’s obvious, it’s just a slight twist on PostKeynesianism, it’s not saying anything new, it’s not got any theoretical roots - and that’s really
because the theoretical roots of MMT aren’t stressed - and maybe it’s the fault of modern
monetary theorists, they haven’t stressed the significance of the history of the various theoretical
components of it. But that would only be my particular opinion of it. Obviously MMT has been
absorbed into social media to a certain extent by people who think it will cure the world’s ills,
whereas it won’t really do that. It’s just a description of the monetary system; how it works. And
the theoretical stuff has been buried to some extent, in my opinion. I don’t know if that fits in with
what you would think about it?
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AK: I know the social media play it gets, you hear Stephanie and I’ve read a bit of what Randy
Wray says. But yeah, I don’t know if there are deep theoretical underpinnings - there may or may
not be. Palley said there aren’t, I don’t know one way or the other - what I know is I haven’t seen
it.
PA: And that in a way answers my question, the perfect answer in a way. Well, Andrew, it’s been
brilliant talking to you. I’ll let you go!
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x.

R1 (20) Professor Marc Lavoie: Interviewed by Skype, 18 November 2018

PA: What field of economics would you consider to be your specialism?
ML: I guess, monetary economics.
PA: And what are the main issues linked to this field currently, or indeed over a longer period?
ML: Well, one thing which is on my mind (because I just participated in a conference) is the
clearing and settlement system - different monetary systems have a different way to clear
payments and settle them. Although it seems like a very microeconomic problem, indeed it has
repercussions on how we understand monetary economics and macroeconomics. Maybe the
second issue is the concept of the natural rate of interest, which is entertained by our mainstream
colleagues, and which Post-Keynesians usually don’t believe in, or they believe there is a
multiplicity of these rates of interest. So, I think that’s a key issue because today a lot of people
believe the money supply is endogenous, which was not the case twenty years ago. Despite that,
there are still different views about monetary policy, and I think - as did my colleague, John Smithin
from Toronto - that the key factor here is whether or not you believe in the validity of the concept
of the natural rate of interest.
PA: Does that originate from Wicksell?
ML: Yes, it does, but it’s one that has been taken up by even Milton Friedman, when he started
talking about the natural rate of unemployment, what he had in mind was its equivalent, the natural
rate of interest.
PA: That’s interesting. Are there any basic principles or axioms that act as a basis for your thinking
and theorising?
ML: Well, I think the main principle is the principle of effective demand, which many of our
colleagues would pick up for the short-term, but I think the main difference with Post-Keynesian
economics is we believe it also applies in the long run. So, even in the long run, we believe that
the rate of growth of the economy or the level of GDP is mostly determined by demand-side
factors.
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PA: And would you consider history as very important to your work? What sort of role would
history have?
ML: Well, I don’t do that much empirical work, so I’m more on the theoretical side. On the
theoretical side I would say that if we believe history is important it’s because we believe that the
long run is just the succession of short runs. One could say in that sense, history matters. Also,
perhaps more than most of my Post-Keynesian colleagues, I’ve been interested in the problem of
the traverse - so, how do you move from one equilibrium, perhaps, towards another one? How do
you get there? Do you ever get there? One could say yes, this is related to history.
PA: And the other issue is the idea of maths. I know that there’s been a lot of talk of economics
become too mathematised, with Geoff Harcourt saying, “It’s a good servant but a poor master.”
So, what’s your view of maths? Is it useful, do you think it’s become too dominant in mainstream
thinking? If you use it yourself, how do you use it?
ML: Well, usually I say that the proper level of mathematics is the level that I can understand
myself! So, surely there’s too much formalism and abstraction in mainstream economics. I would
say that some of our heterodox economists are also falling in the same trap. I think mathematics
should be there to help us understand, but sometimes one gets the impression that it’s just there
to show how good we are with technical manipulation. So, I would say that mathematics is not
helpful if it makes our comprehension of the model more difficult rather than easier. So, that would
be the limit of the usefulness of mathematics. By the way, I’ve just read a paper in the Cambridge
Journal of Economics with this young author claiming that there are three kinds of economists:
mainstream economists believe that formalisation should always be there, the ‘consistent
heterodox’, who believe that we should never use mathematics, and I guess unfortunately I am
on the side of the ‘inconsistent heterodox’, because I believe that there should be a large degree
of realism, but at the same time I think that it’s a good thing to be able to formalise to some extent.
PA: That’s a good, nuanced answer, I appreciate that. To what extent are you familiar with the
credit (Innes) and state (Knapp) theories? Do you support them, not support them, or is the jury
out for you?
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ML: I haven’t read Knapp. I’ve read one of two articles by Innes, which I found really interesting.
I tend to be on the side of Keynes with respect to that, in the sense that on the one hand he says,
‘Yes, money is chartalist money,’ but I think he says this not quite in the sense of Knapp, I think
he said it in the sense that the state is able to set the rules but that doesn’t necessarily mean that
the reason for which people are using state money is because they have to pay taxes. So, it may
be an important explanation, but I don’t think it’s the only one, and I think Keynes was more
general than just arguing that people use state money because they have to pay taxes.
PA: That’s interesting. The next question is would you consider the quantity of money to be
endogenously or exogenously determined?
ML: Well, obviously to me it is endogenously determined.
PA: And when you model banks, would you conceptualise them as pure intermediaries between
savers and borrowers, or do they create money through their lending activity?
ML: Well, clearly to me the banks are special financial institutions and they have this ability to
create money at the same time that they provide credit, which is not the situation of other financial
institutions, which must have already gathered funds. Those other financial institutions are able
to create credit, but they must have acquired credit before - or, if they do provide the credit, then
they must get advances from the true banks.
PA: Do you think there is a ‘disconnect’ between the theory of interest rates and how they’re
determined in practise? And in countries with their own currencies such as the US, UK or Canada,
do you think that the central bank could control the whole yield curve? And if you think it could,
do you think it should?
ML: Clearly the central bank is able to set the short-term rates of interest. About the long-term
rates of interest, well, the central bank could do it if it had the collaboration of the Treasury, of the
government. It has in the past, as we know; it had in the US during the Second World War up to
1951, and it was the same in Canada. It could have done so again with quantitative easing,
instead of setting the quantity objectives, saying, ‘We are going to buy so many billions of dollars’
worth of financial assets,’ they could have said, well, we will keep on buying these financial assets
as long as the ten-year yield on government bonds is not down to 1% or 2%,’ or whatever. But of
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course, there’s more than just one ten-year bond, you also have corporate bonds, and those are
harder to control.
PA: I was thinking more about just controlling the risk-free yield curve, I’d not really considered
the corporate bonds.
ML: I believe in the habitat theory of rate of interest, meaning that every sector of finance, every
sort of financial assets, if you want, each yield depends on supply and demand, essentially,
relative to, say, the risk-free bond rate.
PA: My next set of questions are quite subjective, very based on your personal perception is.
What do you understand by the term ‘heterodox economics’? And what types of economists would
you classify as heterodox?
ML: Well, first I should say that I was at the last conference where Frederick Lee was present,
and someone was complaining about the term ‘heterodox’, they didn’t like it, and Fred’s reaction
(which I agreed with) was, “Well, what other term do you propose?” This other person was quite
silent, they didn’t have any other expressions to propose!
I have written many times what, in my view, distinguishes heterodox from orthodox economics there’s the issue of realism, the issue of organicism versus atomism; the kind of rationality that
we have, meaning procedural rationality versus this kind of extreme rationality that the
neoclassicals have; the fourth issue would be the focus of heterodoxy is more on income effects
and production, whereas on the side of neoclassical economics it’s more substitution effects and
exchange; finally, maybe more controversial, there’s the belief among heterodox economists that
capitalism has to be tamed, that the markets have to be tamed or in some way regulated, whereas
the mainstream has the more optimistic view of unfettered markets.
So, from this definition I think one can say that all these schools - evolutionary economics, Marxist
economics, institutionalist economics, Post-Keynesian economics - certainly fit the bill. Then the
main question seems to be around neo-Austrian economics - I would say that neo-Austrian
economics don’t fit well, because I don’t think they really focus on production, they start from the
individual and they have quite a lot of sympathy with unfettered markets. So, they’re out on at
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least three of the five criteria, so in spite of the fact that today’s neo-Austrians believe that they
are part of heterodoxy, I think they are overly close to neoclassical economics.
PA: That’s interesting, because I spoke to Kevin Dowd, and he said that he himself identified as
heterodox, and I had another interview with Engelbert Stockhammer and he argued that the
Austrians were ‘one foot in, one foot out’, more or less agreeing with you.
ML: Their main feature link to heterodox economics is this belief in the importance of radical
uncertainty.
PA: Do you think that the heterodox groups you mentioned have significant compatibility or
complementarity in their views? Or are their differences more significant than their similarities with
each other?
ML: From a methodological point of view I think if we look at the similarities, there are enough to
put them all in the group ‘heterodox economics’. On certain topics it is possible to have very
interesting discussions between, say, Schumpeterians and Post-Keynesians, or the Marxists and
the Post-Keynesians. However, I don’t think you can put them all in some grandiose theory - there
are too many different opinions on many different topics. Certainly, we can reach an agreement
on some topics, but on many others it would be very difficult. It’s the same with neoclassical
economics - they all agree on this optimisation under constraint, but besides that, very often they
don’t agree on very much.
PA: In the communities that you work in, do you think heterodoxy is considered as any kind of
serious alternative to the new consensus macro, the mainstream? Or is it just an outlier?
ML: Well, clearly, it’s an outlier, that’s a sociological reality. You need a Dean that is open that
believes that eclecticism is a good thing for the economics department, or you need a Chair who
believes so - otherwise, life is very difficult for heterodox economists. The problem is always
communication in the sense that even for a Post-Keynesian, it’s often difficult to understand what
the Marxists say because the vocabulary is difficult. So, I can very well understand that from the
neoclassical point of view it’s very difficult to understand or make any sense of what a PostKeynesian is saying, because despite the fact that there is a large overlap in the vocabulary, there
is a different interest. Maybe that means the best thing is to do empirical work, statistical or
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econometrics, in order to have discussions with our neoclassical colleagues. On the theoretical
front, it’s very difficult.
PA: And have you taught economics to undergraduates, postgraduates?
ML: Yes, I’ve taught at Masters level, and PhD level. With my colleague, John Smithin, we created
a course about twenty years ago which was a monetary course, which was part of the
specialisation in monetary economics in our PhD program. I was teaching it most of the time, and
we taught that for about twenty, twenty-five years.
PA: Sounds exciting! I might move onto the global financial crisis its effect on the hegemony of
the mainstream. What happened in the crisis and the immediate aftermath that might have, on
the face of it, contradicted the mainstream?
ML: Certainly, we could say that it contradicted the efficient markets hypothesis. It rekindled
Keynesian economics in the sense that suddenly everybody was saying, ‘let’s have more
government expenditures, this would have a favourable impact on the economy,’ whereas before
the idea was that any increase in government expenditures would lead to some crowding out. So,
on the practical side it had some effect. The IMF also made a 180-degree turn, but then turned
back to where it was by 90 degrees. So, there was some move in the international organisations
and at the central banks, but in academia, except for a few professors, who decided to start, say,
a new course on the financial crisis, or that added one week to their curriculum on banks, in their
macroeconomics course, besides that, I think there’s been no positive effect for heterodox
economists. I think the only dissident group that benefited from the crisis has been all the people
in behavioural economics; that became quite popular after the financial crisis.
PA: And would you consider behavioural economists as heterodox, or more just mainstream with
a foot in psychology?
ML: I would say behavioural economics is like institutional economics, where you have the original
institutional economics and you have the new institutional economics, it’s the same in behavioural
economics, you have some whose purpose is more to see how far from the mainstream
benchmark they are [but remain in the camp], and there are others who are true behavioural
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economists in the sense that they believe that people don’t behave in at all in the way described
in the standard mainstream textbooks; Herbert Simon, for example.
PA: And in terms of heterodoxy, how do you think the mainstream ‘got away with it’ after the
crisis? And do you think heterodoxy’s got any potential to gain any ground?
ML: It’s always this sociological issue in the sense that the main journals are in the hands of the
people who are in the main economics departments in the US. Even a neoclassical economist
who is not well-connected to this network has a weak chance of being published in this network,
that’s the way I see it. The other thing is that the answer of the mainstream is, ‘Well, we have
introduced some financial frictions in our DSGE models, so our models are now a lot better than
they were before 2007.’ I would even go so far as to say that they use some of our ideas and
incorporate them in their formalisation, which remains the standard mainstream formalisation,
they just make the thing a little bit more complicated than before. Kaldor talked about this in the
‘60s and ‘70s, saying that the foundations are bad, and it’s not because you add things on the top
floors that the foundations are more solid.
PA: My next section is on Modern Monetary Theory. In terms of MMT’s operational reality, the
idea that the government has to spend or lend to put reserves into the system before it can take
them out, and therefore as a matter of logic spending must precede taxation - what is your view
on that form of operational reality?
ML: First of all, there are a lot of similarities between what MMT says about operation reality, how
the government expenditures are being put forward, and the so-called ‘monetary circuit’ of
Graziani and Alain Parquez in France. So, the monetary circuit says that if firms want to pay
wages first they must get some bank loans, and then they can spend, and then only after that the
wage-earners can buy the goods. You’ve got something similar in MMT saying that first the
government has to get finance from the central bank, so to speak, and then it spends, and then
people are able to pay their taxes. It’s a story - that’s not exactly how it happens, and as we know,
for some governments, in some countries, the government can only sell the bonds to the banks,
not the central bank.
So, what happens is that there are two kinds of MMT; two levels. They have the story for the
sophisticated reader, ‘Level One’ - which is exactly right, I would say - which is not as simple as
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the one they have for the secondary level, ‘Level Two’, which is designated for the blog-reader.
Under some conditions you can say that that story is right, but in general it is not, it is oversimplified. It works well in the sense that they’re convincing, they have quite a following, so this is
good for heterodox economics at large, but from the perspective of an economist sometimes it’s
a little bit annoying. But MMT, to me, is just part of Post-Keynesian economics - I would classify
them as institutionalist Post-Keynesians, because they are very much concerned about the
institutions. One thing they have done very well is explaining the clearing and settlement process
in a monetary economy. This is their contribution, to show the link between the central bank and
the government - whereas other Post-Keynesians like Paul Davidson or Basil Moore had made
the link between the central bank and the private sector, so MMT has brought up this other part
which is very important.
PA: And if I were to ask you about the balance-sheet effect of government spending - if, for
example, the government bought a nuclear submarine from a defence contractor, how would you
envisage that appearing in the accounts at the central bank and the commercial bank where the
account of the contractor is held?
ML: Well, the first step which is sometimes omitted in the ‘Level Two’ of MMT, not in ‘Level One’.
In ‘Level One’ MMT, they will say that government first needs to issue Treasury bills or bonds that
will be purchased by a central bank. At that stage, the government then gets a deposit at the
account of the central bank, then it is able to spend - then the money that is in the account of the
government at the central bank will be transferred to the account of the submarine producer in a
commercial bank. So, this will lead, through the clearing house, to a large increase, everything
else being constant, in the total amount of reserves in the system - so as MMT says, this, if nothing
else happens, will lead to a fall in the overnight rate of interest, the fed funds rate.
PA: What’s quite interesting is of the other nineteen economists I’ve asked this question, only
three actually talked about accounting. In a sense, you actually answered the question rather than
looking quizzical! Randy Wray once told me that economists can look down their noses at
accounting processes, and that links very much with what you said about the clearing system.
They look at me quizzically sometimes about why I’d ask such a question! I’ve read your
‘Introduction to Post-Keynesianism’, so in a sense I already knew your answer.
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ML: Don’t forget I also worked with Wynne Godley on national accounting [Godley and Lavoie
2006].
PA: Actually, I’ve learnt a lot from the work you’ve done and combined it with my MMT thinking.
How would you summarise quantitative easing in sentence?
ML: Well, quantitative easing is useless, except that it can shrink the spread between short and
long-term rates of interests, including those that carry some risk. That would be my answer about
QE. I mean, QE is simply the central bank that keeps buying financial assets from the private
sector, and that just creates an enormous amount of reserves in the system.
PA: I going to move on to the two most controversial aspects of MMT. In terms of its modelling
structure, MMT consolidates the Treasury and the central bank as a pedagogical tool. I’m very
interested to know what you think about that, because I know you've thought a lot about it.
ML: Well, with the consolidation, I’d see it as a ‘Level Two MMT’ framework, so it can be useful.
Wynne Godley and I have consolidated the central bank and government in one of the chapters
of our book, so certainly it can be done. For some purposes it’s useful, but I think to explain money
creation, to explain the relationship between the government and the central bank, I think it is
better not to consolidate. That’s my view; from someone who has done economics before, I think
it creates more confusion than it helps, but consolidation is not something that is necessary for
MMT.
PA: The second question is regarding policy and whether you have any opinion on the job
guarantee policy, which is another very controversial area of MMT. For MMT advocates, it reduces
unemployment to zero by definition, but the problem that some people would have is that MMT
regards it as a very effective price anchor. It’s a buffer stock policy, and it will act as a counterinflationary tool. What’s your view of the job guarantee?
ML: My view is still the same as the one I had in 1998 or 1999, when I did a book review of the
book by Randy Wray that was published in 1998, which is that certainly it’s a good idea to have
this ‘buffer’, but once again we cannot claim too much for it. Once again, the fact that there will
be some sort of minimum wage attached to this job guarantee doesn’t mean that there will be no
inflation - that’s the claim, the claim is, ‘OK, will we be able to have full employment and it will be
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reducing the inflationary pressures.” I’m not sure that holds. The good side of this guaranteed
employment is that the focus is on employment rather than GDP, and the focus is of course on
the regions where there is unemployment. I was very much convinced by some of the arguments
of Jamie Galbraith. I remember him showing a map where the various rates of unemployment in
the counties of the US could be quite different - in some areas it was 12%, and in others it was
only 2% or 3%. So, the good thing about this is that you can really focus your policy where it is
needed.
The only other drawback that I see is that say you have all these ELR jobs - so maybe at the
hospitals or picking up trash in the parks, or whatever - but some of those jobs are already being
held by trade union employees. So, won’t there be some incentive for the government to reduce
the number of well-paid unionised jobs and have more people at ELR jobs at this very minimum
salary So, that’s the danger that some of have underlined.
PA: That’s interesting, the political dimension – it is food for thought for me. I’ve got one last
question on MMT - what’s the attitude to MMT in the communities that you work? Are people
supportive, do they think that it’s attracted too much blog interest? Are they seen as a bit overzealous or one-dimensional? What’s the view?
ML: Well, on the one hand there’s the belief that this is good, because through MMT a lot of
people get interested in heterodox and Post-Keynesian economics more specifically. They have
done a wonderful job in that respect, much better than any of us in Marxian economics or PostKeynesian economics. On the other hand, there’s always this fear that sometimes, maybe not the
main actors, but some of their followers sometimes look like a bit like a sect. That’s the fear that
some people have.
The other thing is that the MMT advocates often try to describe something from American
economy. So, when I talk to PhD students who come from, say, Brazil or Argentina, some of them
are quite enthusiastic about MMT, but at the same time they have the feeling that it’s not so easy
to have, say, large government deficits in such peripheral countries. Randy Wray would say,
“Well, it doesn’t matter, you just let the exchange rate depreciate,” but this has bad consequences
in these emerging economies and so their feeling is often that it’s too ‘American-centric.’
PA: I’ve heard that said actually, thank you, Marc. My final questions are slightly more
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philosophical and methodological - how would you describe your personal approach to
methodology? And linked to that, whatever methodology you use, is it explicit, or more built-in
and implicit?
ML: Well, I think I just do it, but at the same time I’m concerned with methodology. As I said, I
have thought about what distinguishes heterodox from orthodox, I’ve thought about whether
formalisation is really the thing that separates heterodox from orthodox economics, which seems
to be the point of view of Tony Lawson today. My view is that it’s good that some people think
about methodology, but most of the others should be actually doing something, doing empirical
research or doing political economy, doing modelling if they want, doing stock-flow consistent
models or agent-based modelling - so I’m quite eclectic in the sense that I think everybody should
do what they feel most at ease with. I think that we should have people doing different things. At
some point twenty-five years ago, I thought there were too many people doing history of economic
thought - so it’s good to have some people doing it, it’s good to have some people thinking about
methodology, but we certainly don’t want too much energy going into this.
My other feeling about this is sometimes I have the same frustration that perhaps neoclassical economists have with respect to their heterodox critiques; sometimes I read people who
write about methodology and I think, ‘Why don’t you do the formalisation yourself? Why don’t you
try it out instead of criticising those who are doing some formalisation, claiming that their models
are closed and not open’ I mean, what is an open model? I don’t have a clue. So, sometimes I
get a little bit annoyed.
PA: I do understand that. I am a big supporter of critical realism and the Tony Lawson’s analysis.
However, if you carry it to its nth degree you can’t really do anything because the world is so
uncertain.
ML: There’s another sect in there.
PA: It’s quite interesting. I’m going to talk about pluralism - however, you wish to define pluralism,
is it important to you in your work? Is it important for the discipline to embrace pluralism, or are
there any drawbacks to being pluralistic?
ML: The drawback is that it’s difficult to specialise, that’s the issue. Like myself, I think I’ve tried
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to touch many different topics and subjects, so there’s only so much I can read. I think one can
be pluralist as in touching many different schools of thought and different authors only if you are
highly specialised in a given field. If I only do monetary economics, I can afford to read the French
institutionalists or people in sociology, such as Geoffrey Ingham 42 - but if you’re touching two
different fields, then it’s almost impossible to be fully pluralistic as one would like to be. So, either
you’re pluralistic in the sense that you’re looking at different fields, or you’re pluralistic in the sense
that you’re looking at all of the different schools of thought and viewpoints outside economics from
sociology, psychology and so on, that touch a single topic, such as money.
PA: This could be the toughest question because it’s so open-ended. You can interpret this
question in any way you like - to what extent do you think a heterodox paradigm exists? Or would
you prefer to view it in a different way? What would your view be?
ML: Well, I don’t use the word ‘paradigm’, I prefer the Lakatosian idea of a research program. As
I said, I think you can distinguish the heterodox economics from the orthodox economics with that
list of five features which I have listed; other people have different features, they will say that the
orthodox focus on equilibrium whereas the heterodox don’t. So, there’s certainly a community of
people who have similar background presuppositions, which they don’t necessarily express, and
sometimes they have enough in common that they can communicate with each other - whereas
it can be quite tough to communicate with a neoclassical economist, at least on the theoretical
issues. We can go to conferences, have a special workshop on, say, what change the Bank of
Canada or the Bank of England should make in its purposes or objectives, we can communicate
on that - but it’s much harder to communicate on theoretical issues.
PA: What I’ve seen from my interviews is that there are certain people within heterodoxy who,
although they may be very powerfully attached to their own worldview, they are very open and
quite warm about listening to other people’s ideas and they may take a little bit from them - so if
you want to define a research program or a paradigm that sort of way, like my supervisor [Nick
Potts], who’s a TSSI Marxist, and people like Geoff Harcourt, and yourself – we don’t necessarily
agree on everything, but what we have in common seems greater than what we don’t. Whereas
you meet other people who are so argumentative about their own aspect that you get the sense
that their ability to communicate, learn from each other or put up a united front is limited by that.

42

See Ingham (2004a, 2004b)
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A lot of it’s to do with the personalities of the people, whether they’re willing to embrace other
heterodox elements or not. You’re much more experienced than me – do you think there’s
anything in what I’m saying?
ML: Yes, personalities can unfortunately be very important. You have people who just can’t work
together because their personalities are clashing, and sometimes it can have very bad
consequences for the school and not just these two individuals. Some people will see mostly the
commonalities, and others will focus on the differences, so it’s a question of how you are yourself,
how you see things. The last thing I want to say is that one thing to which I strongly object is the
assertion that heterodox economics is only defined by the fact that all these people in heterodoxy
dislike neoclassical economics. Yes, probably most do, but that’s not what unites heterodox
economics. Fred Lee used to say, “If neoclassical economics, by bad luck, was to leave the
surface of the earth, there would still be a heterodox school, because there’s not only a negative
criticism of neoclassical economics but there’s also a positive contribution of all these schools:
feminism, Schumpeterianism, Marxist economics, Post-Keynesian economics – they all have
something positive to say, which is completely independent from neoclassical theory. I think it’s
important to emphasise this point, because even some of us don’t recognise this. In fact, I would
say there are more disagreements on the failings of neoclassical economics, and I think there’s
much more agreement on the positive side of heterodox economics.
PA: Given that was the last question of my whole round, it’s quite good to finish on a high, Marc!

449

xi.

R1 (17) Professor William (Bill) Mitchell: Interviewed by Skype, 20
October 2018

PA: Bill, the first question is, which field of economics do you consider to be your specialism?
BM: My main area of work is in macroeconomics and labour economics, but I also do work in
regional economics and development economics. My reputation is probably in macroeconomics,
and probably these days as one of the founders of Modern Monetary Theory.
PA: What would be the main issues relating to your field?
BM: In macroeconomics, my view is that the mainstream paradigm is moribund. It’s what I now
call ‘fake knowledge’, and in the terminology that Imre Lakatos used, it’s a degenerate paradigm
[or degenerating scientific research program]: its empirical content is failing; it’s unable to answer
key questions about the real world; it continually makes mistakes; its tractability in forecasting
models is terrible. I think the issue then is that within what’s accepted by the mainstream, there’s
a major void.
Then, in the Post-Keynesian world, there is no real coherent macroeconomics - so to me the only
credible alternative is MMT. Obviously, because I was one of the original developers that’s what
I’m going to say, but empirically MMT is a regenerating paradigm [or progressive scientific
research program], it has strong traction with the real world. If you think about the crisis of 200812, whatever years you want to say, a lot of major policy things happened in that period which
really allowed economists to make statements, and these were extreme events - say, quantitative
easing, where we saw the balance sheets of the central bank expand dramatically, like nothing
we’ve ever seen before. Many of the mainstream economists predicted there would be inflation
emerging from that. The MMT economists all said there wouldn’t be any inflation. Now, what
happened? There hasn’t been any inflation. We also saw fiscal deficits rise quite substantially in
many countries. The mainstream New Keynesian model predicted that interest rates would rise
and that the yields on bonds would rise; MMT economists said the opposite. What happened?
The opposite.
So, I think that in terms of major policy interventions, the mainstream has not got it right and the
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MMT economists have, so the major challenge then is penetrating that degenerate paradigm and
creating conditions in which a new set of knowledge becomes acceptable.
PA: Would you say you’ve got any underlying axioms, principles which inform your view,
methodologically speaking? What underpins your thinking?
BM: A number of things. MMT is built on an existing framework that’s been developed for years,
its so-called ‘standing on the shoulders of giants’. Within that there are behavioural theories,
descriptive elements, accounting elements, definitional elements, and then we’ve added other
things that were previously not in the extant literature which we’ve drawn on - I’m thinking here of
the detailed analysis of institutions and how they actually operate. You contrast the way in which
we write about banking relative to the way in which the mainstream textbooks talk about banking
- it’s just chalk and cheese. The mainstream approach is built upon a set of a priori notions that
have no correspondence with the real world, whereas MMT is developed on observing real-world
institutions and combining an understanding of intrinsic characteristics of the sort of currency
system that we’re talking about with those institutional characteristics, and I think that’s what gives
it the edge. Another new element, I think, is our approach to inflation; a lot of people say we don’t
have an understanding of inflation but we’ve introduced the concept of buffer stocks into analysing
the way in monetary systems generate inflation and can regulate it, and I think that’s something
that’s unique. You won’t find that in other macro theories.
PA: How would you describe the role for history in your work, its importance, its use?
BM: History allows us to understand the evolution of institutions; it allows us to understand how
these institutions came into being, how money came into being, for example. It allows us to gain
an appreciation of what happens when policy interventions occur, so we can be deductive or
inferential, but essentially history gives us a constant sequence of ratifications of our conjectures,
so to me history’s very important. Without it we wouldn’t understand where we’ve been and how
that’s shaped the way in which we’re likely to go in the future.
PA: That’s a thorough answer, thank you. Of the heterodox community I’m familiar with, you’re
one of the people who is most positive about maths, if used correctly, as opposed to, say, the
Tony Lawson critique, critical realists, and other heterodox economists who can be antagonistic
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towards maths in some its uses. So, from that perspective, how would you say that it ought to be
used? What’s its role in your work?
BM: Some years ago, I wrote a paper that was at a conference with Tony Lawson and it was
refuting critical realism.
PA: I did read that paper, it was very interesting.
BM: It was such a long time ago, when I was quite a bit younger! I’ve got a background in
mathematics and mathematical statistics and econometrics. When I was in graduate school, we
were called ‘radical economists’ in those days, they now use the more polite term ‘heterodox’ (I
don’t know why, it sounds like a defensive mechanism to me). Most of my peers who were
interested in heterodox things in my undergraduate and, particularly, graduate years, where it
gets serious, were vehemently opposed to formalism. I was the only one that was studying
advanced econometrics and had done advanced mathematical statistics - and my argument then,
as it is now, is that if you want to be an radical economist (and that was the terminology of the
time) you had to understand what you were critiquing as well as they understood it; as well as the
mainstream. If you think that era was the late ‘70s, early ‘80s, and it was when Sargent was
coming into econometrics, stochastic theory and all that stuff; it was getting increasingly technical
and formalistic, and my view was that unless we could counter that then we would be brushed
aside. My contraires said, “No, it’s a waste of time,” they wanted to talk about ontological issues
and ‘identity’ and all those sorts of things that, in my view, have really diverted radical economists
into ‘nowhere skills’. Most of them weren’t really interested in macro, they were wanting to go off
into gender studies or other stuff like that, and while I don’t want to say that’s not valid, to me the
main game has always been macro, or micro.
The big picture, for me, is macro - that’s where mass unemployment occurs, that’s where poverty
occurs - and so if I wanted to, as a student, become powerful as an academic in contesting the
mainstream, ultimately reaching the post of professor (a professor in the Australian system, which
is the same as your system) I had to become very good at these things. I still believe that. In terms
of Tony Lawson, if you take Shackle’s position of fundamental uncertainty, and you take that
literally, then you can’t do anything. If you can’t do anything, then how can you be espousing
policy interventions? It doesn’t really make sense to me. Policy interventions are about numbers,
and about conjectures that are going to have inputs and outputs.
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I was really influenced by the Tinbergen and Keynes debate, where Keynes, (for me, with that
British patrician arrogance that came from that whole era of Cambridge, Oxford sort of thinking)
said, “Well, I don’t need to do any statistical work, I just know.” That was his counter to Tinbergen,
who, in my view, was actually trying to build a sound basis for policy interventions. Now, he was
limited by data, he was limited by techniques, but you’ve got to start somewhere. So, my view of
critical realism was that it’s just ‘Nowheresville’; impolitely, it’s just looking up your backside. It’s
like Marxists sitting around cafes drinking lattes and plotting revolutions, it’s not going to get you
anywhere!
I went into economics from music and mathematics and philosophy, that’s where I started, and
then in graduate school went into economics; I went into economics because by the late ‘70s, the
monetarist attack on people was really starting to gather pace, and unemployment, for the first
time, had become a serious issue. My interest in economics was to become practical and develop
techniques that would reduce unemployment, then it started down the MMT route, though we
didn’t know it at the time. I was developing what has become part of MMT then. I wanted to be
able to advise governments, ‘If you spend a hundred million bucks within standard areas, this is
likely to be the outcome,’ so, that’s the statistical justification.
On formal maths, I don’t think you should use it when you can use words. If you can use the
language of your choice to say something with clarity and succinctness, then it’s much easier to
use words. The second point is that sometimes words can be indistinct and ambiguous and you
can save time and get a more exact outcome using formalism in mathematical terms. Mathematics
is just a language, it’s nothing more than a language - and sometimes using it as a language
instead of your written language can be parsimonious and more exact, but rarely.
PA: Thanks, Bill. I’m going to move onto the next section, monetary and fiscal questions. To what
extent are you familiar with and support the state (Knapp) and credit (Innes) theories of money?
What’s your view of them?
BM: Well, Knapp didn’t really have any economics, Knapp was thinking about legal issues, in my
view. I think Innes is more the foundation of MMT, some of the monetary stuff; Knapp, to me, is
more of the legal framework. I lean towards them less than someone like Randy Wray would, but
to some extent that’s just because we have different interests. He’s made it his thing in MMT; he
came into MMT early, and he’s made it his thing to go back and look at history, dig up presence
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and stuff like that. That’s valuable, but it’s not necessarily my interest. My interest is more
technical: understanding bond markets, things like that, understanding applied patterns of what
we’re doing and how they interact with the data, that’s more my interest.
Having said that, it’s not necessarily widely known, but Warren comes to MMT from nowhere,
from basically a life in banking. I came to MMT through Marx. When we brought him into the
project, Randy came through Keynes. So, in terms of the two early academics involved (Warren
not being an academic) you’ve got me coming through Marx, Keynes, Kalecki - and Randy coming
through Keynes and thinking you can go back to Knapp and Innes. I think that those two paths,
even though they’re not incompatible in any way, they lead you to have different emphases. That’s
what I’d say.
PA: That’s interesting. Do you think the quantity of money is determined endogenously or
exogenously?
BM: I think that’s obvious.
PA: I think that’s good enough. To avoid asking another question with an obvious answer-(would
you consider banks as creating money through credit expansion?) I’ll move onto the next
question; to what extent do you think the central bank can control the yield curve for the whole
spectrum of risk-free debt? If so, do you think they should?
BM: Well, it’s quite obvious that they can. The American Federal Reserve worked that out years
ago with their recycled ‘Operation Twist’ in the early 1960s. Anybody who contests that fact
doesn’t understand how the bond markets work. So, what we’re talking about here are the yields
that are current every day in the secondary market. The central bank can control the yields in the
primary issue if their government lets them - we’ve gone from ‘Tap’ systems to open option
systems now. All the central bank would need to do if it wanted do that would be to offer to take
the whole auction at some low interest rate and it would get it. Now, given the structure of the
auction, in the secondary market it could do the same thing, it can buy whatever quantity of
outstanding bonds at any maturity that it wants, including all, thereby controlling yields by pushing
prices one way or the other. So, there’s no question; the idea that bond markets can hold a
government to ransom is totally mythical. It could only hold a government to ransom if a
government lets it - and ultimately, why would a government let it if the holding them to ransom
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was going to crucify the government politically and economically? It’s one of those lies, ‘fake
knowledge’, that bond markets are supreme and governments have to take what they’re given.
That’s completely false.
Now, should the central bank control the yields? Well, the question you should be asking is should
the government be issuing any debt? The answer to that question is definitely not. There’s no
productive reason why a national government should issue any debt. Ultimately, given it is riskfree and a guaranteed annuity it’s just corporate welfare, that’s all it is. The ordinary citizen
benefits virtually nowhere by the government issuing debt. A currency issuer government doesn’t
need to issue debt, so why does it? It’s a hangover from the fixed exchange rate system. What
we now know is that after the Bretton Woods system collapsed (around 1971, but really only
formally in 1973) governments continue to issue debt, and then you occasionally saw comments
saying, “Well, they’re doing that as a way to discipline them, to keep a discipline on government.”
It says more to me an element of political ideology - there’s no financial reason.
Now, if the government persisted in issuing debt, should the central bank control the yields? Well,
it all depends. Remember the yields are non-government income, and non-government income
is a good thing. It may be that the income is going excessively to the top end of town, in which
case a progressive would say, ‘That kind of income we shouldn’t be guaranteeing, why not drive
the yields down to zero and give the money to the bottom end of town?” So, I think it all depends.
There are circumstances where you’d want the central bank to intervene, there are other
circumstances where it doesn’t matter - but it begs the question, why are they issuing debt the
first place?
PA: That makes complete sense. The next section is very much based around your personal
feeling on things, it’s about heterodox economics. What would you personally understand by the
term ‘heterodox economics’? And which schools of economics would you include in ‘heterodox
economics’?
BM: I guess we’re talking about anything that’s antithetical to the mainstream. So, institutions
rather than markets; concern for culture and history rather than ‘one size fits all’, culture-free,
history-free models drawn on the basis of a priori axioms; an understanding of human society and
psychology. That’s what I’d include as being a heterodox approach. I actually don’t think of myself
as a heterodox economist, but that’s another question.
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Within that kind of ‘grab bag’ you’ve got old Marxists, you’ve got institutionalists, you’ve probably
got Austrians. What are Post-Keynesians? Who knows what they are anymore, but you’ve got
‘Post-Keynesians’ with a small ‘p’, ‘Post-Keynesians’ with a capital ‘P’, hyphenated or not
hyphenated - there have been so many elements there. So they’re the sort of contenders, I guess.
The Marxists got completely lost in continental Marxism, they haven’t recovered from that interestingly enough, there’s now released evidence that the CIA sponsored a lot of that, because
they realised it was so kooky that it would turn people off Marxism forever. That’s an interesting
story.
By the way, tonight in Australia, the conservatives ‘killed’ their prime minister. There was a sort of
British Tory split in the Liberal party here between the real right-wing extremists and the moderate
conservatives. Turnbull was a moderate conservative, he was axed and he left the parliament,
and his seat, which is one of the safest Liberal seats - Liberals being our version of the UK
Conservatives - was lost in the by-election today, and the largest swing against an existing
government in one of the safest conservative seats has occurred tonight and they’ve lost the seat.
It means they’re going to get chucked out; they’ve got to have federal election in May and they’ve
just lost the safest seat with the biggest swing in history against the conservatives.
PA: Exciting times!
BM: The point I’m making is the Marxists are just lost, I think the heterodox side of economics are
completely waylaid by postmodernism. They’ve started to get completely obsessed with identity ethnicity, gender, sexuality - all of that identity stuff, and abandoned any concept of class, and
really gone down the plughole, essentially, they’ve just lost the plot. As I said at the beginning, if
you think about macroeconomics, where all the contest is in policy there is no heterodox macro.
There are a few little bits and pieces, but there’s nothing coherent, and that’s why I think MMT is
so important, because we’re an oppositional body of thought that’s concerned with macro.
PA: And in the community you work in - you can define that however you want - what’s the attitude
to heterodox economics? How do your colleagues view it, or do you not really move in circles with
non-heterodox economists?
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BM: Look, I’m a Professor of Economics and I mix with economists all the time, unfortunately! I’m
giving invited talks all over the place, and the mainstream think heterodox economics is a joke,
and they fall on the view that if it’s got no mathematics, then it can’t be rigorous and it’s not microfounded, which is just a huge con. They’re just disdainful.
Within the heterodox community, it’s an extremely split, faction-oriented community. Some of the
most vehement enemies of MMT are heterodox economists, not mainstream economists. To
some extent, I avoid a lot of that - in part because of my bearing, the way I behave, I tend to stay
out of conflictual situations at conferences and things - but it’s also partly because I’m not living
in North America, and a lot of these internecine disputes and enmities are among the sort of
protagonists of North American heterodoxy. When I go to conferences and I see them, I don’t get
involved. In a more modern setting you can see that play out on social media. Some of these
Twitter wars that are going on are just unbelievable, and I just stay clear of them, they’re just
dysfunctional. The other night, I had Simon Wren-Lewis just going crazy after John McDonnell,
accusing me of not even knowing what a discount window is; just totally disdainful. In
mathematical skills and background, and statistical background, I’ve got at least as much as
Simon Wren-Lewis. That’s the attitudes - the mainstream pull down anything that’s not
mainstream, and the heterodox fights amongst itself.
PA: That seems to fit in with much of what I’ve seen. If I move onto the next section, which is on
the GFC and its impact on the new consensus macro - what evidence that we observed was
contradictory to their predictions? And has it had any effect on them at all, either just short-term,
or any potential long-term effect on their hold on the profession?
BM: Well, my view was the GFC provided the final nail in the coffin for mainstream economics.
The dominant paradigm of New Keynesian economics didn’t even have a financial sector in it.
They believed in efficient markets theory and that the financial sector was irrelevant, that the
banking sector was irrelevant. Some of the New Keynesian models don’t even have
unemployment, they don’t even have a variable for the difference between employment and the
labour force.
What started to happen in the ‘90s was a sense that problems had been solved. We’d had a great
deal of disruption in the ‘70s and early ‘80s with the oil crises and the high inflation and the
stagflation, but by then things started to settle down a bit and by early 2000 you had Robert Lucas
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coming out and saying that the business cycle is dead, that we’ve solved all the great problems
of macroeconomics, we don’t really need macro anymore; the government doesn’t need to be
concerned with the business cycle, that’s over. It just needs to look at with improving
microeconomic efficiency. He was pressuring them to further privatisation and deregulation, of
course, and scrapping the income support systems. With the so-called ‘Great Moderation’ within
that paradigm, the mainstream view was that we’ve solved all these big problems and all we have
to do is keep going and running very tight fiscal positions.
I can remember the conversations with my early MMT colleagues in the mid-’90s, where we were
looking at fiscal trends - certainly household savings ratios were falling and corporate debt was
rising. It was quite clear that there was going to be a balance sheet crisis coming at some point.
We couldn’t say when, but it was only going to be a matter of time. I was an early critic of the
Eurozone, in terms of the way in which the mainstream economists have justified that with their
stupid models. So, I think the GFC killed any credibility that mainstream economics had. It didn’t
understand why it occurred, and many of the more extreme elements in that school of thought
didn’t want to do anything. The mainstream consensus was that the governments would run out
of money, that there’d be inflation with quantitative easing, and all this sort of stuff.
Clearly, none of that happened, fortunately governments became very pragmatic and, in most
cases - Britain was an exception, the Euro places were an exception - but elsewhere, people were
very pragmatic. Australians just switched from being deficit-haters, into realising the need for
having a huge stimulus, almost overnight - they just realised that they had to do it, pragmatically.
Australia didn’t even have a recession during the GFC, we avoided a recession, we kept growing,
albeit more slowly. Now, what’s happened since? Well, the mainstream economists went fairly
silent for a couple of years and then you started to see them make minor changes to the New
Keynesian model - they started to add financial variables, etc. - but essentially with no
fundamental change. The teaching program was virtually unaltered, textbooks virtually the same
- and then, when saying MMT has been gathering awareness and profile, the response from many
of the mainstream has been, ‘Well, we knew all that anyway. You’re saying nothing new.’ That’s
very clearly false, but that’s the way the paradigm defends itself. I ultimately think the long-term
is not mainstream economics, it’s wrong. To make it right would be to abandon its fundamental
methodology and approach, and I can’t see them doing that, so they’ll just disappear like other
crazy theories have in the past.
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PA: I certainly hope you’re right. I’ll move onto MMT - I’m interested in the historical antecedents,
and you’ve mentioned that you come in from Marx and Kalecki, Randy takes a bit from Keynes what do you draw from Marx? What do you think Randy draws from Keynes, historically? Also,
what got you guys together in the ‘90s? What forged the links between yourself, Warren and
Randy and formed this MMT base?
BM: Well, I get from Marx class conflict, which drives the dynamic in terms of distribution, inflationgenerating processes, and contests over the use of fiscal policy and monetary policy, and those
things. In the late ‘60s there was a whole discussion about the reappraisal of Keynes, people like
Robert Clower and Axel Leijonhufvud and others. Clower’s distinction was between notional and
effective demand as a way of explaining why you could get - as Keynes said - underemployment
equilibria. In a Walrasian system that [under full employment equilibrium] was denied because
the excess supply in the labour market would be an excess demand in the product market, which
would just resolve itself because workers who were unemployed would be willing to buy - they
had an excess demand for things, of course - so they would buy if they were employed.
All of that stuff in the ‘60s about notional and effective demand, Marx had already understood all
that. So, to me, some of the foundations which are viewed as Keynesian, as the work of Keynes
and subsequent Keynesians, are there in Marx, especially in Theory of Surplus Value, Volume
Two - it’s a fantastic macro book, but of course the anti-Marxist British publishing bias of the era,
and Keynes’ snobbery and what have you, meant that evolution of thought didn't really carry
through in any coherent way. A lot of those ideas were attributed to Keynes, but that’s not true.
Now, I guess what you get from Keynes, which you don’t get from Marx, is a lot of the study of
uncertainty, and what uncertainty means - the way in which we make decisions, the way we sort
of grope around in the dark. I think that’s an important part of why a student should read Keynes.
PA: And how did you, Warren and Randy get together? There may have been others I don’t know
about at the beginning!
BM: Well, in 1993 or 1994, we had these email discussion lists starting to emerge, and you
subscribed to these lists and had emails sent to you, all sorts of things. There was this list called
the Post-Keynesian Theory or PKT List, and it was fantastic for me because this was almost realtime communication. I was a younger academic then, I was only a senior lecturer by then, but I
was living in Australia - there’s a famous book on Australian history called The Tyranny of
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Distance, and it describes how Australian culture and outlook has been significantly shaped by
the fact that we’ve historically been so remote. It takes twenty-four hours to fly to Europe, and it
used to take three months by sea; snail-mail used to take twenty-one days. These discussion lists
were fantastic, because suddenly you were in touch with everybody. If you think about it as an
academic, I was in touch with people from my PhD days in Manchester, so I’d send them a typed
letter, and you’d get a reply back in maybe six weeks. The research process was much slower
and much less effective and efficient. These email lists were part of this new world, bringing us
all together, and it was fantastic for me.
Now, on that list were all the major Post-Keynesians - you name them, they were there. This
quirky guy called Warren Mosler turns up on it - I’d never heard of him because he had no
published output, and he started writing stuff about employer of last resort. Randy was on that
list, too. In 1978 I did my fourth year at university. When I started reading Warren’s stuff on
employer of last resort, he didn’t talk about buffer stocks or anything like that, but I said to myself
as I was reading those emails back in 1994, ‘This is my buffer stock system, this is identical to
that.’ There was interchange, then, on that list. We started talking, and more and more Warren
and I started to realise that there was a oneness there, even though we’d come from different
worlds with zero interaction.
Then one day I got a call on my mobile phone - and I’d only just got a mobile phone in those days
- and it was Warren. He was in Sydney, and he said he wanted to talk to me, so he came up to
Newcastle where I was living. We started to understand that we had a lot of common themes and
decided we’d make a project of it, that we’d see where this would take us. Now, Warren is
obviously quite wealthy, he operates in a totally different world to me, and Warren went back to
America afterwards, trying to recruit people to work on the project. That’s how Randy became
involved, because Randy had been making sympathetic noises on this discussion list. He’d only
just published a book in 1990 on money, and I think he would admit that it’s not MMT-oriented,
but by the time we had these discussion list interchanges he was becoming quite attracted to
these ideas, and so Warren recruited him and Mat Forstater soon after. They roped in Pavlina
[Tcherneva] too as a graduate student to give them research assistance. Stephanie [Kelton] didn’t
come in until much later, she was doing a PhD in Cambridge or somewhere. She didn’t come in
for five or six years, I don’t think.
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Warren and I had met, and Warren had obviously met with Randy and Mat, then we had our first
get-together in 1998 in New York City, and that was the first time we’d all come together - ‘all’
being four or five of us. By then, we’d started writing papers together or individually, it was
evolving, but it was a very small thing. We were really just putting a body of work together in those
days. There were some critical conferences - Randy and I went to an American Economic
Association conference 1998, and a speaker at that conference was the advisor for the Minister
of Employment in Argentina, and of course that led to the ‘Head of Households’ program in 2002
in Argentina to meet their crisis, which was like a job guarantee. There were just little events that
were creeping in along the way - nothing really much happened, I don’t think. We were building
this body of work. The Americans were more confident than I was about how long it would take my view was that this would be a really long-haul project, they thought it would only be a matter
of time and then everyone would be coming into MMT. That’s Americans for you!
It wasn’t until 2004 when I went to a seminar - because I’m quite interested in I.T., I’m a technician,
I write a lot of code and stuff so I would go to I.T. seminars quite often at the university - at that
seminar was a bloke talking about blogging, this new world of blogs. Nobody knew what a blog
was then. I remember I decided that I would start a blog, and just after that seminar Warren,
Randy and I had a meeting in the Caribbean (we used to meet in the Caribbean and plot) and I
announced that I was going to start a blog because as I understood it, this was going to be the
way in which we expand our sphere of influence. They weren’t in the slightest bit interested, they
sort of laughed at me, but I think that was the next big evolution of MMT, my blog. Within a few
years I had tens of thousands of people following me, and then of course Stephanie and Randy
decided they’d better get in on the act. It just evolved from there.
PA: That’s extremely interesting, Bill. Now, what’s your attitude towards methodology and
pluralism? Is methodology explicit or implicit? You’ve already mentioned a little earlier about your
view of it draining people’s attention from the key things, but I’ll ask anyway.
BM: If pluralism means that everything is equally privileged then I don’t think that’s correct. I wrote
a blog post about it the other day and you can take any quotes from that. My view on pluralism is
that MMT is a pluralistic body of thought because it brings in diverse influences, including
sociology, anthropology, history, economic history, mathematics, philosophy, economic theory that’s pluralistic. I don’t believe in this sort of ‘progressive’ pluralism in economics where you say
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that mainstream economics has got privilege with non-mainstream. I think if something’s wrong,
it’s wrong, forget it. It’s not relevant. That’s my view on pluralism.
PA: Well, I have some sympathy for that! Do you think a heterodox paradigm exists, or are they
too disparate? And should MMT be involved in some sort of heterodox paradigm, or should it just
be MMT as some sort of cohesive body in of itself?
BM: As I said, I think heterodox economics has become so fractured and lacking in focus and
substance that it’s almost become irrelevant. As to MMT, MMT is MMT. I think we’ve built a body
of work that’s an identifiable school of thought. I don’t think there’s any identifiable school of
thought you can call heterodox. Remember, we’re talking macro theory - MMT is a macro theory.
That’s the way I look at it. I think it’s a coherent body of thought. It’s come out of the heterodox
tradition, but I don’t think of it as a heterodox approach.
PA: I did read your blog post on your meeting with John McDonnell, which was very interesting
from my perspective - I’m in the UK Labour Party, I’m a Corbyn supporter and I’m left-wing.
Although I accept that MMT is, in principle politically neutral, I see it as offering policy advice to
make the world a better place, that’s what drives me personally. What’s your view on the current
state of political ‘outreach’? What’s MMT’s level of traction with governments - in the US, UK,
Australia, Latin America, anywhere you care to mention?
BM: There’s not much of a deal at the moment! What’s happening is I think that MMT is becoming
more publicly profiled. A friend said to me the other night that he’d seen a video of John
McDonnell, he’d had an event after he saw me last Thursday, and at that open meeting he
mentioned my name, as if everybody knew at the meeting knew who I was - and, probably,
everybody at the meeting does know who I am! I’m an Australian economist, miles away, and I’ve
now got hundreds of thousands of followers of my work on blog. If you think, fifteen years ago,
hardly anybody in Britain outside narrow academic circles would have known who I was, now
you’ve got people in the streets of London come up to me and know who I am. So, our profile’s
much higher now and the next stage is to infiltrate the mainstream policy-makers. Now, there’s
been a lot of pressure for some years now for John McDonnell to meet with me, for example, and
up until now that hasn’t happened, but he went out of his way last Thursday to meet with me, for
about an hour and a half.
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We’re just getting to the next step, and in the US, you’ve got some traction with the Democratic
party emerging. Alexandria Ocasio-Cortez, the new wave of progressive Democrats in the US she’s MMT-oriented, she’s getting advice from modern monetary theorists, key players are giving
her advice. So, we’re just starting the next phase of penetration. Were on the cusp of that, so the
fact that John McDonnell went out of his way to meet with an MMT founder is quite significant, in
a way.
Now, we mustn’t get too ahead of ourselves, because he is surrounded by a coterie of extremely
neoliberal economists and their advice is very biased. The way in which I approached him the
other day was to say, “OK, I accept that you’ve got your advisors, but they’re giving you just one
voice, and you really should have a diversity of voices, and that’s the role I’m playing with you. I
come from outside the New Keynesian tradition.” I said to him that one of the dangers of groups
is that they become subjected to patterned behaviour based on one-voice rules, and he would be
better off - even if he didn’t agree with anything I said - just to listen, because I’m obviously not
stupid, I’ve obviously given advice on practical issues to a number of governments, on
development programs and things like that. He accepted that, by the way, that having an
occasional chat is going to be good for him.
We’re just creeping into the policy influence. We’re not there yet, but people are bringing us up
more often now and a lot of politicians will talk to me but off the record so that no one knows
they’re talking to me. The other day I gave seminars to Bloco [de Esquerda] in Portugal, that’s a
coalition partner in the socialist government, and in workshops I give advice to Podemos and the
Communist Party in Spain, I was giving advice to the Labour Party in Ireland the other day. So,
our profile’s higher, and that’s leading to more and more invitations - and not just to talk at
conferences, but on these tours I do, I do a lot of public speaking but also a lot of private meetings,
and they’re meetings people don’t really want anyone to know about; that I’m talking to them. So,
the next step is they’ll come out of the closet, they’ll say, “Well, it’s important that people know
that Bill is my advisor.” That’s the next step.
PA: Well, Bill, it’s been an absolute pleasure to talk to you.
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R1 (8) Warren Mosler: Interviewed by Skype, 8 August 2018.

PA: Warren, which field of economics do you consider to be your specialism?
WM: I’d say, I don’t. I’ve never even thought about that.
PA: What would you think to be the main issues in economics?
WM: What are the main issues? Well, I guess that depends who you talk to. For me, the main
issue to clear up our misunderstandings or what I see as misunderstandings. So, if people
misunderstand what the public debt’s all about, that would be an issue and we should clear that
up. If they misunderstand what interest rates are about, what inflation’s about, all these other
things, that’s an issue. So, I just focus on the parts of Modern Monetary Theory that I think people
might have wrong, engage them in that and try to get them the right way around.
PA: OK, and what are the underlying principles of your view?
MW: Well, the basic underlying understanding is that the monetary system is just a scoreboard.
The government - the central government, the federal government - that levies the taxes and
issues the tax credits, which is what currencies are, is changing numbers on a spreadsheet,
conceptually, that’s all they’re doing. So, when they spend, they’re changing numbers up, and
when they tax, they’re changing numbers down. I would think about debits and credits - so, more
formally I would say when they spend they’re crediting accounts, and when they tax they’re
debiting accounts. So, I look at it from the bottom up that way. I also start the money story with a
government that desires to, has a mandate to, provision itself. That’s where I start the money
story, not with firms trying to make profits. For me the money story starts with the government
provisioning itself.
PA: To what extent does history have a role to play in your work? Do you look into history a lot?
WM: You know, I don’t - because to me, it’s there maybe for education purposes, but just because
something happened before it doesn’t necessarily per se have a bearing on what’s happening
now, but there could be something to learn from it. I don’t see it as a force that controls anything,
but maybe as a source of knowledge.
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PA: And what about mathematics? Do you use maths, has it got a role in economics in your
opinion, and if so what would its role be?
WM: It does, it has a major role. Statistics have a major role, econometrics has a major role. But
more important is getting the assumptions right, and the assumptions that you need to get right,
or that people aren’t getting right are not mathematical. So right now, it doesn’t have a role in
terms of getting the assumptions right - that is that currency is a tax credit, there’s no mathematical
role in that. It’s just a recognition that you have the government trying to provision itself. For these
fundamental things, mathematics doesn’t have a role. But once you understand the fundamentals,
there’s an enormous role to then apply mathematics.
PA: Right, so you build your maths on your fundamental points to start with, and then it’s useful,
but without that it’s not?
WM: That’s a good way to put it.
PA: To what extent are you familiar with or in support of the credit and state theories of money?
WM: When I first started writing and first came up with how the monetary system worked, back in
the mid’ 90s, I had never read any of that work. I had never read Keynes. I’d seen quotes from
Keynes but I’d never actually read the books. I didn’t base anything on something I’d heard from
him. And then, looking back, it turns out a lot of scholars had identified people in the past who
had elements which relate to my thinking in their writing. So, Knapp had some important elements
in his writing, chartalism - that was the state theory of money. I think Innes had a very good
understanding of it [money as credit] somewhere back around 1900. He wrote ‘What Is Money?’?
So, when I saw these things that had been written I posted them on my website in case people
wanted to read more about it. So, that’s how that fits in.
PA: Cool. Do you consider the quantity of money to be exogenously or endogenously determined?
WM: Of course, that depends on how you define money. So, you didn’t trip me there!
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PA: *Laughs*…And how would you view banks? Are they intermediaries, do they create money
out of thin air, so to speak?
WM: In our world today, what we call ‘banks’ are agents of the central bank - they’re chartered by
the central bank, they’re regulated by the central bank, they work in a very narrow scope of
individualism, let’s say, inside those regulations. Much like the military in this age of government,
yes, the soldiers can aim their weapons and when they’re going somewhere they don’t have to
walk an exact path determined by the government, but they’re still agents of the government even
though they have some degrees of freedom.
Our banks are creations, agents of the central bank, which has given them some degree of
freedom. Bank loans are accounted for with new bank deposits. So, again, I’m not using the word
‘money’, but bank loans create - if I can use the word ‘create’, as a matter of accounting - bank
deposits. If a bank loans somebody a hundred dollars, the way that those funds first exist is an
account at that same bank for a hundred dollars. The loan is the asset of the bank and the deposit
is the liability of the bank, so the bank creates an asset and a liability. More precisely, the bank
buys the loan from the borrower. It’s a purchase, so it credits the borrower’s account with the
proceeds. You can sign a note [IOU] for hundred dollars, the bank will buy that note from you,
and pay you, creating a new bank liability. And so, the bank has an asset, the loan, and the
customer has the deposit. Now, if the bank buys something else - say it buys a share - then the
share becomes a bank asset and a deposit is also created as a new liability. So, I look at it in
terms of purchases. That came out of a discussion with Andrea Terzi, we were trying to pin down
exactly what we meant by loans creating deposits. To me, I realised that, in the general case, that
all bank purchases create deposits. It wasn't just one special case of a bank purchase.
PA: Yeah, that’s a very interesting way of thinking about it. I was talking to Charles Goodhart, he
had a slightly different nuance on that. His view was that banks allow customers to create money.
When a bank purchases a loan from a willing seller, the customer, that creates the deposit in the
process, I guess.
WM: Right, so you can’t have a deposit unless somebody sells something to the bank first.
PA: Yeah, yeah, exactly. He seems quite sympathetic to MMT, Charles Goodhart.
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WM: Well, we’ve been working together since the mid-1990s; he was at my Bretton Woods
conference in 1996, where we went through all this and forecast what was going to happen in
Europe - fairly accurately, I would say. When Bloomberg listed the top nine people who predicted
the 2008 crash right, four or five of them, myself and others, were from that conference, people
had gotten the information from the same place.
PA: How do you think interest rates are determined across the spectrum?
WM: The other recognition, of course, is that the currency is a public monopoly and in this case
the government -or the state- is the monopolist. The monopolist sets two prices: one that is called
the own-rate, as Marshall noted, which is how it trades for itself, how the commodity or thing
trades for itself. So for a currency the own-rate is the interest rate, and the government being a
monopolist is the price-setter for the interest rate.
The second thing is how it’s exchanged for other goods and services and it’s also setting that
price. So, monopolists set two prices - for your question of what is the interest rate, the currency
is a monopoly, the state sets the interest rate. There’s no way around it, there’s no such thing as
market rate. That’s maybe part of our microeconomics...*laughs*.
PA: I’m going to talk about more general topics, and you can interpret these questions just on a
personal level, really. What do you consider to be meant by the term ‘heterodox economics’?
WM: See, now I’ve been published-- my last paper, written with Professor Damiano Silipo,
‘Maximising Price Stability in the Public Economy’ was published in a mainstream journal, the
Journal of Policy Models, or something like that. So, I can now consider myself mainstream, so I
would consider that heterodoxy is just inferior!
PA: I ought to congratulate you on your promotion! To what extent to heterodox economists have
compatible views, in your opinion? Do you think Marxists, Sraffians and Post-Keynesians can
work together, or not really?
WM: One of the things that I came up with was this statement that the cause of unemployment is
taxation, and that’s back from old papers of 1997 and 98. It’s a simple conclusion because the
currency is a tax credit, without taxation no one can have the tax credit, without the currency you
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don’t have unemployment as we define it because it is people looking for work paid in that
currency. The government's trying to provision itself, so by design it creates unemployment by
levying taxes - not by collecting them, but just by having a tax liability in place, which creates
sellers of real goods and services the government can then buy with its currency. By design, it
causes unemployment for the further purpose of hiring those unemployed with its currency, its tax
credits, to provision the government.
I asked Professor [Ricardo] Bellafiore when I was in Bergamo in Italy, he’s a very in-depth, very
good Marxian scholar, and said, “Did Marx ever understand that as the source of unemployment?”
And he said no. He said that was MMT, and you have to give credit for that; in the history of
thought, nobody had come up with that [before MMT].
So, what do I think of a Marxian economist? His model is incomplete, because he doesn’t start at
the beginning. The unemployment Marx talks about was created by the tax liabilities of the time.
So, I wouldn’t say he's wrong, but the story’s incomplete. Was there another group?
PA: Circuitists, Sraffians….
WM: So, when you go through these groups you see a lot of them producing approaches that are
incomplete. The monetary circuit theory is absolutely right, but it doesn't start at the beginning. It
starts with firms hiring people, borrowing money to hire people. It doesn’t tell you why those people
are going to work. So, it’s incomplete. It’s not wrong, but it’s incomplete.
PA: So it’s like coming in the movie halfway through?
WM: Yeah, yeah. So, when they try and explain inflation or something, they can’t do it, because
they’ve started too late in the story, before the idea of inflation, where it came from, would have
been introduced - so they’re lost. They’re not wrong in what they say, their numbers work, they’re
just incomplete.
PA: Yeah, that’s an interesting way of looking at it. Among the people you mix with in the
economics community, do they view heterodox economics as an alternative to the mainstream at
all?
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WM: The people who understand MMT, I think, don’t look at it that way. There’s no reason a
mainstream economist couldn’t understand currencies and tax credits. It’s not a specifically
heterodox view, it’s just that they never considered it; they just took [for granted] whatever was in
the previous textbook. Or the idea that taxation creates unemployment; there’s no theoretical
reason that’s not mainstream - and the fact that my paper, which is solid MMT, job guarantee,
was published in a mainstream journal tells you that there’s nothing not mainstream about what
we’re doing. We’ve just got to get through to the mainstream conversation. Part of the problem is
it’s too hard for a lot of them to learn something new. Or they’d learn it but it’d just be something
they’d learned, it wouldn’t be something they’d integrate into their work because of a lack of
understanding. Or it might just be something they integrated superficially because whoever said
it had credibility in the system.
PA: The mainstream economists I’ve interviewed have seemed quite interested in MMT, but they
view it as an outlier. They say, “That’s interesting, I get it,” and then they go away and ignore it, a
bit like your story of meeting Al Gore I read in your book.
WM: Senator Blumenthal from Connecticut, when I met with him (for several hours), -when he
was running- he understood what I was saying. And then after he got in, I went to see him, and
he said, “Well, is anybody else in Congress thinking this way?” and I said not that I knew of. He
said, “I’ve got to wait till there are other people thinking this way before I start doing it also.” He
just said that flat-out, he didn’t want to be the only one.
PA: I get that, you don’t want to be too radical...on your own.
WM: “Better to fail conventionally than to succeed unconventionally.”
PA: You do know your Keynes quotes - impressive!
PA: When we had the global financial crisis, do you think that it disproved or discredited the
expectations of the mainstream, and if so, in what way?
WM: Yeah, their indicators didn’t see it coming. I always back up to the fundamentals: why do we
care if there’s a financial crisis? Why do we care if suddenly there’s a debit on Citibank’s accounts,
AIG has negative capital? What do we care? These are just numbers on a spreadsheet. Why
469

can’t people still go to work, build cars and drive them? Why can’t people grow food and eat it?
Why can’t people teach at schools, go to the hospital and take care of sick people? We were
doing it the day before. Nothing changes in the real world and then the next day we can’t do it
anymore, because of some debit /credit transactions on some spreadsheet? What sense does it
make to have life run that way, and is there anything you can do so it doesn’t happen? And the
simple answer is yes. The government can do things with the debits and credits so people can
still go to work, build cars and drive them; go to work, build houses and live in them; do our real
economic activity.
Again, for a metaphor - you’re driving your car down the road and you’ve got a pretty much perfect
alignment on the car and the road’s a nice flat road. But it’s not perfect. So, you might fall asleep
at the wheel and then the car drifts off the road and you crash. They ask what caused the crash and you say, “Well, there’s an imperfection in the road, because the alignment was right, the
wheel was straight ahead. If we could fix the road, make it perfect, then the car would stay on the
road.” But I’m saying no, it’s the driver who fell asleep at the wheel! If you’re driving home awake,
and you hit a bump on a road, you swerve and don’t correct it, and you crash, whose fault is it?
Was it the bump on the road, or was it you for not correcting it? Imagining it was reasonably easy
to correct.
So, Congress, the legislature, has got the steering wheel for the economy with fiscal policy, which
makes it is easy enough to keep the car on the road. The economy gets too hot, you raise taxes
or cut spending; if the economy gets too cold, you lower taxes or increase public spending. You
just watch the number of bodies in the unemployment line and you make your fiscal adjustments.
But what they’re doing is looking at the road. They say, “Oh, the banking system’s regulation
caused this and that to happen. Insurance, they were selling options on credit and these
derivatives and all these other things, they caused this bump in the road and the car went to the
side and that’s what caused the crash. What we have to do now is fix the road, get the road
absolutely perfect so the car can go down it without anybody touching the steering wheel.” And
they’re not talking about automatic steering, they’re talking about not touching the wheel, period!
Maybe you could do that, but it’s simple enough to just have these little turns of the steering wheel
back and forth!
PA: Good analogy!

470

WM: Yes, so, in 2008, I said, “Look Lehman’s just did this, Bear Stearns just did that...we’re on
the verge of losing five million jobs, just eliminate FICA taxes. Now every American will get an
extra $600 a month in his paycheck, you can stop taking $600 a month out of his pay. And these
are people working for a living, building the cars, growing the food, there’s no moral hazard here,
not giving it to someone who’s not doing anything - and then they can make their mortgage
payments, and then there’s no banking crisis. What’s the difference between triple A and toxic
waste? Triple A, the guy’s making his payment; toxic waste, he’s not, there’s no other difference.
And people could make their car payments so car sales wouldn’t drop significantly, nobody
would’ve noticed. Nobody noticed the crash of ‘87, nobody’s talking about it, because nobody lost
their job, and the real economy was OK.
So, I’ve given you a roundabout answer to the crisis. Number one: when people start talking about
the cause of the crisis in the financial system, to me that’s throwing us off track. It’s not wrong,
those things did happen - but we’re not really worried about the cause of the financial crisis, we’re
worried about the cause of the real crisis, that put people out of work and that we’ve yet to recover
from it. If you look we’ve had an almost L-shaped recovery, population adjusted, in terms of
employment and everything else. We went down, and now we’ve gone on sideways, a little bit
but not much, because we’re still suffering…
WM: Let me just finish with this. If we knew to make a fiscal adjustment when there was a financial
crisis, Bear Stearns hit, Lehman Brothers hit, we’d have a payroll tax holiday, we’d eliminate that
tax and everybody would get a $300 a month pay rise. Now there’s no crisis, right? So, then that
financial crisis becomes a good thing - hey, let’s have another one of those, I want my taxes cut!
PA: My last questions are really about your approach to methodology and pluralism.
WM: I don’t even know what they are! What do I care? *Laughs*...
PA: Thanks, Warren, always a pleasure!
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xiii.

R1 (14) Dr. Thomas Palley: Interviewed by Skype, 21 September 2018.

PA: I’ll start with the general questions; you can interpret these however you like. Which field of
economics would you consider to be your specialism?
TP: I would say macroeconomics, but I would immediately qualify that by saying that I think a
good macroeconomist needs to know every field. It’s hard to talk about an entire economy while
having blind-spots, so I’ve always been very strongly against the notion macroeconomists should
specialise in particular areas – by becoming a macroeconomist of the consumption function, or a
macroeconomist of financial markets. If you’re a macroeconomist you need to know labour market
economics; you need to know monetary theory; you need to know about how people think about
asset markets; you need to know the theory of the firm; you need to know international economics;
you need to know all these areas. In my view, you also need to understand the different
perspectives. It’s a wonderful challenge to be a good macroeconomist.
PA: And what would you say are the particular issues in the field of macroeconomics? What are
really the key issues for you in the current climate?
TP: For me, the absolutely key issue is the paradigm- that there are ways of seeing the world that
are blocked off by now. In mainstream macroeconomics, debate is conducted through the lens of
competitive general equilibrium theory, formulated in terms of the dynamic stochastic general
equilibrium macro model. We know where the model derives from, and that model completely
defines and confines the field. It’s flexible enough to be either perfect to allow the view of Milton
Friedman and the Chicago school, or you can impose enough imperfections on it to produce the
sort of New Keynesian, MIT, Samuelson school. But that underlying frame is completely
implausible to me.
The DSGE model traces back to the competitive general equilibrium model, and in my view, it is
an entirely imagined world, and actually a world that is ontologically impossible. It therefore cannot
possibly be a good foundation for macroeconomics. However, one cannot get another view of the
world onto the stage because of the very powerful obstruction that comes from having these two
different schools - the MIT school of market imperfection on one hand, and the Chicago school of
market perfection on the other – both supporting it.
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PA: I’d agree with that pretty much exactly! Could I ask how you’d define the underlying axioms
or principles of your view of macroeconomics? What’s your underpinning thinking there?
TP: Obviously the market, and market principles and market forces, are an important part of it.
But the market is institutionalised and politicised – and both institutions and politics are historically
informed. I would add a third thing. The actors and agents are human agents who are informed
by their culturally-shaped psyches and beliefs. So, you have a different type of agent in the model
operating in a different institutional and politicised context. That will show up in the type of
relationships - I call them aggregate relationships - which, of course, were the origins of
macroeconomics.
That takes you back to Cassel’s view of Walras, in which Cassel argued market demand functions
were primitive. He didn’t buy into digging behind market demand functions and thinking you could
explain them by utility theory. It is a big mistake to think we have access to the psychology behind
demand functions. That way, we begin to imagine and impose things on theory that aren’t
supported by the specialists who study what’s going on in our heads. Psychologists are always
finding problems with utility theory, which is why you have behavioural economics.
Psychoanalysts would find even deeper problems, but they don’t have any communication with
economics.
PA: In terms of history and mathematics, what roles would they play in you work? If you were
summarising your attitude to those two things, what would it be?
TP: Well, I have become more and more aware of the role of history. History informs more of my
empirical thinking, and perhaps my methodological thinking, too. The good historian assembles
argument, a little bit like a lawyer. He makes a case from many different angles. It’s a composite
case that’s put together, and that’s how I like to do empirical work backing my theoretical thinking.
Mathematics, I regard as an important tool. I’m not a good mathematician. I struggle with it. I’m
good enough to do a little bit of maths and I’ve found it very useful in organising my thoughts. I
do believe in toy model-building exercises. As an economist, I always try to think that I can make
my arguments in three different ways: telling a story, telling it graphically, and telling it
mathematically. Mathematics is useful in that. However, I think we’ve gone over the top. The field
is now beholden to mathematics and judged through the lens of mathematics. You’re rewarded
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for being a good mathematician. The person who comes up with a good idea in economics is
ignored, while the person that expresses the same idea mathematically is hailed as a genius.
There’s been a complete loss of judgement regarding mathematics. It is only a tool, and like all
tools, it is limited. It does some things well, and some things very poorly. When you only rely on
a single tool, almost by definition, you’re going to start doing things very poorly. So, what was at
one stage to be a bit of a blessing for economics has increasingly, in my view, become a bit of a
curse.
PA: Thank you for that, that’s very interesting. I’m going to move on now to monetary and fiscal
questions: the first being to what extent would you say you’re familiar with or support credit (Innes)
and state (Knapp) theories of money, rather than the sort of Austrian commodity-exchange origin
theories? Are you familiar with those, do you support them?
TP: I’m familiar with both. Let me start with credit. Money clearly is a credit instrument, though I
don’t know that it always was. I’m very partial to Menger’s approach, what I call the ‘functional’
theory of money. Once money acquires functions, delivering on those functions is the background
impetus that leads to the further development of money. Once money is in use, it starts to evolve
as part of attempts to improve on the delivery of its functions.
That of course leads us to the Knapp’s chartal theory of money. Yes, today, money is significantly
chartal but it wasn’t, in my view, originally chartal. The history of money over the last 2000 years
speaks very clearly against that. For most of the last 2000 years, money was supported by metals.
It was either metal coin, or some sort of metallic standard. Metals are not something governments
can create out of thin air - they have to be either acquired by taxation or by borrowing. That means,
by definition, in a metallic system, money is not chartal and government spending can’t come first.
Taxation must come first. If you go back even further - at Oxford I studied late and medieval
history, and I did a double degree in economics and history - we clearly see that taxes came first,
that there were feudal dues for centuries. Those feudal dues were paid in kind, and it was to the
feudal lords’ advantage to turn them into money payments, because money can be spent at a
time and place of your own choosing while a feudal due taken in kind is much less flexible. That’s
what began to happen throughout the 12th, 13th, 14th and 15th century, when dues were
commuted and turned into money payments. So, taxes came first, which is completely the
opposite of chartalism. Today, we have a chartal system, but money was not originally chartal.
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Proponents of MMT argue monetary history is supportive of their view, but I think the monetary
history that they try and sell is completely false.
PA: That’s very interesting - obviously I don’t agree with you, but given it’s an interview I’ve got to
find out your views! And would you consider the quantity of money to be determined exogenously
or endogenously?
TP: Well, let’s walk that back. What is the quantity of money? There are different monies, and one
really must distinguish between inside money and outside money- bank reserves. It’s clear that
bank reserves have both an endogenous and exogenous component. Under a system of interest
rate targeting, given that reserves are in short supply, as used to be the case before the financial
crisis, then they are determined endogenously by the demands of the private sector, the banking
system and the financial market place. By the way, though, that demand can be affected by an
exogenous change in interest rates by the central bank, which introduces an exogenous element.
Now that we have a world flooded with excess reserves, clearly the flow of excess reserves has
a very significant exogenous component now. Anytime a central bank engages in a quantitative
easing operation and buys bonds, it pushes reserves into the private sector and the private sector
currently has no use for them so they get re-deposited with the central bank. So, that’s an
exogenous component. It goes to show - and this is something I try to emphasise in all my writing
- it’s important to recognize that economic context is extremely important, as is what type of money
you’re talking about.
When it comes to the broader money supply, well, everyone knows that’s endogenously
determined. The challenge then becomes to explain ‘What are the mechanisms of endogenous
determination?’ By the way, even the money multiplier model was an endogenous money model,
but it was endogenous through the multiplier. People forget that. In some ways, Post-Keynesians
made a very grave error in talking about endogenous money. It was always better to say ‘creditdetermined money’, ‘bank lending-determined money’ or something like that. Endogenous money
is too broad a category for what we’re talking about.
PA: The next question kind of follows from that: when you model banks, do you consider them as
pure intermediaries, or do you consider that they create money in response to demand for credit
and loans?
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TP: I think of them as multi-input, multi-output firms. When they want to make loans, they make a
loan and they will find the reserves to back it as needed. When the deposits come in, they will
allocate them. They have an asset choice and they have a liability choice: how they fund
themselves and how they allocate the funds they have. I definitely have a microeconomic model
of the firm behind it, which is why I think of banks as multi-input, multi-output financial firms.
PA: If I think about interest rates, there are a couple of subdivided questions. Firstly, how would
you consider interest rates to be determined? Secondly, do you think the central bank - in a
country such as the US or the UK that issues its own currency - can control the whole yield curve,
on bonds of all maturities? And if it can, do you think it should - under what circumstances should
it or shouldn’t it?
TP: That’s a complicated question. It’s very context-determined. I think the US has a better chance
of doing that than the UK, which in turn has a better chance of doing that than Italy. It depends
on which economy you are talking about.
What determines the interest rate? Well, clearly there’s a short-term interest rate that is pegged
by the central bank, and then there’s the yield curve. The yield curve, I think, is determined by the
theory of liquidity preference. With the theory of liquidity preference, we tend to talk of the bond
interest rate. However, reading Keynes’ General Theory, the entire spectrum of assets that goes
from bonds, to equities, to real estate, is involved. Every single asset is impacted by liquidity
preference and fits with the theory of liquidity preference. So, as for controlling the yield curve on
government bonds - of course government can do that. It can do that by just buying bonds and
pegging them and setting a price.
Now, that raises two concerns: a short-term effect and a long-term effect. I’m more confident
about the short-term effect. I think there is some element to controlling yields that is a bit like
squeezing a balloon. If you squeeze one part of a balloon, the air will go somewhere else. There
will be a financial market repercussion in some other part of the asset spectrum that we’ve just
talked about. The long-term effect is a bit more complicated. As economists, we’re very bad at
understanding the consequences of this type of action, let me call it ‘financial repression’. The
consequences, again, will depend on context: the structure of the economy, its inflation situation,
the open-economy and international exchange rate situation.
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So far, I’ve been talking about controlling nominal interest rates. Can government control real
interest rates? Well, that depends. If the central bank sets the nominal interest rate too high, it
may start to trigger deflationary forces. That will start to cause unemployment, deflation, etc. and
that will cause the real economy to contract. And then we’re into a loop, because there is a policy
reaction function that has policy respond to changing economic conditions. Who’s wagging the
tail here? Absolutely, the central bank can affect nominal rates. But that will affect the real
economy, and the real economy will cause the central bank to change its nominal rate. The only
way to look at it is in terms of a feedback system, which I think suggests the initial question is not
quite right.
PA: That’s fine, I’ve had a range of different answers from the question, including criticism of the
question itself!
TP: That’s not to criticise you - I think my Post-Keynesian colleagues start from the idea that we
can control all interest rates.
PA: The questions are designed to trigger a response, so that’s absolutely fine.
TP: I wrote a paper back in 1996 on exactly this question, about how one needs to take into
account the reaction of the central bank if you really want to understand what’s going on with
endogenous money.
PA: The next questions are really about your personal opinions on heterodox economics in
general. Firstly, what do you understand by the term ‘heterodox economics’? What groups of
economists would you consider to be heterodox?
TP: Firstly, I think of it in terms of insiders and outsiders. Heterodox basically brings to mind
outsiders - people who don’t fit into that paradigm that we just talked about, the competitive
general equilibrium model which shapes macroeconomics. If you don’t buy into that paradigm,
you’re heterodox. For example, Marxists, Keynesians, Institutionalists, Post-Keynesians. But
there are some fence-sitters, such as the behavioural economists. I’m not sure they even have a
view on this, but they are inside the tent right now.
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Politics is another complication. For instance, Joe Stiglitz is inside the tent. He’s a competitive
general equilibrium guy with a different set of imperfections. He’s the main economist who
introduced information imperfections to go along with all the previously identified imperfections.
Stiglitz is an insider, but it’s complicated because there’s political overlap. Stiglitz is one of the
few mainstream economists I would consider as having a very significant political overlap. Yet, at
the same time, I actually think we have quite a different intellectual take on the economy. And that
political agreement can become a problem because when you agree with someone politically, it
can often end up obscuring important intellectual differences and prevent them being surfaced.
PA: To what extent do you consider these heterodox economists to have complementary or
compatible views? It’s a subjective thing; what would be your view on that?
TP: I’ve changed my view over the last twenty years. At one time I thought heterodoxy was closer
to some sort of consensus. Now, I have backed away from that. I think there are quite significant
disagreements. But one thing we pretty much all agree on is that Keynes’ theory of aggregate
demand-determined output is a good lens for understanding many of the problems of modern
capitalism. That’s a very, very unifying thing.
One of the things we disagree on concerns issues of methodology, and it’s a bit irritating. To quote
Geoff Harcourt, I like a ‘horses for courses’ approach to economics. Every model is a
simplification. Every paper you write is a simplification. If you write it in text, it’s still got a model
embedded in it. So, we’re always simplifying. Yet, we get unglued and come to blows with each
other over things like equilibrium, and the role of history. In principle, I would say, yes, the world
is a non-equilibrium system and history matters. But there are times when I want to discuss a
smaller point than the entire world, and a little bit of equilibrium modelling helps organise my
thoughts and helps understand the forces that are in play and those that are not. However, using
an equilibrium model can provoke rejection from people who are our allies. And what’s worse,
there’s tremendous inconsistency: the person that one minute accuses you of using an equilibrium
model will the next minute be using one themselves.
So, we need to practise what we preach, to practise pluralism. And we need, above all, to use
what everyone needs, which is good judgement. That’s the hardest thing in the world because
everybody’s measure of good judgement is their own judgement! I have come around to thinking
judgement is what all of this is about, and that good judgement will help the heterodox project
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succeed. Goodwill and good judgement. Unfortunately, I think we’re much less pluralistic than we
claim to be, and that’s why we fall out amongst each other so much.
PA: You can go back as far in your professional life as you wish - what’s been the view of
heterodoxy in the community of economists that you’ve worked in? What’s the general view in the
academy that you’ve been working in? Do they have a view of it?
TP: I think mainstream economists are largely dismissive of heterodoxy and don’t hold it in high
regard. That is doubly or triply frustrating because, all the time, they’re pinching ideas that
heterodox economists have been working with, developing, talking over, and then the mainstream
claims them as their own. I suppose the most recent and most blatant example of this is Larry
Summers on secular stagnation. It is clear that stagnation was already part of the Post-Keynesian
heterodox discourse. I know that Bellamy Foster and McChesney had a book in 2007 talking
about stagnation from a financial perspective. My own book on the crisis was called ‘From
Financial Crisis to Stagnation’. It was finished by 2010, and I had to find a publisher to take on
someone like myself, who sent it out for multiple reviews. It took two years to get it in press. In
July 2009 I wrote a report for the New America Foundation, saying that the next step was
stagnation. Larry Summers, long after others had been writing about it, raises it at the IMF. Now,
he is credited with introducing the secular stagnation approach and being the originator of the
stagnation thesis and takes it over, lock, stock and barrel. And in doing so, he de-fangs it. It’s no
longer an argument about the nature of the system, the nature of neoliberalism. It becomes an
argument about some technicalities - the zero lower bound. They have done this over and over
and over again, over the last forty years. And, at the same time, they are dismissive of us, which
is very frustrating.
PA: It is annoying to say the least.
TP: It’s worse than annoying! It distorts the debate. And it has a function. I always think of things
sociologically: what’s the function? It keeps arguments off the table, arguments that are
threatening to the other side, arguments that would push us toward a different political agenda.
So, to me it’s much, much more than annoying - it’s very, very costly to society.
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PA: My final set of questions are on pluralism and methodology so we can come to back to this;
I sense you’ve more to say on that. Have you taught undergraduates, postgraduates? What’s
your career been mainly focused on?
TP: My teaching career was very short, sadly. I wanted to be an academic, I was denied tenure
at the New School, about which I feel very bitter. At that stage I had to make some decisions
about what to do. The New School calls itself the ‘Harvard of the Left’, but it’s not. If you don’t get
tenure there, you have to drop down a lot, and I decided I didn’t want to go through the tenure
struggle again. It’s very unpleasant. I taught undergraduates for a short while, and it was a good
learning experience. I taught graduate students at the New School, and it was also a good learning
experience. I think I was very good at it. I’ve missed not having students. I missed it in terms of
the fact I have box-loads of ideas to share with student. I have folders full of research ideas. My
own research has also suffered from it. It’s been a big regret for me, but that’s the way the cookie
crumbles and one goes on. I’ve still tried to be an academic economist even as I’ve been a
professional economist outside the Academy. But it’s been tough.
PA: Who have you been working for when you’ve been outside the academy?
TP: I’ve worked for the AFL CIO, which is part of the labour movement, on and off for many years.
I had a brief stint with George Soros’ Open Society Institute. I’ve worked for a short while for the
US government in the China Security Review Commission. Then I’ve been writing and doing odds
and ends by myself, teaching here and there, doing occasional commissioned reports, etc,
making ends meet.
PA: Oh, you’ve written some brilliant books, such as ‘Plenty of Nothing’. I’ve reviewed one of your
books, which I really enjoyed, ‘From Financial Crisis to Stagnation’. Anyway, I’ll move on to talk
about the crisis - if we look at the GFC, what do you think happened in the crisis to contradict
what the new consensus macro people were saying, specifically? What showed they weren’t quite
doing things right?
TP: Most immediately, it was the idea that somehow this new financial paradigm was going to
diversify away risk. The type of crisis we experienced was supposedly not capable of happening.
Of course, much deeper than that, I think pretty much every policy aspect of mainstream
macroeconomics was discredited by the crisis. I wrote about it in my second book ‘From Financial
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Crisis to Stagnation’. I wrote that the crisis was really a damning indictment of neoliberalism.
We’ve had a forty-year experiment in social and economic policy based on neoliberal economics,
which is rooted in this competitive general equilibrium idea. No experiment is ever done exactly
the way you want it, but when you look across the board, it looks like policymakers have been
doing the things they’ve been advised to do by mainstream economists: the Washington
consensus in Latin America, Thatcherism in the UK, Reaganism in the USA, Mitterand’s retreat
from French social democracy, the Third Way movement in politics. There’s been an experiment,
and the results have been pretty damning.
In monetary policy the idea that inflation targeting was sufficient was completely discredited. It’s
now clear we need to have some sort of balance sheet regulation, By the way, I have been arguing
this from around 2000, saying that inflation targeting will not lead to stability of the macro economy
when you’ve got a financial sector that’s out of control.
We know that the labour market flexibility agenda is completely discredited and was before. Again,
I wrote critically about it, saying it was not producing full employment, it did not increase jobs, and
it actually undermined income distribution and therefore undermined aggregate demand. The
flexibility agenda was really just a redistribution agenda, not a full employment agenda.
We see the same in the small government agenda, the deregulation movement, the antigovernment movement. That has really been about letting capital rip and stripping away the
welfare state from ordinary people, not about efficiency. Obviously there also are efficiency
concerns. We need to provide government efficiently, we need good regulation and so on - but
for conservatives it was always just a cover for their redistribution agenda.
Globalisation was never about free trade. Free trade can’t explain what’s been going on.
Globalisation was about what I call ‘barge economics’, making it possible for corporations to
globally arbitrage the world, with regard to wages, taxes, regulation, water standards,
environmental standards. As Jack Welch said, put a factory on a barge and float it between
countries to get the most profits you can squeeze out. That is not free trade, it’s income
redistribution.
These are all things the mainstream pushed, and they were all discredited by the crisis. If you buy
the argument that the crisis was more than a financial crisis, if you buy the argument that behind
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it was the ongoing deterioration of the aggregate demand generation process that had been
hidden and papered over by the financial market developments, then the financial crisis revealed
that reality. That’s why it’s so important how the crisis is interpreted, and that’s why the
mainstream has persistently sought to interpret it as a purely financial crisis. Summers’ secular
stagnation story is designed so as to block off going into the past, thereby absolving economists
for the damage they did. Instead, the goal is to say stagnation is because of some technical failure
in the economy.
PA: Do you think that the crisis has really done much to the hegemony of the NCM? Was it the
case of a brief time of soul-searching, and then business as usual? Or has it actually done
anything to the strength of the position of the mainstream?
TP: I don’t believe there’s been any deep intellectual change. What there has been is a little bit of
a crisis of confidence. No one is confident of themselves anymore. Even now, at the peak of the
current boom, mainstream economists are themselves talking about the next crisis. They can’t
tell where it will come from, but they’ve now taken over, more even than us, the crisis discourse.
In some ways, that has made it even more difficult for change because it has muddied the water
and made it more difficult to see the distinctions between the positions. In 2006, when they were
at the apogee of their standing, it was very clear what the heterodox critique was and it contrasted
with the mainstream unbalanced, optimistic assessment of what was going on. Now, the
intellectual differences still remain, but they are muddied by their talk. And by the way, I’d say
there’s a constant slip between the cup and the lip. Their cup says these things, crises, shouldn't
happen: their lip constantly says it does. That fools students, media, and politicians. It even fools
themselves. They’ve got a degree of freedom here, in that they’re never held accountable for their
inconsistencies. For heterodox economists, arguments have to be really grounded in the logic of
their theory. This is not true for the mainstream. Despite the incredible precision of their work in
journals, there is an incredible lack of precision in the way the mainstream talks about the
economy and the way they casually slip between their theories and their policy recommendations.
PA: And in terms of the future - in any time horizon you like - do you think that there’s any potential
for heterodoxy, however defined, to challenge or even replace the current mainstream position?
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TP: Well, there is potential but it’s going to politically driven. It’s going to be politics that forces
through change, and it’s going to depend on the character of our politicians. What are the
arguments that they’re going to accept? That’s going to be very hard. This is where elite
universities play a critical blocking role. They make sure that everybody comes back to them for
their appointees, for their advice.
For instance, consider financialisation. I was reading a piece by Olivier Blanchard, delivered at
the Federal Reserve Bank of Boston. He proposes that next time round, in the next crisis, the Fed
should buy equities, so future QE would buy both bonds and equities. What we will have is a
system that is designed to support capital. At the end of World War II, we put in place a system
that was designed to support labour. That system is institutionally still present, but the dynamic
and argument for it has been completely swept away, and politicians have bought into the idea of
supporting capital - at least in America. I don’t know about the UK.
Many, many ordinary people have also bought into it. They’ve bought into it, and it’s very, very
important to understand the complex political way in which it was done. The pension system was
very important here. Making people have ‘401Ks’ and ‘IRAs’, moving away from collective pension
arrangements, encouraged people to identify with capital against their better interest. It’s going to
be very, very hard to turn that around. If there is a financial crisis in 2020 or later, it would be much
easier for politicians to again support asset prices than to do something that would change the
system – even though we know the system is rotten.
PA: I would agree entirely with what you’ve said. In Britain Jeremy Corbyn, our Labour leader,
has really taken a huge amount of criticism for trying to change the system. He’s vilified at every
turn because, I’d say that he’s a traditional, democratic socialist.
TP: Let me point out to you that it is very costly to move between systems. This is how you get
something that I call ‘policy lock-in’. If the costs of change are too large, even if the system is
rotten you stick with it. The neoliberals have been brilliant at creating lock-in, and by implication,
locking out social democratic possibilities. I actually believe that’s the political frame we should
use. If people talked about the system in that way, it would be a bit of an eye-opener.
PA: I always think framing is the key. Now, I’m going to move on to MMT. You’re possibly the
foremost critic of MMT who knows a lot about it, from within Post-Keynesianism. If you can be
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very specific to each question, that would be great. So, firstly, to what extent, if at all, do you
consider MMT’s theory of operational reality valid? Is there anything in there that, for you, is worth
having, or not really?
TP: Well, I think I summed it up in a paper in the Review of Political Economy in 2015, where I
said that MMT is a mix of old and new. What is old is well-understood and correct; what is new is
substantially wrong. According to that framing, there’s obviously some stuff in MMT that’s right,
but it is simply what Keynesians already knew. MMT, by the way, misleadingly tries to take credit
for those insights while pretending not to by saying, “We’re working on the shoulders of giants,”
They are really just reiterating Keynesian stuff. They’re very dishonest in attempting to say
Keynesians didn’t understand the budget implications of money financing, and didn’t understand
the link between fiscal policy and monetary policy. Look at all the stock-flow work that was done
by people, like Carl Christ, Blinder and Solow, and James Tobin. It’s in that earlier work but none
of it is cited in MMT work. That’s really the proof of the pudding.
PA: If you take MMT’s idea of a sovereign country with its own currency, not convertible - not in
the Euro, not on fixed exchange rates - do you consider that taxes, in a functional sense, rather
than being an ex-post identity, actually fund spending, or must the government spend money into
existence before it can tax it back?
TP: I think that’s a very poorly framed question. Again, it comes out of MMT’s very static, momentin-time thinking. It’s semantic to say whether taxes finance spending or whether taxes draw
money out of the economy in order to create space to spend the money. You’re talking about a
continuous process. MMT has a static way of thinking about the world, and that’s why it gets into
trouble. It gets into trouble on the budget process. It gets into trouble in its central bank analysis.
There’s never a future. There are never any consequences of what they do and, therefore, in that
static oversimplified world it’s a very easy reach to get full employment without inflation. Likewise,
there are no adverse consequences to money financed budget policy because they’re not in the
model.
PA: I think what a supporter of MMT would say to that would be that the government can spend
without prior tax revenue - however, taxes cannot be paid without that. So, although it’s a circular
process, it’s dynamic and happening, as Mosler said, when you spend you create reserves, and
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when you tax you destroy them. It’s impossible to pay tax unless there’s been some spending or
lending, whereas the government can spend whether there’s been any previous tax.
TP: Actually, that’s nonsense. Banks can borrow reserves from the central bank, and that’s how
most reserves actually probably get into the system initially. You start to unpack things and the
monetary system has enormous ways of economising on reserves! You can have a process of
dollarisation in an economy when the money becomes the dollar. You can’t pay your taxes in
dollars, but it means there’s tons of local money floating around to pay money taxes. There are
so many exceptions to MMT, and every exception is disregarded. MMT reminds me of Monty
Python’s ‘Life of Brian’, when the freedom fighter asks the Roman soldier:
“What did the Romans ever do for us?”
“Oh, they gave us roads.”
“OK, they gave us roads. What else did they give us?”
“They gave us water.”
“OK, they gave us water.”
“They gave us schools.”
“OK, they gave us schools.”
“They gave us peace and good government.”
“OK, what else did they do for us?”
That’s MMT’s way of responding to its critics, and I find it a bit ridiculous.
PA: For me, I am a Post-Keynesian but I also believe in the operational reality of MMT, but my
job is really to find out what you think rather than engaging in too much debate. There aren’t very
many people who know about it and can engage in discussion and debate about it.
Next question: if you were imagining, say, the US government buying a nuclear submarine from
a contractor, what would happen in the balance sheet structures of the economy, in terms of the
central bank and the commercial bank where the company had its account?
TP: Firstly, I want to know how the federal government acquires the money in the first place. Is it
via bonds? Are they acquiring it by tax collection? Are they acquiring by selling bonds to the public
that the Federal Reserve then buys? There are a whole series of background transactions. Many,
many different things can happen. But, assuming that the federal government has a deposit at
the Fed that it’s ready to spend, regardless of how it acquired that deposit, that deposit will then
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get transferred over to the contractor who’s building the submarine and the contractor will start to
spend it. In the meantime, the federal government will then, in due course, anticipate the delivery
of the submarine. There will then be ramifications that go on from there, depending on what the
private sector does with the monies it received from the federal government. A massive network
of effects will develop.
PA: MMT, as a pedagogical tool, like to consolidate the Treasury with the central bank. Do you
think that’s a valid way of going about modelling or thinking about the economy, or what you think
it’s not a good way of doing it?
TP: Look, old Keynesians used to do that as well. It’s really not a new thing. Again, it’s a ‘horses
for courses’ situation. That’s not the way it is now. That’s point number one. Point number two is
there is a political economy to consider that MMT is absolutely clueless about. There are reasons
why it’s not that way. Point number three is it could be different. It could be that way, and I have
no problem with that if you have confidence that it’s going to be done well. But some people say
there is such a thing as monetary policy populism. Politicians will be inclined towards it. There is
such a thing as government failure (and by the way, I strongly believe there is such a thing as
government failure to go side by side with market failure) and therefore, you need institutional
arrangements to protect against that. It’s not at all clear to me that the current arrangement is the
worst institutional arrangement. It’s not at all clear to me that unifying the Treasury and central
bank is a better institutional arrangement.
PA: If I was asking you to summarise quantitative easing in a sentence, how would you define it?
TP: Quantitative easing is the purchase of financial assets, mainly government bonds, by the
central bank.
PA: What do you think about the employer of last resort policy? Does it have anything good about
it, or something you wouldn’t agree with?
TP: I’ve just written a paper on that. It has some advantages to it, some theoretical
macroeconomic advantages. It does create a particular type of full employment. It does have good
counter-cyclical stabilisation properties. It does, possibly, maintain worker skills, to the extent that
people still work. And we do get some benefit from output that’s produced in those jobs.
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However, there are a lot of very significant disadvantages to it. One disadvantage is - if you don’t
live in an MMT world and you think that government is financially constrained - then you’re in a
world of spending trade-offs, and it may imply that you’ll have to give up on other priorities you
may want. There are also other disadvantages. There are microeconomic issues. It does raise
some minimum wage issues - if the employer of last resort job yields higher utility than a private
sector job, you’re going to have people drifting into the employer of last resort employment, and
in that case the private sector may raise its ‘pay package’, whatever you want to call it, potentially
creating minimum wage employment problems.
Above all, what I am most concerned about are its political economy aspects. This is a massive
failing of MMT, which talks about the government without a serious political economy of any sort.
Now, there are three failings here. One is that it is incredibly easy to see this becoming an attack
on private sector employment and private sector unions. ELR workers are supposedly doing
valuable work. It’s going to be a very, very small jump to use that as a front to lower public sector
pay and to break up public sector unions. And I think that would have disastrous consequences
for the income distribution.
It’s also a sword that not only cuts upwards, it also cuts downwards. There’s the problem of
workfare. You can very soon turn these types of programs into workfare programs, take away the
right to welfare. I’m a total believer in that right as a central feature of the post-war welfare state.
By the way, it’s not a leap to think in these terms. We essentially already have this in the US with
the massive prison labour population, which the politically-connected labour-intensive private
sector feeds off. They get prison labour for nothing. The politics are in place for that to happen.
One last thing, and this may be the most serious objection of all. We are living in a political age
when government is under attack and quite unpopular. It’s very easy to see these types of jobs
becoming food for attacking government. To be truly productive, you need management skill and
it’s not at all clear the public sector has sufficient adequate management skill to manage this type
of temporary work, which is the most difficult type possible. These are not permanent jobs. They
are temporary jobs, and you’ve got to be productive all the time in these temporary jobs where
personnel are changing. If those jobs became perceived as ‘make work’, it could trigger major
political blowback against the public sector and the government.
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For me, when I weigh these issues, I’m extremely sceptical of employer of last resort. I would
much rather try and achieve shared prosperity with full employment via what I call my ‘structural
Keynesian’ proposals. Design mechanisms for a good distribution of income in the private sector;
use fiscal policy and monetary policy and Keynes’ planned infrastructure spending; and then
bolster the welfare state, including what I think is going to be necessary for the future, a universal
basic income. Our challenge in the future, even more than full employment, will be how to remake
the distribution of income - which, by the way, is also part of getting to full employment.
PA: And my final questions on MMT: do you think it has any legitimacy, or would it be best if it
just disappeared? And with the people you personally generally work with, what would be their
answer to that question, do they see MMT as legitimate?
TP: I think it’s theoretically hollow. As I said, a mix of old and new with the new being substantially
wrong, but I do think it’s a very important policy polemic. It’s a polemic that works in these times
especially, and it’s having some impact. You see that some politicians are starting to become
associated with it, and there is more media interest in it, more newspaper stories. It’s a polemic
that persuades people. To me, it’s a progressive polemic that counters the austerity polemic of
the right-wing. The ‘austerians’ have their polemic, which is that the government is a household.
Of course, that is complete nonsense. The government is not a private household. There are so
many important differences that the parallel is ridiculous, shallow, and should be dismissed. But
it’s not, and it seems to have some traction that helps the right-wing politically. In the same way,
the MMT idea that the government has a printing press and can pay for anything, doesn’t need
anything else, and also seems to work politically. But if you put it through a deeper theoretical
analysis you begin to realise, no, it’s actually far more complicated than that. Even though
government technically has the ability to print money, it actually operates under constraints. And
operating without heed to those constraints will cause reactions that are costly. So the ability to
print money is actually something of a will-o-the-wisp. You can’t use it freely, even though it looks
like you can. I think MMT should not be in the classroom, but it has a place as a polemic.
PA: And as for your colleagues, do they think about MMT very much and, if they do, do they tend
to agree with you, or is it not really on the horizon?
TP: It’s not really on the horizon. However, it is talked about by policy activists using it as
justification for a greatly expanded welfare state, fiscal expansion, etc. So, it’s having a politically
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liberating effect, but they don’t really think about it beyond that. They immediately get the
polemically useful aspect of it, but they know nothing of the theoretical issues and complications
about it.
May I say one more thing? This really gets to it. MMT has a fundamentally different conception of
capitalism, in the following way. They think all that is needed to ensure full employment (and I
assume we’re also talking about prosperous full employment, not Cuban-style or former Eastern
Bloc full employment) is a government with a printing press. I do not believe that is the case. I
believe you’ve got to fundamentally get in and change the institutions of capitalism, get the right
income distribution, have the right financial regulation. If you have those sort of structural
interventions, and then use fiscal policy (including the power of the printing press to support fiscal
policy on occasion), then you can have full employment. None of that is present in their discourse.
I expect them to add it in a few years - but the more that they add, the more that they fall back
into standard Keynesianism, which makes them analytically redundant. All that they are, when
reduced down to it, is polemic: useful polemic, but still just polemic.
PA: That’s very interesting. I’m going to finish on methodology and pluralism - this is something
that you and I are much more likely to be in tune with each over other rather than our views on
MMT. So, how would you approach methodology? You can answer that on any level you like very philosophically as some have, or very practically.
TP: I’m a pluralist. I use many different methodologies. I use mathematical modelling. I think
there’s a place for statistics. You have to be aware of all the limitations regarding each of those
tools. I use equilibrium analysis, and you have to be aware of the limitations of it. Above all, you
have to realise that everything you ever do is not a reflection of reality. It’s just a subjective
impression of reality.
In that sense, I’m also a Popperian. Truth is not accessible: only disproof is accessible. And even
that is difficult enough, at which stage you have to be a pluralist. I think of the process as a fishing
net, and good hypotheses get through the net. That is a Popperian way of looking at science. Bad
hypotheses get weeded out and caught by the net. Unfortunately, unlike in physics and the natural
sciences, in economics and the social sciences the net is quite coarse and the gaps within it are
large, so many ideas swim through it. Therefore, an honest academy, an honest intellectual world,
has to live with many different hypotheses or theories. That’s the foundation of why I’m a pluralist.
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I’m not pluralistic for the sake of pluralism, I’m pluralistic because that’s the implication of what a
well-conducted discipline produces. It’s the worst except for all the rest, paraphrasing Churchill
on democracy. You have to have pluralism because there’s no honest alternative.
PA: My final question - you can interpret this however you like - to what extent do you think a
heterodox paradigm exists? And if you think it does or could, what sorts of schools and thinkers
would have a role in that? Should it exist? Do you think it has the potential to exist?
TP: A heterodox paradigm will, in a way, be methodologically defined. It will be a commitment to
pluralism. That, in essence, is it. And more than that, for me, Keynes’ principle of aggregate
demand-determined output is essential. That defines a way of looking at the world and is
paradigmatic. Then you can begin to add pieces onto that. When we started the Review of
Keynesian Economics in 2012 there was an opening statement of the founding co-editors. In it
we compared Keynes’ principle of aggregate demand-determined output to Darwin’s principle of
evolution by natural selection. That was the beginning of modern biology and it remains the spine
of modern biology, but much has been added onto it. So too, I think Keynes is the spine of the
paradigm. But Keynes said a lot of things that were correct, some things that were incorrect, and
a lot of things that just weren’t on the table at all. That’s how I look at it - a pluralistic, Keynesian,
macroeconomic paradigm.
PA: Tom, many, many thanks for the interview.
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xiv.

R1 (12) Professor Ricardo Reis: Interviewed face-to-face at LSE,
London, 4 September 2018

PA: Good afternoon, Professor Reis. First question - which field of economics do you consider to
be your specialism?
RR: So, my focus has been macroeconomics, although within macroeconomics I have studied
several things, including inflation dynamics and monetary policy. I have done some work on fiscal
policy and automatic stabilisers, I have done quite a bit of work on business cycles, and I’ve done
quite a bit of work on the microfoundations of inattention. Overall, though, the common theme is
macroeconomics.
PA: And what would be the major issues of the fields? Are there any specific issues in those fields
that you think are particularly important in the current climate?
RR: I would just take away from your question ‘the current climate.’ So, what are the classic
questions in macroeconomics? The first, and one which I’ve done no work on, is, why some
countries are rich and some poor? We observe some countries are able to generate very a large
amount of output and income for their citizens, and able to achieve very high material standards
of living.
A second question is, why is it that those material standards of living fluctuate over time? The socalled ‘business cycle’ - why do we have unemployment sometimes rising and sometimes falling,
to give an example? What is behind business cycles? Are they efficient responses which we
should accept and do little about, as opposed to being things one should fight actively through
policy?
A third question - somewhat related to the second one, but not entirely - is how should monetary
policy be conducted? Monetary policy’s a big part of what macro is; how should we conduct it in
terms of one determining and/or providing the nominal environment under which both business
cycles and long-term growth take place? And to what extent can it affect either growth or those
business cycles?
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A fourth key question or main issue is then fiscal policy, and that comes somewhat distinct from
public finance- there’s the issue of to what extent the choices of fiscal policy affect the average,
as well as the volatility or fluctuations, the average standard of living in the economy, as well as
the determination of other macroeconomic aggregates? And how can we design fiscal systems
that will lead to either better outcomes, or at least just different outcomes - and to predict the effect
of those?
So - growth, business cycles, monetary and fiscal policy. I would say the fifth main issue is, why
do different macroeconomic aggregates co-vary and behave in different ways in response to
growth, business cycles, monetary and fiscal policy? And of those, the main aggregates are
consumption, investment, as well as aggregate credit, or even monetary indicators - so why is it
that we see that with respect to growth, or business cycles- in response monetary policy, or fiscal
policy- we see these predictable patterns of co-movement and of response of different macro
aggregates.
So, I’d say those are the five main issues related to the field. When you said ‘under current events’,
all of these are fundamental issues, it makes no difference if it’s now versus ten, twenty years
ago. They’re always going to be there. A different question is, what are hot topics right now, or
much smaller topics, but I don’t think that was your question.
PA: I’d like to thank you for the fullest answer I’ve had on that question! Again, you can go into as
much detail as you’d like - how would you define the underlying axioms or principles of your view
of the world?
RR: Let me again change your question - rather than my ‘view of the world’, I would say it’s my
view of ‘What’s the role of economics?’ Just to distinguish very clearly from my views politically,
morally and otherwise of the world, from my view of my job, my science, what economics is. I’ll
try to cover at least two or three.
Number one: that behaviour human beings is purposeful, and it is the job of economics to
understand that human behaviour. Because human behaviour is purposeful, to understand it one
has to understand both the goals and objectives of people, as well as the constraints they face.
So, understanding the achievement of goals in a purposeful way, subject to constraint is a key
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axiom whenever I offer or undertake economic analysis or interpretation of the data. That’s a key
axiom of what I think economics to be.
Second, that as a scientist, an economic scientist - you can have long debates about what the
word ‘scientist’ means- but I’ll use it here as the simple term of ‘seeker of knowledge in a
systematic way - an underlying axiom is that one should build theories that link measurable
exogenous factors, i.e. unexplained factors, to measurable endogenous variables, that is,
predictions of those models. I emphasise the distinction between exogenous and endogenous
because an important axiom is always to distinguish, in your arguments, what you are taking as
given versus what you’re trying to explain. Understanding that, it is almost hopeless trying to
achieve knowledge if one tries to explain everything or to endogenize everything, and so the
achievement of knowledge always comes through taking some things as given to explain some
other things; modesty’s often preferred to ambition.
But secondly, I also emphasise the measurable - because an axiom of a successful scientific
explanation is not always that something can be measured and thus tested, but at least you can
offer a measurement strategy that somewhat feasibly could be used to measure endogenous as
well as exogenous factors. Why do I emphasise that? To differentiate science from science fiction,
or fiction, which is when, for example, you explain happiness through culture without ever really
precisely defining what you mean by either happiness or culture and beyond defining them
precisely, being very clear about how you would measure them - thus providing a hope that you
could measure happiness and culture in a way that could plausibly apply your theory, potentially
resulting in a rejection of your theory, or be used in your theory in a meaningful way, as opposed
to being applied just in broad terms that mean nothing and everything at the same time. I think
that’s a second and very important axiom.
PA: I’ll probably return to this when we turn to methodology later. Could you summarise the role
of history in your work, if it has a role?
RR: Of course, it does. It’s important to distinguish that there’s two definitions of what ‘history’
means. One is that history is understood as past data. As I said, I discussed the second axiom
as being about ‘relating measurables to measurables’, and then of course the next step would be
to test theories, to use data to inform the elaboration of theories. As a result, history is obviously
a very important input - if anything very much more important in economics than in other sciences;
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given the lack of experimental data in many contexts, history is the only data you have. So, in that
regard, economic history is extremely important to everything I do on an hourly basis. It’s the
source of the data for the theories that I try and develop, it’s the source of the data for the theories
I try to test, it’s the source of the data for the patterns that I try to explain, account for, or simply
characterise in the world.
A second use of the word ‘history’ is the history of economic thought. That is the more complicated
one. Obviously, like any other scientist, one builds on the shoulders of giants. That is not to say
that for you to be a working economist, you need to read what the physiocrats were saying, or
that for you to be a working biologist you absolutely need to read Darwin in its original. Knowledge
gets accumulated, gets compiled, gets synthesised, gets transmitted from generation to
generation. In an idealised world, one would not need to study the history of economic thought or
use it, because in an idealised world the education of your field would perfectly encapsulate
everything of value that has been learned about that field, without you ever having to go to original
texts.
This idealised world does not exist, of course, and as a result, very often - fortunately or
unfortunately - knowledge developed a hundred years ago by some thinkers gets lost in the way
that it was translated in the textbooks, gets lost in the way it was applied or interpreted. One can
often go to the history of economic thought to be a source of new insights - and I use ‘new’
purposefully as a word because there are obviously old insights - but they have been lost in the
translation of knowledge across generations through textbooks and syllabi and others. In that
regard, yes, it is useful to use the history of economic thought - but it is not in any way as important
as history or economic history as I described it earlier, and it is as useful, sometimes, to look at
other fields, to learn what it is people are doing in sociology or psychology. It is sometimes useful
to read the newspapers and understand the things being debated in Parliament. It’s another
source; I wouldn’t say it’s a fundamental source or plays a fundamental role in my work.
PA: Many thanks, Ricardo. And in terms of mathematics, what would the role of mathematics, in
general, be in your work?
RR: It’s extremely important, used on a daily or even an hourly basis. Mathematics is a language
in my work, which has the virtue of having a minimal amount of ambiguity around it - not zero
ambiguity, but a somewhat minimal amount of ambiguity. As a result, mathematics is extremely
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useful in being able to express what the logical steps in an argument are. Firstly, it is extremely
important in my work because economic phenomena are the result of multiple social interactions.
Secondly, it is important because the difference between exogenous and endogenous influences
has to be purposefully distinguished in any given explanation but can be extremely susceptible to
fallacies. Logical fallacies abound in economics and the statement of economic arguments in
mathematics is by far the best way to prevent fallacies. It is difficult for fallacies to survive
mathematical expression - some still do - but it is striking how often, whether one is reading The
Economist, or whether one is reading one’s own first draft of work where one tried to express an
argument verbally, but then discovers through the use of mathematics that actually the argument
is wrong - not wrong in a ‘data sense’, but simply wrong because of a logical fallacy. As I tell my
students, every wrong argument can be based upon a fantastic intuition or have a strong potential
argument behind it but we use mathematics to keep us honest, to try and figure out a right way,
how many ways are wrong - and to understand that that’s not so limiting, and even after using
mathematics, there’s still a lot left that may turn out to be wrong, but at least not because of being
logically wrong.
PA: I think that’s a very thorough answer.
RR: There is, of course, another side to it; sometimes there are topics that are very hard to
translate mathematically, and so the use of mathematics as a fallacy-test can sometimes,
(unfortunately, because of an inability to use mathematics in some arguments) lead you to underweigh those mathematical arguments or not pay as much attention to them as you should. That
is, I think, a consequence of this issue but I wouldn’t say that an argument has to be mathematical
to be certainly correct. However, if you have an argument that’s not expressed in mathematical
terms, my experience as a reader and as a writer has been that then you have to work extra hard
(doubly, triply or ten times harder) to make sure there’s no logical fallacy in what you’ve been
saying (or reading).
PA: That makes complete sense. I’m going to move onto monetary and fiscal issues. To what
extent are you familiar with credit and state theories? State theories would, in this sense, develop
from Georg Friedrich Knapp; for credit theories I would be particularly thinking of Alfred Mitchell
Innes. And if you are familiar with those theories, to what extent would you support them?
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RR: So, to what extent am I familiar? Not to a very large extent. I have read some versions of
those. I have not used them in my own research, and it is a fortunate or unfortunate fact that you
only get to know something really deeply when you try to use that argument in your own research.
Because I haven’t, I cannot that I’m that familiar. I have read some of them. I wouldn’t say I
support them, which is your question. I would say that they make some interesting observations,
they have a few important insights. I don’t find that by themselves they are fundamental,
foundational theories in the sense that I feel that I can understand monetary economics or the link
to nominal variables in central bank policy using them alone. But I find them useful.
PA: I’d like to talk about that a little, if I may - you wouldn’t necessarily look at the history of money,
but if you were looking at the way you view money conceptually, would it be from more of a
Mengerian standpoint of cost-saving replacement of barter, or do you not have that level of
interest in tracing the roots of money in your work? One might argue in favour of the chartalist
view. In a sense, the state theory of money and the Mengerian approach are often categorised,
at least, as polar extremes. So, would you draw more from the Mengerian school - or not really?
RR: In terms of my own thoughts on why we have money, the role that money has, I think of both.
I can’t really answer that question beyond saying I fluctuate in many ways. I teach in a more
Mengerian way, but often in my research I’m closer to a state approach. It’s not something I can
answer with great conviction. I can tell you that I was more Mengerian when I was younger, but
now I’m more statist; I’ve changed my mind a little on how this works. In terms of my actual
research, though, what I have done for many years - and it’s certainly open for criticism - is that I
have found that discussions of what is fundamentally money, and what the actual role of money
is, have attracted so much attention over the last hundred years (one could even say three
hundred years, or even two thousand!) that I find that it’s a field with very diminishing marginal
returns. I think that we have explored those so well by now, and so much, that at this point I
sometimes find those debates to be quasi-philosophical. We’ve gone so deep into what really is
money - whereas I’m perfectly happy with some answers we already have which are Mengerian
and are simplistic. We can ask, “Oh, but what does that really mean?” and I just find there’s
diminishing marginal returns to pursuing that much more.
Whereas in monetary economics, thinking instead of how short-term interest rates set by central
banks are transmitted to long-term interest rates, or how inflation dynamics correlate with different
central bank policies and correlate with output growth in the longer and the short run, I find these
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to be questions (not that they haven’t deserved attention, of course) where we haven’t hit
diminishing returns to the same extent. I find this distinction - I’m trying to choose my words
carefully, not to be too controversial - I find that this question of ‘What really is money?’ is one
that does not excite me very much. I find we’ve gone way too deep into that as opposed to other
things. I’d rather discuss the role of financial markets and how they interact, without having to say,
“Well, but is this checking account money, as opposed to that money market account?” I don’t
care if it’s money! They exist, I can see them, I want to understand their link, I want to understand
what affects them...
PA: For me, I just have a big interest in the ontology of money- it can be all-consuming- but if you
have other things you have passion for, you think are going to make the world a better place well
I can empathise with that. Now, would you consider the quantity of money to be determined exogenously or endogenously?
RR: Endogenously, no question. There is no central bank- or very few central banks in the world
that I know of – that would disagree. This is a policy choice, to some extent, but no central bank
in the world - that I know of - sets the money exogenously.
PA: That’s pretty much the view across all the schools that I’ve talked to. In terms of modelling
banks, would you model them as intermediaries or as institutions that create money or credit or
bank deposits out of thin air?
RR: Both, although ‘out of thin air’, I think, should be seen as an exaggeration! They are
intermediaries between savers and borrowers in the economy and, as part of that intermediation,
comes a desire from one side versus the other for liquidity; banks engage in a complementary
activity, being an intermediary and creating some of that liquidity. So as a result, it is because I
assume them to be pure intermediaries that I think that they create liquidity. Note how I very
carefully avoid the use of the word ‘money’! I aim to be consistent with my previous answer, just
to provide internal coherence in this interview. I think it’s perfectly defensible to study banks solely
as intermediaries or solely as liquidity managers but - this is the part that I’m trying to emphasise
- any view of banks applied in economics (as opposed to research of a particular topic) will require
(for reasons that are only partly understood) a recognition that the creation of liquidity and the
intermediation of credit are incredibly complementary activities. That is why we see that so many
of our solutions- not all, but so many - have ended up engaging in both.
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PA: Thank you. How would you consider the interest rate to be determined, in theory and in
practise? You might argue there should be no distinction, but if you think that sometimes theory
abstracts from practise and this might be legitimate, how would you say interest rates are
determined in theory and in practise?
And having said that, do you think that the central bank can control the whole risk-free yield curve
if it wants to? And if you believe that it can control the entire yield curve - in a country with its own
currency like the UK or USA - should it do that? Would it be something you’d recommend- that it
operate in all markets across the risk-free maturity spectrum?
RR: First one - let’s have some objectives. How are real interest rates determined? They are
determined - in a well-defined, Walrasian general equilibrium model - by everything. The interest
rate is the clear endogenous variable in the sense that it’s something that needs to clear; the
market for investment and savings, needs to equate plans for savings by agents and their
intertemporal choices with the constraints, static and especially intertemporal, that exist in the
economy. The interest rate is a great example of Walrasian general equilibrium, it is determined
by a bit of everything. If anything, I would say that the real interest rate, in particular, is the part
where Marshallian partial equilibrium can often lead you astray, and thus into talking about only
savers and borrowers as opposed to all the different influential actors. Macroeconomics is
ultimately an intertemporal science, and the real interest rate is central to any intertemporal
decision.
Next: nominal short-term interest rates. Nominal short-term interest rates are determined and set
by the central bank. This results from the fact that the central bank sets the unit of account to be
deposited at the central bank - sometimes known as reserves (in the UK they’d be called deposits
at the banks and central bank). The central bank is the monopoly issuer of those, given its role
as a clearing house for banks, and it thus follows that the central bank can choose whatever
interest rate it sets. The central bank chooses the interest rate on deposits- in the case of the
Bank of England, the MRO rate, in the case of the ECB, the IOR and the reverse REPO rate in
the case of the Fed- and there’s no doubt about that.
Third answer, then - but what about medium and long-term nominal interest rates? Those are
determined by a combination of, one, the expected path of short-term rates -as set out in the term
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structural hypothesis or theory (which very clearly shows it is true) and what central banks say, in
addition to what people hear about what they say about what they will do (or not do) about the
short-term rates in the future. Second, they’re determined by changes in the appetite for and
aversion to risk of agents, insofar as risk accumulates over time. Third, they’re determined by
limits to arbitrage across different maturities of the interest rate, insofar as agents have a difficulty
given limited capital or other regulatory considerations. And then fourthly, they are partly
determined by the fact that there’s heterogeneity of information in markets, and because people
will be trading under expected paths of future short-term rates, expected liquidity issues and
expected risk aversion, they will disagree and as a result the changes and disagreements will
affect what the long-term interest rates will be.
So, your question: can the central bank control the nominal short-term rate? Absolutely. Can the
central bank control the real interest rate? It can absolutely affect it, but no, it cannot control it.
Indeed, Milton Friedman's presidential address is a good statement of why you’d be foolish to do
so and that would lead to bad results. More interesting is the third case, which is, ‘Can the central
bank control the whole shape of the nominal yield curve?’ And the answer is absolutely it can
affect it, announcements, credible commitments to what you will do to your short-term nominal
rate, the deposit rate, will for sure affect the yield curve - we have overwhelming evidence of that.
Having said that, given the other determinants that I said of it, controlling the whole of the yield
curve is not feasible for a central bank, because you will have all these shocks affecting it as well,
and ultimately you won’t have enough tools for all the objectives that you’ve set.
PA: Some heterodox economists would say that a central bank, for example, can buy unlimited
quantities of debt, so it can control the long-term risk-free yield curve. I’m not saying it should, but
it could. For example, right across the yield curve it can set buying prices, which would obviously
enable it to set the yield on the long-term debt. Do you think that would be technically feasible,
but it would be too disruptive? Or do you think that no central bank could/would do that?
RR: It’s technically infeasible in the following sense. We need to break it into several parts. First,
in a world in which reserves are scarce, the world in which we lived before 2008 (in which there
was a very small amount of reserve deposits of the central bank), we observe a significant gap
between the overnight interest rate and the interest rate set by the central bank, the answer is no.
All you can do is, insofar as you choose a short-term rate that pins down (due to the endogenous
demand for it) the amount of money in the sense of the amount of reserves that exist in the
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economy, you have no discretion to buy anything. That’s number one. So, in the ‘old days’ - pre2010 - you couldn’t.
In the new days, when we’ve now satiated the market from reserves following QE, and where
now the deposit rate is the relevant overnight rate in all markets, a central bank can indeed control
the amount of reserves, and by controlling the amount of reserves you do have the freedom to
buy government bonds of different maturities while keeping the same short-term rate. You now
have two tools. You have, one, the short-term rate that you’re setting - and two, the composition
of purchases you buy with reserves. So, it’s at least feasible to undertake the policy that you said,
which is to buy bonds of different yields, and in doing so potentially to affect the entire yield curve
simply by fine-tuning how many six versus nine-month versus one-year versus the bonds that you
buy. However, in doing so, the central bank cannot control the shape of the yield curve, because
there is an important difference between ‘affect’ and ‘control’. It can try to use those purchases to
shift yields a little bit up or a little bit down, but if it says, ‘I have a target that I will stick by and I
will buy and sell unlimited amounts of those seven-month bonds,’ at the same time as it has a
policy for the short-term rate and for the three-year bonds and for the ten-year bonds, that will
lead to enormous gyrations in the bond market. We can observe those empirically by considering
evidence from the Bank of England in the 1960s and the Fed in the 1940s where they did try to
put pegs or ceilings on longer-term rates, and what you saw was essentially a loss of control of
the balance sheets of the central bank in terms of what bonds it buys in its portfolio. That in turn
then leads to problems because it puts the maturity structure of public debt in private hands – i.e.
it is ultimately determined by markets rather than by the policy maker. It can very easily generate
a series of multiple equilibria, and policy just literally collapses, at least in terms of debt
management.
So, you can’t ever control it, but can you affect it? Yes, you can, but the jury on whether you can
have those effects be prolonged enough and effective enough is, I think, still out. The experience
we’ve had of QE has, luckily, given us a lot of data with which to answer that question. The data
have shown that you can affect the tenure rates, or the five-year rates, but the effects tend to be
small for the amount of buying you need to do. They tend to be very imprecise, and I think most
importantly, to differ a lot on other characteristics. For instance, when you buy them, what is the
fiscal support that those purchases have? Do you have an indemnity letter like the Bank of
England did (unlike the ECB). What are your plans for when you’ll sell them? At the same time,
what are the expectations for what your inflation target and policy will be? All of those are as
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important or more important as the pattern of purchases you make. As a result, the Radcliffe
Committee policy of trying to control the whole yield curve has, I think, empirically failed in history;
I think there are many good arguments as to why it would fail in theory. So, I would think on the
question of to what extent can the bank control [the whole yield curve] - no, it can’t. The evidence
we have that affects it is very far from evidence that the central bank is capable of controlling it.
PA: It’s a very interesting point; I appreciate the depth of your answer. You might have come
across the idea of overt monetary financing: that the central bank doesn’t set a yield curve at all.
It just allows the reserves to remain in the system - so, you’ve got a short-term rate at zero - there
is no long-term risk-free rate because the central bank faces no functional necessity to issue
bonds to take out the reserves. Obviously, at this stage, this is hypothetical, but if the central bank
said, “we’re no longer selling debt, we’re just going to spend money through data entry and leave
the reserves in the system”, meaning the deposit rate would equal the target rate and there would
be no debt sales. What would be your view of this type of approach?
RR: When a central bank issues reserves and buys government bonds, it is exchanging one type
of public liability for a different type of public liability. This has some fiscal consequences, in the
same way that it is fiscally consequential whether the Treasury issues five-year bonds versus tenyear bonds. Having said that, those are relatively minor. Alternatively, when a central bank issues
reserve – central bank liabilities -and uses them to buy real assets from private sellers that is a
fiscal operation in the sense that it is not different from, say, a tax cut of different types. A fiscal
operation of that type is very different from the monetary operation that I was describing, even if
the monetary operation that I said has some fiscal consequences, still, this is clearly a fiscal
operation.
A fiscal operation whereby the central bank leads deficit spending is firstly, I think, misguided
insofar as the fiscal authority should be doing fiscal spending, not the monetary authority. I don’t
see anything controversial about the reserve issuer setting interest rates but that’s different to
saying that it should be the natural undertaker of fiscal deficit policy. The fiscal authorities should
do it. That’s misguided in the sense that it’s not what the central bank should be doing in terms of
its guidance and its direction. Secondly, insofar as the monetary authorities are doing it
independently of the fiscal authority - not fiscally backed by the fiscal authority - the losses and
gains that follow from those actions are neither rebated nor fiscally supported by the fiscal
authority. If the central bank has to finance this fiscal deficit itself through its own activities, what
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the central bank very quickly finds is its only unique ability to generate resources comes from the
fact that is has the monopoly power to print currency that earns zero interest, which, in a positive
interest world, will generate seigniorage, which counts as its only real revenue source.
Seigniorage has three properties. First, you asked about a world with zero interest rates - well, if
interest rates are zero, seigniorage is zero, in which case you can’t do any fiscal deficit
independently. So, actually, the fact of the zero interest rates undermines the ability to do any
overt monetary financing that is not, essentially, fiscally financed, because you have no monetary
resources at all in that case (because all the seigniorage is zero). Second, even when interest
rates are not zero, seigniorage has the feature that it is, on average, small. People don’t carry
around that many pieces of paper with a picture of the Queen on them in their pockets, paying
zero interest. And so considering the limit, I estimate that the present value of all the seigniorage
the Bank can generate is maybe in the order of 20% of GDP. That means that, in a flow sense,
we’re talking about 0.5% of GDP. That’s peanuts as a fiscal expansion, and therefore, an
incredibly limited policy, even if you do give it that backing. Secondly, that seigniorage is very
sensitive to inflation, and as a result, even a small amount of overt monetary finance income can
come with an enormous amount of inflation very quickly.
For all these reasons, I am a big critic and sceptic of those sort of policies. They are misguided in
that they are fiscal policies; under zero interest rates they are unbacked, if we think that the fiscal
authority is not backing them, and if the fiscal authority is backing them, then why is the fiscal
authority allowing the deficit in the first place? Third, they are incredibly limited because when one
puts numbers into the real ability to engage in overt monetary financing, you end up with very
small numbers. And fourth, they would lead very quickly to accelerating inflation, unlike other
policies.
PA: As much as I’d like to continue, I’ll leave that question there; brilliant answer, very thorough,
thank you. I’m going to move onto your view of heterodox economics. When you hear the term
‘heterodox economics’, which groups of economists would you think of as coming under that?
RR: I don’t know what is meant by the term ‘heterodox economics’. I understand that there is a
mainstream approach to economics, which shares some of the axioms I mentioned earlier - as
well as a whole tradition. I would describe what’s in those textbooks that we commonly use to
teach graduates economics as mainstream economics. Now, everything outside of it I would call
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heterodox. I think that’s a perfectly operational definition. Of course, it’s not a super satisfactory
definition because just because you write a textbook, does that mean that what you say in it is
orthodox as opposed to heterodox? I don’t know. Otherwise, I think it’s a loose term. I don’t object
in any way to the term, but because it’s a term defined in opposition to what orthodox economics
is, I find that extremely hard to define.
PA: And there have been many papers written by heterodox economists themselves who would
agree with you on that final point. On one hand, you could say it’s a negative term in that it’s
opposite of orthodox. Others have said that it’s definable in a sense of there are schools in it that
are making positive contributions - generally speaking, Marxists, Post-Keynesians, etc. In the
community here at LSE where you work, would there be an attitude to heterodoxy? Do people
not really talk about it, or think it’s useful but limited, or is it just not really in the conversation?
RR: I don’t want to answer for the LSE in terms of what I encounter; it’s a big heterogeneous
institution, with many people with disparate opinions. I think your question is to what extent do
debates among schools of thought take up much time in my day-to-day activities? A small amount.
You can criticise that or not, but that is the factual answer: a very small amount. I would like to
say that that’s because trying to figure out the economy works using my views - let’s call them
orthodox, for the sake of it - is already hard enough work, and there are already enough puzzles
and questions that one doesn’t have the time to then go and entertain the other ones. There’s no
aversion to it; I don’t think there’s any sense in which ‘heterodox’ is used as an insult or is thought
of as something ‘not worth listening to’ in any kind of way. I think there’s a very good culture at
the LSE, as well as in many other places where I’ve taught, of listening to arguments but being
very tough on and critical of arguments, and if those arguments survive that criticism, then they
can be accepted.
This links back to the first questions you asked me - I think there’s limited patience for the history
of economic thought in the sense of discussing how it is that we got here and so on. There is
much more interest in talking about something written a hundred years ago that gives a new
insight to a question asked today. As a result, because - fortunately or unfortunately - the
encounter with some heterodox thought comes with long enunciations of the history of heterodox
thought (“What was it that Marx or Sraffa said? What was the debate there?”) Those attract little
interest. I have little patience for a request for me to read what Chapter 3 of the General Theory
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says, again. This is as opposed to you saying, “Here’s my use of Sraffian theory to explain this
current phenomenon. Here’s what’s new about what he said.” That is very interesting.
There’s one criticism that the word ‘heterodox’ provokes. (As an aside, in no way am I saying that
this is a criticism of all heterodoxy; although I must add that heterodox thinkers are very prone to
big, broad, generalising criticisms of orthodoxy.) A difficulty I have with heterodox thought is that
there is often a tendency towards self-victimisation. By this I mean the following: ten years ago,
with the financial crisis, many people said, “Look, in some ways orthodox economics hasn’t quite
accounted for what we saw - we should be talking about Minsky, Sraffa, Post-Keynesianism, etc.”
I think that my observation of reality is that people who for years have said ‘no one listens to us’
did get - at that time - the centre-stage. For a while, all I could hear was ‘what do the PostKeynesians think, or the ‘Minskyians’, or whatever.” They got a lot of attention. I went to a lot of
conferences where I encountered people of those views, and they said, “You didn’t listen to us;
we had things to say, economics would have been better, circa 2005, if you had just listened to
us.” I and many of my orthodox colleagues heard that. That is great, and the self-described ‘side
that no one ever listens to” had its chance during that time period.
Important, though, I am here to collect now. It is 2018. Heterodox economists have had ten years
of abundant funding from places like INET and others. They have convinced funders in the UK
and other places in the world that a new economics is needed and thus, ‘rethinking’ research has
to be funded. They have now benefitted from the stage, from a lot of funding, and from attention.
What progress have they made in the last ten years to better understand the world, after they
have had the stage and the funding for a decade? I am frustrated when I today go to a heterodox
talk and hear almost the same as I heard in 2007 or 2008. Heterodox colleagues have had a lot
of funding and a lot of ‘stage’. What have you produced in these ten years? What have you learned
in these ten years?’ If indeed there was a lot of low-hanging fruit in thinking about the world in
those ways, I would expect there to be enormous progress. I would expect to see a summary of
heterodox thought on money -or whatever - to look very different in 2018 to 2008 on account of
all the progress that’s been made. That’s what I’d like to see today; that would be my challenge
to heterodoxy. I’m not saying they are going to fail that challenge, but that is what I’d like to see,
and what frustrates me sometimes is to still to hear, “Oh, what did Sraffa say in 19-whatever?” as
opposed to, “What have we learned in the past ten years?” I’m thoroughly happy to say “You’ve
taught me deeply” - what are those things?
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PA: That’s a very interesting answer; in many ways possibly the most interesting answer I’ve had.
This is exactly what I wanted from the interviews. Do you teach both undergraduates and
postgraduates?
RR: I do, yes.
PA: I might move on to ‘New Consensus Macroeconomics’. What I mean by that is the New
Keynesian, New Classical mainstream. Do you think we observed events in the GFC which
contradicted the expectations of the mainstream? If you think we did, how would you describe
the evidence? What do you think the orthodoxy or mainstream, however you want to define it, has
had to do to maintain its ascendancy, if anything?
RR: I think the GFC was a big shock but I think people exaggerate to what extent it led to a
collapse in thought in any kind of way. This analogy has been overused, but in the same way that
the Challenger exploding did not change astrophysics, but at the same time, the Challenger
exploding introduced some serious challenges to the engineering of rockets, and some
observations put serious challenges to the history of biology or any other sciences in what they
write, and I think in the same way the GFC has raised some challenges to economists. I can tell
you that it’s been a very exciting time to be an orthodox economist, there have been a lot of
attempts at explaining things that aren’t working. I might give a very good example of this; just a
month ago, I was attending a Nobel symposium on money and banking - so basically, the Nobel
Foundation brought a lot of people over to summarise what they thought about money and
banking. It’s all online so you can see the videos; I thought it was extremely interesting, actually,
because in a sense you had everyone come in and say, “Here’s my view of what we know about
banks, credit, money,” things like that.
I was incredibly impressed at how many of the views that came up - a big share - were recent
developments and had a lot of attention in the last ten years. I was very impressed by that. It
showed me NCM has really responded, it’s had to respond to an impact, and I think it’s done it and I offer that as evidence.
To what extent do I think that heterodoxy could potentially become a rival, or replace it? For that,
I’d return to the question, I’d ask you for an equivalent; in the last ten years, what have you
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[heterodoxy] learnt? What has been important? I like to think that I’ve been paying attention to the
things I’ve learnt; I accept that some of the things I’m summarising here under orthodoxy have
already been incorporated from heterodoxy. Maybe there are some insights from heterodoxy that
I have missed, in which case, tell me what they are. I’m sure there are some- I can only read so
much. There’s a sense, though - and this, unfortunately, goes back to our definition of heterodox
and orthodox - in which if you’re adopted, then are you now orthodox and are now versus
heterodox, right? I don’t like the way that you framed it as a ‘rival’ or a ‘replacement’. I think it’s
fair to say, that economics circa 2018 relative to economics circa 2008 is different, in that some
of the [new] ideas adopted were actually Sraffian ideas, you can say that. I’d like to see that
argument; maybe that’s true, maybe it’s false, but I think the points are defensible.
At the same time, I’m completely sure that economics has not become Sraffian altogether! Some
of the things that Sraffa said that were judged to be wrong ten years ago are still judged to be
wrong (this is true of things said by Sraffa or Marx or Keynes or Marshall or whomever you point
to, for that matter). So, to what extent does that mean that economics is now Sraffian versus PostKeynesian versus Marxist as opposed to being a discipline that has extracted some insights from
them all? The latter, I think, is a much less ambitious statement, but actually a much more
accurate one in terms of what it reflects.
However, in terms of the ‘big axioms’, or the foundations of what economists do every day, you
could say, “but by looking at, say, Ricardo, or indeed other schools of thought, you can see that
there are different ways to achieve knowledge, and there are different ways to organise
knowledge,” but with respect to statement about such foundations, I think economics has changed
very little since the GFC. Again, we can discuss whether that’s a good or a bad thing.
PA: Thank you very much for that answer. In my interview process I try to be open-minded, and
I’m not aiming not to debate, but to find out what interviewee thinks, but I would respond personally
to the question you put regarding what heterodox or non-mainstream economics has offered
during the last ten years, by pointing to Modern Monetary Theory. That is what, for me, especially,
has come out of it. Having said that, if I went to a heterodox conference, would I find that the
majority of people there subscribed to MMT? No. So, in other words, MMT hasn’t even captured
heterodoxy, let alone orthodoxy!
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If I were to talk about Modern Monetary Theory, or neo-chartalism, would you be familiar with its
theory of operational reality? If you’re not, in a way that tells me something important.
RR: Reading your definition of operational reality: that we should understand how central banks
are related to commercial banks, we should understand how the short-term interest rate is
determined or set, we should understand that there’s interaction between the Treasury and the
balance at the central bank. I subscribe to all of these. My research of the last ten years has been
focused on these. I wouldn’t call myself a Modern Monetary Theorist- but, one, I agree that it is
important to understand all these things.
Two, ‘are you familiar with this [the MMT] definition of operational reality?’ I’m not familiar with it
because I don’t relate this to MMT at all; even though these things are a part of my research.
Specifically, on MMT as an actual body of work, I confess with some regret that I have not had
the chance to absorb it very well. I’ll offer an excuse. Most of my encounters with MMT have come
through social or traditional media debates and with students who enter my class and say, “What
about this MMT view that’s online?” On many of those occasions what people tell me is an MMT
view is just a wrong view, just a fallacy, often a classic monetary economics fallacy that’s a
hundred years old! Now, that’s fine, it’s the same as when people say, “Economics says X”, when
in fact economics takes a nuanced view and active discussion on the topic. So, I strive not to
condemn MMT for the fact that I see a lot of uninformed, ignorant people making bad arguments
and using MMT as an excuse.
So, in some ways, I’ve seen the popularity of MMT, but for a purist academic like myself and
others ones I work with, that popularity has worked towards undermining the theory. You hear
statements such as ‘here’s something stupid, I call it MMT because I take an alternative heterodox
perspective’. No, I don’t see it as an alternative to anything. I’d like to have read more work from
proper, serious scholars of MMT laying out their defining principles - I’ve read some work, but I
have not had the time to read authors completely and to thus understand what is valid there. My
understanding is that within MMT - because it’s a young, recent idea - its main thinkers have been
spending a lot of time popularising it and as a result you haven’t had a rigorous academic debate
with consideration of a question such as ‘this is what this means or not, let me evaluate it logically.’
So, I haven’t had the chance to evaluate it as a body of thought, per se.
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PA: That makes absolute sense. I would say what’s happened to it, in many ways, is that some
people might see it on the internet as some kind of panacea, something that’s going to solve the
world’s problems. It hasn’t got a very strong academic base in universities - it has got a number
of accomplished academic supporters, Warren Mosler, L. Randall Wray and Bill Mitchell being
the big movers and shakers.
RR: I’ve read some of Randall Wray. Some of the points I thought were quite interesting. Mosler,
as well, I’ve read some. I haven’t seen it put together coherently in a way that would make me
call it a body of thought, as opposed to a bunch of arguments, some of which I read and think is
pretty interesting and some of which I think is pretty interesting, but I don’t agree with it. Like I
said, unfortunately the internet and other forms of media, really, have put forward incorrect ideas
that some people call MMT and I’m saying, “come on, if this is MMT then it’s just wrong.”
PA: I’m only one individual, and there are different perspectives within any school of thought but
essentially, I would argue MMT has much in common with Post-Keynesianism. However, there
are new elements to it which mean that it builds upon and adds insights that are absent in PostKeynesianism - probably the most critical element of that is the idea that the state is the monopoly
issuer of the currency, and therefore, before it can tax or borrow it must first spend (or lend
money). That is simply a matter of logic. So in that sense, there is no such thing as ‘taxpayers’
money.’ This goes back to Knapp, to the chartalist view that the state, from inception, in order to
provision itself names the monetary unit of account and then spends that money into existence.
So, the size of debt or deficits, per se or as a percentage of GNP, are meaningless. It’s the
outcomes that matter (as in the functional finance argument of Abba Lerner). Do you consider
that taxation funds government spending in an accounting sense?
RR: Well, the answer is obviously yes, it does fund it, meaning that once you say ‘in an accounting
sense’, by definition, accounting works, accounting holds. Accounting is nothing but algebra, it’s
2 + 2 = 4. In an accounting sense, yes, taxation equals government spending. Things have to add
up. But in an economics sense, what leads to what and so on? That’s a tough question to answer
in general terms.
PA: If you were considering the balance sheet effects of government spending - I’m not saying
you would necessarily think in terms of the balance sheet, but if you had to - say the government
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bought a nuclear submarine from a defence contractor, what would happen in the accounting
system?
RR: I’d rather answer the next question. But on this one, all I’ll say is that I think framing the
question in terms of the accounting system leads down a rabbit hole that leads to little knowledge,
because by definition accounting has to add up. Accounting is nothing but adding up relations,
and the last thing you want to do is fall into the old Keynesian trap of y=c+i+g economy and what
causes what? I don’t know, they all add up to each other. Then you pick two out of the four and
say that this causes that. The accounting teaches you nothing, I think, or very little. Sometimes I
hear this argument made in MMT that the accounting teaches you something very deep. I tend to
be very sceptical of that. Rarely has accounting taught me all that much beyond the fact that
things have to add up.
A tougher question is what the resource constraints are, and there’s where I find that these MMT
arguments are more relevant, but I haven’t read them enough, in relation to the question of ‘to
what extent are there binding resource constraints facing governments?’ I’d frame it that way
instead of accounting because those involve, ultimately, discussions of how government debt is
priced, the extent to which agents allow government debt to form a bubble or not, or governments
to run bond schemes or not. I like looking at it in terms of intertemporal resource constraints rather
than economic relations. And on that, it’s worth debating, and I think there are very interesting
arguments to be made in different ways.
On the nature of quantitative easing, quantitative easing is ultimately the substitution of one
liability of the state, government debt, for another liability of the state, central bank reserves at the
central bank. So, it is a change in the composition of public liabilities that are held in private hands.
This change matters and is consequential - note that, very importantly, printing currency is not
quantitative easing. That’s monetary financing, that’s seigniorage, whatever you want to call it.
QE is, in my view, well-defined as issuing reserves to buy government bonds. It’s also not deficit
monetary financing. Now, QE can be used as a basis for lots of other things, but QE actually is,
as I said, substituting reserves for government bonds. This matters because these liabilities are
different, and they have different roles in the economic system, and through market clearing
conditions in the economic system, they will affect a series of economic decisions. They matter
because, one, reserves and government bonds have different maturities - reserves are overnight,
government bonds tend to be three, five, ten years. It matters because reserves are the unit of
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account. A valid reserve is one pound, whereas a bond has a price that fluctuates over time. It
matters because governments very often default on bonds but don’t change the monetary system,
in the unit of account, or vice versa. The incentive choices of one versus the other matter. They
matter because one is the liability of one branch of government, the central bank, and the other
is the liability of another branch, the Treasury, and these two are not perfectly integrated. There
is a commonality, as you said before, the balance sheet or something between the two, but at the
same time there are separations that put political constraints on the resource flows, and I’ve
already talked about the fiscal backdrop. As a result of all of these different channels that I’ve
talked about before, differences in maturity, differences in default possibilities, differences in value
through unit of account, and finally, differences through who the agent of choice of issuance and
defaults is and what fiscal resources they have available to them, QE is a meaningful policy.
PA: That’s a very thorough answer, thank you. MMT consolidates the central bank and the
Treasury when it models the monetary system; do you consider this to be a valid approach?.
RR: Is that a valid approach? I’m going to say no. To put it in other words, you have to understand
that there are these two resource constraints - again, I prefer to talk about resources than balance
sheets, just to move away from accounting and go into economics - and these two integrate and
interact with each other, so it’s important to understand that interaction. My own research in the
last few years on central bank solvency (with Robert Hall and other co-authors) has focused on
the fact that because of central bank independence, we have created a separation between the
two budget constraints in the sense that restrictions on the flow of resources between one and
the other have been introduced. It has become very meaningful to think about the resources of
the central bank separately from those of the fiscal authority, and to understand those interactions
in such a way as to promote understanding of, for example, inflation and policy. As I think that
separation is very important nowadays - and since I have done a lot of work on this, I have to say
no to your question.
PA: The majority view from my interviewees have been on the side of no, which is quite interesting
from my point of view. Are you familiar with the job guarantee or employer of last resort policy?
RR: Not very well, unfortunately.
PA: Essentially, the idea of the JG/ELR is that it reduces unemployment to zero by definition, if
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you take the definition of ‘unemployment’ as anyone ready and willing to work but without work A
base wage rate would be set and anybody unemployed who turns up seeking work would have
the opportunity to take a paid job. So there would be a buffer stock of employed labour. When the
economy is booming, private sector employers could bid people out of the buffer stock, and if we
hit a shock people would go into the buffer stock. So in other words, instead of having a buffer
stock of unemployed people, there would be an employed buffer stock. A JG provides a nominal
price anchor – a rise in demand for labour will generate less upward pressure on wages when
these is a pool of skilled labour is available rather than a pool of unemployed workers who may
have reduced work skills. The JG is perhaps the most controversial aspect of MMT, and gets very
little support outside
RR: I’d have to read up on it more. I think what the words suggest, though, is that you could
eliminate unemployment just by hiring everyone in the public sector while keeping prices stable,
and I think that’s impossible. I don’t think that’s right. What I know about economics tells me that’s
not right, so it’s not viable. I don’t know if that’s exactly an ELR, but employing people requires
paying them a real wage that they’d be happy with, a real wage requires real resources, real
resources require taxation or other forms to generate those resources in a way that would be
costly.
PA: It might be difficult for you to comment on this, but would you say that MMT is a legitimate
group within Post-Keynesianism?
RR: I just don’t know enough to say.
PA: The final section is to do with methodology. What’s you view of methodology? Do you
consider it explicitly in your work, or is it built in?
RR: I consider it explicitly absolutely every time I write a paper within a very narrow sense, as in
‘which is the method I’m going to use here?’ So, there’s an easy answer; every time I’m trying to
learn about some economic mechanism, I am trying to consider which method to use to reach it.
But this is in a narrow sense; do I use a regression as opposed to a model, do I make a theoretical
argument, do I use some historical evidence, do I generate some new data? These are all
questions that are important aspects of my work.
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A second aspect relates to how often I reflect in a broader sense about what is the method through
which we’re trying to achieve knowledge? I think it’s quite common to go to economic conferences
and see Nobel prize winners come or keynote lecturers come and very often reflect on ‘What’s
economics?’ and ‘Where is it going or not?’ I think the view that economists don’t think about
methods is not quite true… just go to any American Association of Economics Conference or
something like that, there are a bunch of speeches by ‘old, wise men’ - probably almost always
men - who come and say, “hey, I’ve accomplished a lot and here’s my view on what economics
gets right and what’s wrong and what we should be doing differently.” I hear a lot of those.
Is that the same as an active debate? Maybe not, maybe so, if you just go along and listen to the
‘old wise men’ and sleep through it, or say, “Oh, that’s kind of nice” and just go back to your work
- but I would like to think that that’s not the case, that it actually does have an influence on how
people think about what to do now. What I certainly see is that if you look at the last twenty years
of economics, there are such big changes in methodology in terms of uses of micro-data for macro
questions, randomised controlled trials, the rise of behavioural economic theory and micro-theory.
Boy, the idea that economists are stuck in a single methodology is wrong - I have seen so many
changes in the past twenty years, just during my time in the profession. Such big changes that I
see in the methods, and it’s hard to imagine that those changes would come about by random
chance without their being considered, prescribed, discussed.
PA: I do get the feeling the methodology has become a more important aspect, one that people
are more willing to discuss. In terms of pluralism - and you can interpret the word in any way you
wish - do you think pluralism is important?
RR: Let me answer this from two different perspectives. First perspective: I think Adam Smith
taught us, and unfortunately it has been forgotten, one of the big lessons from The Wealth of
Nations is that “I love diversity in consumption, but the way to achieve efficient production is
specialisation.” Do I think pluralism within a paper - and you may call that ‘interdisciplinary’ work
- useful or valuable? Ninety-nine times out of a hundred, no! Usually, it’s a failure to understand
Adam Smith. The use of knowledge to make applied decisions is one that requires pluralism,
diversity and understanding different points of view. In the production of knowledge, specialisation
is a big force, for efficiency.
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I find this to be a question of emphasis on the uses of knowledge, especially when choosing note the careful choosing of my words - to produce knowledge or consume knowledge. Some
thinkers have a fascination with inter-disciplinarily work or pluralism, on account of in their using
it in a particular way – that obviously seems valid to them, and they confuse the use of knowledge
with a need to produce knowledge. That is, I think it’s great that there are MMT economists, and
Post-Keynesian economists, and NCM economists and each one is doing their work in their way,
instead of trying, within their papers, to consider every point of view, and so on. That’s denying
the lessons of Adam Smith. So, pluralism for one researcher? No. I love the fact that you’re not a
pluralist, you’re individual as a researcher or your work is not. You specialise, that’s fine. That
does not mean that when you go and consume knowledge - because you became a policy-maker,
or because you’re a teacher - you shouldn’t be plural and diverse. It’s very different in consumption
and production.
Second point: from an investment perspective, diversification is useful in so far as assets have
payoffs that are not perfectly correlated. What do I mean by this? It is useful to entertain different
possibilities insofar as there are some states of the world in which one of these alternatives is
correct, better, closer to truth, whereas there are some other states in the world in which another
alternative is correct and better. As a result, it is important that you keep different ones in your
‘mental portfolio’ of tools to use to understand the world, even if one of them is on average superior
- meaning even if one is better at explaining most of the economic events observed in the world,
just the fact that sometimes it won’t be means that you should have a pluralist attitude that in
some extreme cases you shift to a slightly different pattern to understand some observation.
Having said that, and this is the thing to be careful around, diversification does not mean you
need to use inferior approaches.
So, if by pluralism we mean that all theories, just because in your heart you love them are equally
valid then I do not support it. If I - or the profession as a whole - see that this theory is almost
never the most useful, is almost always inferior either in ontological arguments or according to
empirical evidence, then that theory should be abandoned. I do not support diversity in economics
in a biological sense where it’s good to have species just for the diversity of the population, or in
a moral sense that we think that it’s good to have people that are different from you around you
because you’ll benefit from them. No, there are wrong theories out there! There are theories that
should die because they’re poorer according to all criteria. Going back to the beginning, maybe
what’s good about what Marx says is already in modern economics and we should just forget
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about Marx altogether. I don’t want to pick on Marx - you can say the same of Keynesian,
Marshallian, Sraffrian, Walrasian [economics], whatever you want.
So, a different question, then, is where are we in this? Are we too pluralist, in that we entertain
too many theories, many of which are just not that useful, everything that’s useful about them is
already incorporated? Or are we on the other side, not pluralist enough, we use one approach
too much and don’t consider enough of the others? I think, although I don’t feel strongly about
this, that if anything, we’re too pluralist. Meaning, again going back to 2007 and 2008, it was very
easy, within a few months of this somewhat extraordinary occurrence, to have people introduce
themselves as Post-Keynesian or something like that, and say, “Here’s my insight and here’s why
I think it’s useful at this point or not.” There was no issue with those people up here. So, it seemed
to me that those part were part of the ‘intellectual portfolio; of economics society, they were there!
They stood up and got the stage and said things - some of them useful, some of them not, but
they stood up.
Whereas, I worry a little more on the question of when was the last economic school that died?
Tell me that. I’m not a great student of history, but when was the last one that died, and it was
said, “there’s nothing left here to learn”? There are so few instances of this that I worry that we’re
too pluralist. I know this is going to be a controversial, idiosyncratic answer, but I actually think
we’re too pluralist, not too little pluralist.
PA: There’s not much left of monetarism, I suppose, but there are little pockets.
RR: Ah, you haven’t talked to the right people.
PA: Maybe, maybe! Although I did speak to Tim Congdon, and he’s is in one of those pockets,
he’s still fighting for monetarism. Now, not to define you as an outsider, but you’re an [heterodox]
outsider in that you’re an [orthodox] insider - would you say that such a thing exists as a heterodox
paradigm?
RR: I don’t think so, no. This goes back to our discussion earlier - I know there’s a body of coherent
thought called Post-Keynesianism, a body of coherent thought called Marxism - but I don’t see
them sharing enough for me to call them heterodox in a sense of a paradigm.
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PA: And on the final note, from what you’ve seen, would you feel that MMT would have much of
a significant role in a paradigm or even community?
RR: I just don’t know enough about the discussions within the heterodox community, I don’t know
enough about what MMT has added to those or not, to answer. I just don’t know.
PA: Well, I think you for that, Ricardo. It’s been a fantastic interview.
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xv.

R1 (15) Professor Malcolm Sawyer: Interviewed face-to-face, Leeds 8
October 2018

PA: Thank you, Malcolm, for agreeing to this interview. First question: which field of economics
do you consider to be your specialism?
MS: In terms of topics, I started out much more in terms of industrial economics and then that
evolved into macro. In terms of schools of thought, I would regard myself, in one broad sense,
as Post-Keynesian, although in many respects I would prefer to use the term ‘Kaleckian’ or
‘heterodox’. There’s always the problem of how these things are defined, but it’s that broad,
Post-Keynesian, heterodox, Kaleckian approach is what I would identify with, drawing on
various others along the way.
PA: And what do you consider to be the main issues facing those schools? What are the big
questions at the moment, or maybe that are always out there?
MS: I think I’d put it on quite a wide range. I think one that we haven’t addressed sufficiently is
that of climate change, environmental degradation, ecological matters - although a number are
beginning to work in that area, in terms of the issues facing humankind that seems to be the major
one and the one we should be addressing. In other directions, I think we still don’t understand
topics such as inequality and that’s, I think, a huge challenge. We have all sorts of ideas about
the factors which cause various dimensions of inequality and what those are, but those are issues
which to some extent are unresolved. For the moment, the one I suppose I’m particularly
interested in is the role of the financial system in all of this because that has broad implications and studying climate change also has implications for inequality - but the whole way in which the
financial system works links into many of the issues which Post-Keynesian economists have
looked at in the past. Again, coming to grips with that understanding of the financial system although many people have put much work into it, I think we’re still some way off from really
understanding how it operates.
PA: And what would you consider to be the underlying axioms or principles of your view of the
world?
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MS: At one level, the world is one of fundamental uncertainty, and the way in which the economy
and society evolve is highly path-dependent. That leads in one direction to rejecting any model
based upon lifetime optimisation or any that view the path of the economy as pre-determined.
One other view is always that it is not possible to arrive at very general conclusions and any
analysis has to be of a particular economy at a particular time - the relationships between people,
the ownership structures, the institutional arrangements - all those factors come into how that
economy works - I suppose there’s that sort of general view.
Stepping back from that, from a macroeconomic point of view, what one would be analysing in
the end would be a monetary production economy in which the role of money and finance is of
considerable importance; the way that production takes place, the decisions that are made about
production and how production is financed are driving forces behind it. One also has to look more
directionally into the conditions of production, the relationships between those who were involved
in production - that would also come into it. If one looked at in terms of what is the theme of the
macroeconomics I’m interested in, it is this analysis of the monetary production economy, but one
in which there are class relationships between groups and others, so that you also have to look
at those interpersonal relationships and inter-group relationships, and how they affect how the
economy works.
PA: In your work, what role does history have to play? Is it a critical element, or less so?
MS: At one level I think history is significant, in that if one views the economy as path-dependent,
then one has to look back at history to see how this particular path evolved or what the causes of
it were, if one can discern that. It’s important in that sense. I suppose it’s also important in that
people’s experiences in the past influence how they behave now, and in that sense, you need to
look at the history. However, though it’s not something which is central to my thinking, it does
inform me in the sense of viewing the economy as one which is moving through time, pathdependency, and that people’s experiences and behaviour in the past will affect what they do
now. So, if you don’t look back at what has happened in the past there’s going to be a big, strong
missing ingredient in what you’re doing now.
PA: That’s interesting. What about mathematics - is that important in your work? If it is, how would
you apply it? Do you have a particular sense of its strengths and its limitations?
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MS: I think in certain directions, the use of mathematics is inevitable, in that I find it difficult to
think about macro events without having some notion of how different parts of the economy fit
together, and then, to some extent, modelling that and how it works - that seems to move in the
direction of using maths at one level. Another direction, I think, is partly what maths to use? One
of the puzzles I’ve always had is why so much is revolved around calculus and optimisation - one
can portray this, perhaps, in terms of ‘physics envy’, and I think it can be linked to ‘rational
economic man’ and ‘optimisation.’ I think using that has detracted, in many respects, from the
formulation of alternative ways of understanding human behaviour. Because that was a
mathematical tool which some people understood and well-developed and could be taken over, I
think it then pushed us in certain directions. So, I think there’s always that danger with maths that
there are certain techniques that then become almost fashionable, and people look round for
ways to use it.
So, I suppose my view is ambivalent, in a way. I think to understand certain mechanisms, to see
whether one’s ideas would actually generate, for example, cyclical behaviour or chaotic
behaviour, one may well have to formulate that in terms of mathematical models - but one is also
driven by the limitations of mathematics. If particular formulae are written down, it almost suggests
that is the way the world works - but of course, we don’t. There’s a spurious precision coming out
of it.
PA: Thank you; that makes sense. The first question on monetary and fiscal issues: to what extent
are you familiar with the credit (Alfred Mitchell Innes) and state (Knapp) theories of money? And
if so, to what extent do you support them?
MS: I wouldn’t say I’m well-read in those. I read some articles from people that I think are based
on them, the MMT sort of version. So, I won’t be able to say about what I particularly like or dislike
about Knapp or people. I think, though, that in that general area, that to some extent there’s an
overstatement of the role of the state. Part of the way I look at it is, if I ask, “What is money?”,
then I’d say money is always a credit relationship, and it always involves trust and confidence. In
some sense money always depends on confidence. Why do you accept money from me? Well,
because you in turn hope that somebody else will accept it from you. One of the questions is then,
what are the conditions under which that trust and confidence evolve? That, I think, is partly
related to what some people see as the origins of money, which is to do with (often) religious
ceremonies, and that is one way in which that trust is built up.
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In another sort of area - I think it’s a point David Graeber makes in his book about debt [2011] in a relatively small society, it would be that trust and confidence do build up, but when there’s
interactions taking place between different peoples then that trust isn’t there, to start with at least.
So, there are certain situations in which money takes the form of commodities - gold or whatever.
I would make a separation between gold and gold coins, if you like. I think it’s partly a reflection
that, to paraphrase Keynes, the Indian rupee was a credit note written on silver, and money’s
often a credit note written on gold or whatever, and that writing on gold may help to build up trust
and confidence in using that form of credit. So, my view is that much of the money that is evolved
was, to some extent, outside of the state - although one could say that states didn’t really exist in
the time period one is considering, so there were other institutional arrangements, other
institutions in society which would help that evolve.
Now, to some extent contradicting that is if I now look at when a money in a society changes, it is
the state in the society that determines that change. For example, in the break-up of Yugoslavia
when monies were introduced, it was the state that determined what the unit of the currency would
be and the state that determined the representation of what that money would be. In the last three
hundred plus years since the evolution of central banks, such as the Bank of England, there’s
been a close link between state spending and the central bank, and so the creation of money - or
at least one part of money - has been closely linked with state activity, although many people
argue, of course, that in societies that we now live in, central bank money is only a very small
proportion of what we regard as overall money. However, central bank money is that which is
effectively accepted by the state, so that provides certain back-up the use of that money. It doesn’t
stop other forms of money evolving - you get countries (dollarization is a particular example) in
which you get other monies, which are not the state money, being used.
PA: That’s an interesting view. Would you consider, broadly speaking, the quantity of money to
be endogenously or exogenously determined?
MS: Well, I don’t see how it could ever be exogenously determined. Someone somewhere has
had to create it, whether it’s the commercial banking system, the central bank, or pre-central bank,
some state authority which turns a small part of the gold supply into coins. The issue with those
coins is in some sense endogenous, it is decisions being made by, in that case, the state
authorities. A bit of an aside, maybe, but some people say that gold has been money. I think that’s
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wrong; it’s gold coins that have been money, and gold itself has to be turned into those gold coins
in order for it to be treated as money.
PA: And if you were modelling banks, would you treat them as pure intermediaries between savers
and borrowers, or would you say that they create money through, say, making loans?
MS: Yes, I think they do both - but in terms of direction of causation, that runs from loans to
deposits, rather than the other way around - but at the end of the day, there’s still that, in a very
simple sense, equality between the loans they make and the deposits they have, which is a slight
complication to that.
PA: I understand where you’re coming from on that. It’s difficult because I know certain modellers
would think of the savings as a starting point and then the banks merely move them around - but
the banks, from my perception, actually create money, though they are intermediaries in the
system in a more general sense.
In terms of interest rates, do you think there’s a distinction between how they’re determined in
theory and in practise? And do you think the central bank can control the whole yield curve in a
country like the UK or the US rather than just the short-term rate - and if you think it can, do you
think it should? Are there circumstances where it should, those where it shouldn’t, should it control
it the whole time?
MS: I would view interest rates as effectively being set in relation to the price of credit and the
price of loans, rather than anything else. So, I don’t go along with any ‘loanable funds’ theory with
the rate of interest; the rate of interest is not the variable which balances the desire to save and
the desire to invest. One is then looking at financial or monetary views of the determination of
rates of interest. I think on the whole I would go with the view that the base of the interest rates
comes from the rate of interest which the central bank sets, its policy rate, the rate at which it
would be prepared to lend [reserves] to the banking system. That would be the base of it; moving
on from there, there are all sort of other factors that come into determining the margin between
that rate and the other rates. So, it’s the bank’s decisions on loans that would effectively set the
loan rate of interest, because it is a sort of mark-up of the policy rate, but that depends on the
bank’s behaviours and their assessment of credit risk, how much they’re seeking to lend and who
they regard as being credit-worthy, those sorts of issues.
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Then, in terms of the yield curve, I suppose I see that much more as effectively depending on
people’s portfolio choices, in terms of their willingness or otherwise to hold ten-year bonds rather
than five-year bonds, the preferences in terms of lending long or lending short, would eventually
influence that yield curve.
PA: I know currently the central bank sets the overnight rate and then allows the yield curve to
simply become a reflection of portfolio choices or expectations of future interest rates - but what
I’m quite interested in is, do you think that, if it wanted to, the central bank could set the rate?
Some economists say it’s impossible, some say it can and should do it, some say it could do it
but the possible side-effects would be so big that it’s better off not trying? What would be your
view, or do you not have a strong view on that?
MS: No, I don’t think I have a very strong view. It’s partly a reflection of the fact that I don’t know
that the interest rates are all that important, other than they may involve financial transactions and
that may have effects on, for example, the exchange rate. I think I’d put it much more in terms of
the central bank being able, through various routes, to influence the structure of interest rates,
but I don’t think they can really determine anything. All they can really determine is that short-term
policy rate, and even that is subject to what they want to achieve.
PA: That makes complete sense. The next section is very much based on your personal opinions,
from your experience in the profession. I’m going to move onto heterodox economics - what would
you personally understand by the term ‘heterodox economics?’ And what sorts of groups of
economists would you put into that group?
MS: There is always the problem of using the term ‘heterodox’, it always has this difficulty of
seeming to be limited in status to ‘in opposition to the orthodox’. What I would see, in many
respects as, the overarching theme, or the difference between mainstream plus a few others, and
heterodox - part of it then comes down to how much it relies on methodological individualism, and
I know we used to have this debate of whether Austrian economics was regarded as heterodox.
In one sense you could say that it is, in that it differs from the prevailing mainstream in a number
of respects. There are certain overlaps between the Austrian focus on fundamental uncertainty
and some of the Post-Keynesianism - but I would still make that separation and say that the
Austrian approach is essentially based on methodological individualism. Everything is built up
from that individualism and there’s that neglect of, on one hand, personal interactions - and on
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the other hand, in opposition to that Thatcher quote, there is such a thing as society, there are
societal influences on people’s behaviour. So, I think in that sense that would be a key distinction
between them.
After that, I would find it difficult coming up with a precise definition for what would come under
heterodox economics. I think one could say what it’s come to mean is that it encompasses a
whole range of views that could be called Post-Keynesian, could be called Marxian, strong dashes
of institutional or evolutionary. So, within that heterodoxy one can look at different schools of
thought and then ask how far those are consistent with one another, you can point to people who
link over two - people might perhaps think of themselves as Post-Keynesian Marxists, or Marxian
Post-Keynesians, and others wouldn’t. There’s quite a broad church within heterodox economics,
and that makes it more difficult.
PA: You’ve actually answered my next question, which was about the extent to which these
groups hold compatible or complementary views! In terms of the economic community you work
in - you can view that as over your whole career, the people you work with now, or you can even
broaden it out to the whole thing - what do you think the general attitude to heterodox economics
is? Is it getting more positive, less positive, within these communities?
MS: I think within the general economics community, there’s very little regard paid to heterodox
economics by what I’d regard as the mainstream. One could say they’re very ignorant of it, so it’s
always one of the difficulties heterodox economists have, in the sense that they have to
understand the mainstream, but it doesn’t work the other way around! I suppose the standard has
fluctuated over the years, and maybe there’s been a bit more interest developed in the last ten
years since the financial crisis. I think the standing of the heterodox economics community has
fluctuated over time - for example, I think it’s probably in decline in the US, but probably stronger
in Europe than it has been in recent years. In that sense, it does change over time.
However, I think the general position is that the mainstream ignore heterodox, which is going to
make it much more difficult for heterodox economics to replicate itself, because the people who
study mainstream will not be exposed to heterodox economics. Heterodox economists, in order
to gain employment, often have to move into other disciplines - some move into human
geography, others into political science. While they’re doing useful work there, they’re not in a
position where they’re replicating to the next generation, nor are they going to be able to supervise
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PhD students, that sort of thing, within economics. There’s that side of it. We know there are
strong pressures from the research assessment type of exercises, the degree to which heterodox
journals are viewed in that way - that makes it that much more difficult. Again, it’s pushing people
in the direction of publishing outside economics journals, because if they can publish in geography
or political science of industrial relations journals, they can be highly regarded journals, you get
much credit for that - but in one sense you’re publishing outside. Again, the research people are
doing can be very valuable, but it’s pushing heterodox economics out of the meaning of
economics.
PA: That’s a different insight to what I’ve got previously. In terms of your career, have you spent
the vast majority of it teaching undergraduates, postgraduates? Or have you spent quite a lot of
time working outside universities, like for various international institutions? What’s been the
balance?
MS: It’s almost entirely been in teaching in the university system, and one year working for the
OECD in the mid-1970s, but that was really my main experience of working outside of academia.
PA: I might move onto the global financial crisis and how you think it affected the position of the
mainstream, the new consensus macro. After the crisis, do you think that there was significant
evidence to contradict the NCM? If so, what sort of evidence would you particularly point to?
MS: I think on one side, the NCM had become quite closely associated with a view that many of
the macroeconomic issues had been cracked; that, in Bernanke’s terms, there’d been the ‘great
moderation’; there had been ways found to control inflation through use of interest rates and
inflation targeting; there had been ways found of stabilising the economy, so they knew how not
to create fluctuations (I think that was very much overstated, but that was the general view). So,
there was that side to it. In one sense, the big prediction of the NCM that their policy approach
had stabilised the economy was shot to pieces, which fits into a more general issue: if you’re
using equilibrium-type analysis based upon an infinite time horizon and optimisation, it doesn't
give any signal there’s ever going to be a crisis. I’m afraid, in one sense, you’ve got a problem on
the heterodox side that they’re quite frequently predicting crises - that old jibe that we’ve forecast
five of the last two crises! I think in one sense this is a crucial experiment, that if you have an
approach that says there’s not going to be a crisis, and then there is one, you think, ‘Well that’s
got to be pretty damning.’
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PA: Given that they had this damning result, has it had any effect on the hegemony of the NCM?
Did it have a temporary effect, a long-term effect, or not really anything?
MS: I still get the impression that if you want to talk to the Bank of England then you have to talk
in terms of the new consensus or the dynamic stochastic general equilibrium approach. If you
can’t formulate your position in terms of that model then you don’t get a hearing. There’s been an
element of (some of them) incorporating some degree of endogenous money or some degree of
inequality into that framework and thinking that has somehow got around it. I think, looking back,
one is surprised at the resilience of that DSGE model, continuing in the face of the crisis and
blocking people out from considering big alternatives!
PA: Following from that, what potential do you think that heterodoxy has got to rival or, dare I say,
replace NCM? Is it on the horizon? Is there hope for heterodoxy?
MS: In a way, one of the kind of strengths - I’m not sure it’s a strength - of the DSGE model is that
there’s a kind of homogenous economy, so that everyone behaves in the same way, they’re all
optimising, and that’s reflected in being able to use a representative agent. I suppose one of the
issues the heterodoxy faces is that the world is very messy, and different sectors of the economy
behave in different ways - they have different objectives, they behave in different ways, and trying
to encompass that is extremely difficult. Similarly, how does one go about looking at the workings
of the financial systems? One has to recognise that it’s very complex. There have been relatively
simple heterodox views about how money is created, and how the system works and so on, but
even that has to recognise that the monetary and financial systems are evolving and we have got
to keep up with how that is working. I think, on the whole, I don’t see heterodoxy, or any person
or group within that, as being able to of develop an overarching analysis that would rival the
simplicity of the DSGE model.
PA: There are two more sections - the next one is on MMT. Are you familiar with its operational
reality? If so, to what extent, if at all, do you consider it valid?
MS: There’s a certain part of their approach which I think does reflect operational reality. However,
I tend to think that [in MMT] there are certain parts of operational reality which are either
overlooked or played down, or in which there’s over-emphasis given to certain things. In terms of
the way that what I’d call central bank money is created and the relationship between that and
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the government is, I think, correct, in the sense of saying the government always has money at
its disposal to spend if it wishes, provided the central bank will make the appropriate entry in its
account. There is a sense in which government spending has to precede taxation, in that people
can’t pay taxes in central bank money unless that money has been created. However, I think
some people over-emphasise that in the sense that taxes in this period are based on money that
has been created in the previous period, so there’s a sense in which the government could raise
taxes now and they could be paid because what they’re doing is withdrawing money which has
been previously created.
I think in many of the writings, there can be a downplaying of the role of commercial banks in the
creation of the money which people generally use, and I’d draw a distinction between what I’d call
‘central bank money’ and commercial bank money; one has to look at the interactions between
the two. If one’s looking at the role of particular operations of government, then government
typically spends in the form of using central bank money, or money which is closely related to that
- and that side of it, I think, is an operational reality which is incorporated.
One thing which I do think, on the whole, many of the MMT people overlook is aspects of the
circuitist approach. I would increasingly draw upon the circuitists’ analysis of Graziani and others
in that Italian school. One thing I get out of their approach is this distinction which Graziani drew
between initial finance and final finance, where initial finance is having to possess money in order
to spend - and the initial finance, in his simple circuit, is obtained by firms going to the banks and
borrowing. However, there’s also the idea of final finance; I look at it as at the end of the year,
when you’re drawing up your balance sheet between income and expenditure or cash inflows and
cash outflows, you have to ask, ‘Well, how much of the deficit I’ve incurred during the year has
been covered, on the individual level, by my money balances going up or down?’ In terms of the
government, it’s how much of the deficit has been covered by a net increase in the amount of
central bank money outstanding.
So, I think we have to take into account that money - whether central or commercial bank money
- is both created and then destroyed. At the level of the government, of course, there has to be
this initial finance, has to be the creation of money in order for it to be able to spend. In the end,
most of that money will flow back into the central bank and one could regard it as being
‘destroyed’.
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So, whilst it is the case that the government can always spend money, I think a more significant
question is, of the funding of government expenditure throughout the year, how much of that has
come from receipt of taxes, how much has come from borrowing through bonds, how much has
come through an increase in outstanding central bank money? And then you go on from that and
say, “Well, suppose the government is going to decide to fund the difference between government
expenditure and tax revenues by the amount of central bank money outstanding increasing - what
are the consequences of that?” Because that money has to be held by somebody, are they going
to hold it voluntarily, and all those sorts of issues?
PA: You’ve answered the next question to a certain extent. MMT make this distinction between
countries which have got their own sovereign fiat currency, in which case, for them, taxes don’t
fund; taxes merely give a value to the currency and manage the level of demand. In a functional
sense, taxes can’t fund anything. Whereas they distinguish between that and, say, Euro
members, who are obviously not currency issuers in that sense, so if you were in Germany - or,
dare I say it, Greece - you would have to fund your spending in an actual operational sense, from
bond sales or taxes. Do you think there’s any merit in this distinction MMT makes between these
two types of systems? Is there any insight in that?
MS: Well, I think, in the terminology I use, I do sometimes regard taxes as funding government
expenditure - it doesn’t fund all of it, but in some sense, if one writes down the funds on one side
of the balance sheet there’s government expenditure and on the other side there’s tax revenues,
among other things. I think there are two distinctions I would make. One relates to the situation in
which, in order for the government to be able to spend, it has to draw upon its account with the
central bank. In the context of the Euro, a national government can draw upon its account with
the central bank, or the ECB, provided that it’s got a positive balance there, because what the
ECB won’t do is to add to that available balance to allow spending and governments with their
own central bank. Second, I think in practice a national central bank doesn’t usually do that either
(spend without a positive central bank balance), though it could do. I’ve asked one or two people
this, and I don’t know whether there’s any case in which when, the government really wanted to
spend, the central bank has said, “No, you can’t!”
PA: That’s an interesting question - my feeling is no…. but I don’t know!
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MS: I probably would agree with you. I think the other side, though - and I think this is where the
Euro system runs into difficulties, in a way - is under what conditions will the central bank accept
the bonds of the government? The custom of practise is within a nation state, the central bank
will always accept bonds, and that’s the basis of its open-market operations and so forth. What
seemed to happen in the context of the ECB was there came a point at which the ECB said that
it was reluctant to accept Greek bonds, or the terms on which it would accept them changed, and
that seemed to be quite a part of the Euro crisis. For a number of years, the ECB operated on the
basis that a Greek bond is equivalent to a German bond, and so it would buy those bonds in the
same way - and then there came a point when this changed.
I was just reading that book by Adam Tooze, called ‘Crashed’ - it’s come out relatively recently,
looking at the history of the economic and financial issues of the last ten years. It also goes into
the detail of the financial crisis itself, but it also goes into the Euro and the key aspect of that story,
which is the point at which the ECB became reluctant to accept or buy Greek and other bonds,
and then that had a difficulty. In a sense you could say that if there comes a point when the Greek
government cannot top up its account - well, I guess it’s with the Greek national bank to start with
- with the ECB, that’s when the difficulties arrive.
PA: And say the UK government bought a new nuclear submarine, how would you see its effect
on the balance sheet of the central bank and the commercial bank of the contractor that sold the
nuclear submarine? What do you think would happen in the balance sheets? Say the
government agreed to pay a defence contractor two billion pounds for a nuclear submarine,
what would happen on the balance sheets? When I asked the mainstream economists, they
really didn’t think in those terms. Perhaps you can encapsulate what you think might happen in
the balance sheets of the monetary system?
MS: The effects on the balance sheet would not depend on the type of expenditure. I think if
we regard it as an account which the government holds at the central bank, that account goes
down by two billion pounds; the balance sheet of the bank of the firm who has benefitted from
this expenditure changes in that on the one side, the reserves which it holds with the central
bank go up by two billion pounds, and on the other side of the balance sheet, its liabilities to the
customer goes up by two billion pounds; the contractor finds that the account it holds with the
bank has gone up by two billion pounds.
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PA: That’s exactly how I’d categorise it; of all the people I’ve interviewed, you’re the only one
who has agreed with me in those terms. Most people have just talked about ways of funding it
or its effect on the balance of payments, all sorts of things. It’s quite interesting that you would
think of it in the same terms of me.
MS: Yes, and then you have to go onto the next stages...
PA: Yes, your first stage was to think like that, whereas it seems a lot of other economists wouldn’t
think about the ‘nitty-gritty’ of the movement, they’d start with the bigger stuff. It’s quite interesting.
Now, if you were asked to describe quantitative easing in a sentence, how would you do it?
MS: The central bank buys a range of financial assets from the private sector - sometimes that’s
limited to government bonds, although it may be more general. Then, reflecting what we were just
saying, there are a number of balance sheet changes: the private holders of those bonds find that
their deposits with their banks have risen, and their holdings of the financial assets have
diminished. So far as the banks are concerned, they now have more in the bank reserves, which
have been created - and on the other side of the balance sheet, they have what are to them
liabilities to the private sector. The other part of quantitative easing is, I think, that the central bank
determines a certain level of ‘asset purchases’, in effect the reserves of the banks will rise by a
certain amount. What’s the current figure the Bank of England have, three hundred billion or
something?
PA: I think it was £375 billion, the purchases. I think they keep reinvesting when the bonds mature;
as far as I know, it hasn’t reduced nor increased from that figure.
MS: So, in one sense, to me quantitative easing seems like open-market operations, but under
open-market operations the central bank is buying bonds and other financial assets from the
private sector - sometimes because that’s what the commercial banks need to do for its own
purposes, sometimes because people want to sell bonds! The difference seems to come in that
the central bank then has a quantity aim rather than an interest rate aim in doing so. Then the
other side of it is the banks now have much greater reserves - I think around four or five times
greater than it used to be in the UK? The question I always then have is, why would the banks
want to hold these additional reserves? What seems to be the answer now is that the central bank
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has to pay them interest on those reserves in order to persuade them to do so, otherwise they’ve
got these barren reserves.
PA: It’s ostensibly a tax on banks, that you force them to holds assets that don’t earn interest.
MS: In one sense, it’s almost the question Friedman raised: if money’s been created, someone,
somewhere, has to hold the thing! Under what conditions will they hold it voluntarily?
PA: I think from an MMT perspective, the commercial banks collectively can’t alter the quantity of
reserves in the system; they can trade them with each other or lend them to other banks, so in
effect, if there’s no interest on the reserves, the banks are holding excess reserves collectively,
they can’t get rid of them so there would be a lot of pressure on the central bank to offer an interest
rate [otherwise the overnight rate would fall to zero]. I guess any individual bank could buy some
asset from another bank with the reserves, but collectively, the same amount of reserves stay in
the system. I’m digressing slightly, but the banks tend to be quite eager for interest rate rises they say because they’re worried about inflation, that might have something to do with it - but also
because if there’s a load of excess reserves in the system, if the central bank raises the ‘floor
rate’, the banks will get a higher return on excess reserves.
MS: The banks are clearly holding more reserves than they would want to. On the other side, the
private individuals are holding more deposits with the banks that they might wish.
PA: I suppose though, in a way, when you do quantitative easing, if you sell the bonds to
somebody who wasn’t a bank - a non-bank private sector agent- you could only sell to willing
sellers, so in that sense, if a building society a pension fund, or something that didn’t have a
reserve account, some financial institution, was given money instead of a bond, they’d have had
to sell it willingly so they’re now happy to have more money - maybe a higher price of the bond
than they paid for it. In a sense, the customers are happy with their bank deposit but the banks
who have just got the excess reserves are not happy if there is a zero interest rate paid on them!
That’s the way I’d describe it from an MMT perspective.
MS: There’s that aspect of QE in terms of supporting bond prices, but then if you’ve sold a bond
to the central bank and accepted a bank deposit in exchange for that, at one level you’ve done a
trade, so you’re as well off or otherwise as you were before. On the other hand, you’ve now got a
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bank deposit, maybe at a zero rate of interest, or close. Also, from the banks’ point of view, they’ve
got these reserves on which they may be getting a low but positive rate of interest (as is current
practice in the UK),. What are they going to pay to their depositors? How do the depositors
respond? If you’re a depositor of a bank and you’re getting a zero rate of interest on it, what do
you do? You have to sit back and accept it…
PA: When I read the Bank of England’s original statements about QE, it seemed to me that they
were suggesting that that was their actual desire to boost spending, in the sense that if you bid
an attractive rate to a private sector holder of a bond, persuade them to sell, you’ll then give them
a bank deposit, as you said - but now you’ve driven up the price of financial assets, and now
people (or financial institutions) have obtained additional bank deposits, the idea is they’ll be
more tempted to buy real goods and services with them. That was the idea of trying to get people
to spend more money on things other than financial assets. Obviously, I don’t really think that
worked, but I think that’s what they were aiming for - of course, banks didn’t particularly like it
because they were holding excess reserves and they couldn’t get rid of them, at least collectively.
MS: There’s also that view that if banks had more reserves, in turn there would be different ways
of lending them out.
PA: The MMT insight was really that banks can’t lend reserves outside the banking system. So,
although banks might be interested in making more loans, they can make more loans anyway,
irrespective of their reserve position, provide sufficient credit-worthy customers are out there.
MS: Well, if you take it that banks will supply loans to credit-worthy customers and, if need be,
they will gather reserves and that later on, then they weren’t limited anyway.
PA: Yes, I’d describe myself as a Post-Keynesian who then thinks the insights of MMT add
something significant to it. So, I don’t see MMT as a substitute for MMT; I’m a ‘Geoff Harcourt
Post-Keynesian’ with a strong twist of MMT. But the MMT is vital.
One of the most controversial areas of MMT is their idea of consolidating the central bank and
the Treasury in modelling purposes. Do you consider that approach to be valid? The second
would be the idea of the employer of last resort or job guarantee policy. What do you think about
those two areas?
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MS: I think the consolidation is ‘horses for courses’, it depends what you want to do. I have used
the analogy of when you had nationalised industries, are their activities and so on consolidated
with the government or not? I think for some purposes, like if you’re looking at the overall
government accounts, then you might well do. For other purposes, like if you’re wanting to look
at the way in which the nationalised industry operated and what its objectives were, and how far
did it meet what were deemed to be government objectives, then you’d make the separation. I
look at it in those terms.
Secondly, one can envisage the central bank being privately owned, as the Bank of England was
prior to 1947. In that sense, the central bank is not inevitably part of the state sector, and I tend
to think - at least for the financing of government expenditure - that it is better to separate them,
in the sense that you can then look at the decisions that the central bank makes in terms of
providing the central government with the ability to spend money. Now, there may be
circumstances under which the government says to the central bank, “You must do this,” and
there will be other occasions in which the central bank has a degree of independence in its
relationship with the central government, in the sense that if the central bank is in the position
where it says, “I’m not going to provide this money for you.” If one’s looking at the overall balance
sheet of the public sector, and you’re interested in issues like seigniorage, then there’s a case for
consolidating it.
So if you’re wanting to ask questions about how the overall funding of government activity takes
place, then I think you do consolidate it - and then you recognise that, for example, quite a lot of
the bonds that are issued by government land in the hands of the central bank, and then you
consolidate that out, so that when you talk about the outstanding bonds, you actually realise that
not all of it is outside the public sector. I would do the consolidation as part of the question I’m
looking at.
PA: That’s interesting. As to the job guarantee question - what do you think of the idea of the ELR,
job guarantee policy? Do you think it’s a good way of maintaining price stability with full
employment, or does it have its limitations?
MS: Well, I firstly don’t like the issue of the work being guaranteed at a minimum wage.
PA: It’s a fixed wage that someone would determine.
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MS: I think it raises all sorts of issues about things like if it’s worthwhile for the public sector to do
a particular activity, it should then do that. If it serves social objectives, or whatever objectives it
has, then it should be done. One of the problems I have with the operation of a job guarantee is
this suggestion that certain jobs would only be done if there’s a lack of demand in the private
sector. I’d put it in terms of, ‘Well, this old person isn’t going to receive social care this month
because there’s too much demand in the private sector, and so we haven’t got anyone.”
PA: I suppose they would be defined as not necessarily vitally essential - it wouldn’t really be the
social care of the old person, but maybe someone who comes and keeps them company, or
maybe someone goes and picks up litter on a beach, or somebody who writes music and plays it
to children with learning disabilities - the sorts of things that enhance lives and the community,
but they’re not an essential building brick. So, they’re productive and worthwhile, but not vitally
essential - that sort of thing would be the approach to it.
MS: I can see there are certain activities, like cleaning up the environment, with which you might
say, “Well, if it’s not done this week, it can be done next week” sort of thing - I don’t know if that’s
always the case, but there would be that sort of element to it. Something which is in the nature of
being one-off, I could see - but that’s part of the argument of when private demand is low, it’s time
to boost public investment. So, there are the practical sides to it - I think there’s also this idea that
- particularly as private demand fluctuates - people become available or unavailable, then it
means if there’s suddenly a slump in demand, the public sector has to be on standby to employ.
You actually have to have quite a lot of spare capacity in the public sector. This is quite an issue
of how to manage overall demand so you can try to maintain full employment, but I don’t think
this is a particular way of getting around that issue. There’s that side to it. The other side is - I
think this is an argument Tom Palley proposed recently - the employer of last resort don’t really
have the theory of the inflation, so you can’t work out whether it would or would not help with aim
of price stability.
PA: Obviously I’m more interested in hearing your opinion than giving my own! However, I would
consider that a JG would be an effective part of an anti-inflation and price stability package. If
members of the working population are not taken up by the private sector, there’s a zero bid, in
which case you employ them at a fixed rate, so there’s no inflation because in a sense you’re
buying a resource that was otherwise unutilised and employing it at a fixed rate. There’s an old
saying, ‘no one wants to employ an unemployed person’ so having a lot of people who’ve been
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unemployed for some time, who in many cases might be unemployable, won’t repress inflationary
pressure when the private sector increases its demand; a private sector business has got to bid
for workers and attract them from other firms or industries. So, the boom will tend to have a lot of
upward pressure on wages, whereas with a buffer stock of employed labour, in principle, you
would only have to offer them a slightly better package than they were getting in the buffer stock
at the fixed rate. In other words, there wouldn’t be wage inflation to anywhere near the same
extent in a boom. It’s just using a buffer stock policy for labour; instead of having an unemployed
buffer stock, which you could argue they have now (when the economy’s overheating, the central
bank cranks up interest rates or employs austerity), it’s conceptualised as an employed buffer
stock. That’s where the anti-inflation price anchor comes from. Whether or not you think that’s
effective is another matter, but that’s what MMT advocates would argue it is.
MS: It neglects, for example, global inflation, or the degree to which inflation is not linked to the
size of the buffer stock. Now, if there’s a very close relationship between workers’ bargaining
power and employment, or employment in the private sector, then that would still operate - but if
insofar as there is cost-push inflation, or global inflation, then its ability to act as a price anchor
would be hampered. I’ve never really seen the strong linkage between the employer of last resort
and MMT, although I know there are people who advocate both.
PA: That’s something I’ve come across: in terms of ‘general acceptance’, amongst monetary
economists who are not MMT advocates - but have heard of it - they usually see some interesting
insights in the monetary analysis, even if they don’t really agree with all of it. Whereas the job
guarantee is almost always opposed by everyone apart from modern monetary theorists. Then
there’s the view you’ve expressed, which I understand, that you don’t necessarily have to have
them together - however, the lead players in MMT tend to package them together, contending
that they make up a coherent approach. The job guarantee is considered to be a crucial aspect
of counter-inflation policy because they would argue that labour is the key resource in the
economy and therefore, if you have a buffer stock policy on the key resource, it’ll act as a price
anchor. As Bill Mitchell has noted said, it may not be perfect but it is significantly better than what
we’ve got already. It’s better than using monetary policy, for example, to deal with inflation, which
is a blunt tool and not very effective. Inflation is going to happen whatever you do, so they’d argue
the job guarantee is a better price anchor, a better way of reducing price inflation, than other
approaches.
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And would you think that MMT is a legitimate but distinct group within Post-Keynesianism? Or
would you think that it’s separate to Post-Keynesianism?
MS: Well, you could say that since Randy Wray and Jan Kregel are now editors of the Journal of
Post-Keynesian Economics, that’s quite telling! I think quite a number of them effectively operate
within the general Post-Keynesian world, people like Kregel- actually, I’m not sure how fully he
adheres to the MMT view. Warren Mosler- you could say he now operates within the PostKeynesian world, I think.
PA: He’s an outlier, Warren.
MS: Provides the money...
PA: At least initially, yes...
MS: For a while...
PA: If you were a Harcourt Post-Keynesian, or a Kaleckian Post-Keynesian like yourself, do you
think that the Post-Keynesian world would be better without MMT? Or would it be better with it
under certain circumstances? That’s really what I’m trying to get at - does it add something that
might be worth having? Or is it so divisive that its contribution is less than its destructive aspect?
MS: I think its uses have been in terms of describing the relationship between the government
and central bank, and budget deficits, those sorts of areas. I don’t agree with all of the things they
look at but I think one could say that the endogenous money view coming from Kaldor and Basil
Moore, people like that, and indeed reflected to some extent in the circuitist analysis of Graziani,
had neglected those areas, and-over emphasised that it’s the commercial banks create money.
Maybe to some degree, MMT has gone in the opposite direction, maybe put too much emphasis
on the central bank. I’ve come to the view that if one is analysing parts of the budget deficit, then
many aspects of what would come with MMT you have to take on board - in order for the
government to be able to spend, the central bank has to be willing to create the necessary money
and, normally speaking, will do so. I think it’s important for those relatively simple points to be
taken into account, and then there’s more marrying up needed between the central bank money
that is created and the way the central banks operate.
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PA: And how would you describe the attitude towards MMT in the community you work within
currently? Do people talk about it much? Is it normally antagonistic? Do people have a somewhat
ambivalent attitude to it in your current working environment?
MS: I can certainly point to a certain amount of antagonism! I think on the whole, at least in the
sorts of conferences I go to and those sorts of areas, there’s not much attention paid to it. I think
mainly people are much more interested in the overall workings of the financial system and
monetary system.
PA: That’s the general view I’ve got across my interviews.
MS: I think if we’re talking about, say, fiscal policy, that is, in some sense, linked with that. I’m not
sure how much I’m pushing my own views onto this, but I think the main focus would be on the
size of the budget deficit, what its effects would be, rather than on how precisely the government
expenditure is initially financed. So, in that sense, I suppose it’s almost taken that if the
government wants to spend, the central bank will provide the money; we’re much more interested
in what the effects of the overall budget deficit is and how that fits into the central balances, that
side of things.
PA: My final section is a bit wider - in a nutshell, how would you describe your approach to
methodology, on any level? Is it explicit, implicit, very important? What would be your view?
MS: It’s not explicit. I think Fred Lee used the term ‘empirically grounded theorising’, something
like that - this sort of interaction between looking at stylised facts and then theorising on the basis
of them and to some degree going backwards and forwards. To some extent it can have overtones
of perhaps being rather positivist. I don’t have strong methodological views, but if I had to say
how I go about doing something - I’m just thinking of something I’m trying to write at the moment,
something I was asked to write a report on, and how to go about that - well, there’s an element
related to first bringing in certain preconceptions, then there’s this interplay of what people
consider the evidence to be and how I understand those views. However, proceeding that way is
not a very clearly definable procedure...
PA: Many people don’t have a definitive procedure, so that’s fine. And the last area is on pluralism
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- do you think pluralism is important? In all its aspects, in some of them? What’s your view on
pluralism?
MS: If I had to say what I practise, it would be more the theoretical pluralism (if not the
simultaneous use of different theories, at least the use of different theories in different contexts).
That is partly based on the view that I don’t see that there is currently an overarching theory that
would cover all of economics, so if I were looking at issues that were maybe more micro in
orientation I’d be looking at it from a different theoretical perspective than if I were looking at more
macro issues. There will be overlaps between them, and I’m not really interested in the
relationship between a micro and a macro approach, but one would be bringing different
theoretical perspectives depending on the circumstances. It [my methodology] is more in the
direction of theoretical pluralism.
PA: This is a very difficult question to narrow down, so you can interpret it however you like - do
you think a heterodox paradigm exists, or could exist? Do you think there’s enough scope for
heterodoxy to work - while maintaining their distinct fields - together to constitute a paradigm,
however defined?
MS: I suppose, on the whole, I don’t think we’ll ever arrive at a situation where we’ve got a single
theoretical paradigm, which reflects a manifestation of ‘physics envy’. Instead, it will have to be
developed or amended or whatever [to reflect a range of perspectives]. Also, because economies
and societies change, so at least the precise analysis will be changing. I think, in the main, I’m
struck by the sense in which there’s quite a range of people within the Post-Keynesian, Kaleckian,
Marxian traditions who are at least able to speak to each other. I think there are some aspects
where they don’t - for example, theories of value - so there are kind of subgroups within that. But
on the whole, I think we’ve been better over the last few years, we’ve been in much more of a
situation where people have been able to talk to each other and, on the whole, respect each other.
One of the areas I’ve just been working a lot in is financialization. Now, within that subject one
can identify what the contributions of different disciplines are, and broadly speaking what the
views of Post-Keynesians are, and what the views of Marxians are - and they were different. But
I think people talking to each other and appreciating what the other groups are doing, is key. I
think about communication at that level, rather than thinking there’s some sort of overarching
common paradigm we can all adhere to.
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PA: That seems more or less the consensus view. Anyway, Malcolm, many thanks for the
interview. It’s been one of the most interesting!
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xvi.

R1 (19) Professor Willi Semmler: Interviewed by Skype, 25 October 2018

PA: What field of economics do you consider to be your specialty?
WS: My research area is macroeconomics. I focus on dynamic theoretical and empirical
analysis, with a particular emphasis on the US and European economies and how financial
markets impact their real economies. In addition, I’ve recently become more involved in the
macroeconomics of climate change.
PA: Are there any issues that are a particular focus of your work currently?
WS: Yes, I think there are a lot of big topics now in macroeconomics. Big questions have earned,
let’s say, an interest renewal after a long time period marked by the predominant research on the
micro foundations of macroeconomics, when macroeconomic topics per se seemed to have
disappeared. Nowadays, issues such as globalisation, inequality, the long run impact of the
financial crisis, the environment and climate change and climate economics in general represent
the new burning topics in macroeconomics. In addition, macroeconomics of resources – i.e.
whether we’ll run out of resources or not - and resource boom-bust cycles also illustrate this
renewal. Other challenges to be mentioned are the uncertainties that labour markets face, given
the development and phasing in of new technologies that challenge not only employment security
and labour unions but also other labour market institutions. In a sense, Post WW2 labour market
institutions are in decline as the debate around the welfare state illustrates. And why is it so?
These are all important macroeconomic topics and we – as macroeconomists - have a lot to do
there!
PA: How would you describe the underlying axioms or principles of your way of doing economics?
WS: I would describe my approach to macroeconomics in four points. First, in terms of principles,
I probably don’t rely much on the micro foundations of macroeconomics in the different areas
where I do my research. At the University of Bielefeld [Germany], with colleagues there, I helped
to build up Keynesian-oriented macroeconomics. This strategy says we need to first look back
into the history of economics, and the work of macroeconomic theorists, to understand dynamic
macroeconomic interaction and mechanisms of earlier times and try to discover what really
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produced instability or destabilising effects. For example, we looked at the discussions
surrounding the Keynes effect, the Tobin effect, the Hicks effect, the Fisher debt deflation effect,
and such kinds of macroeconomic constructions where macroeconomies become stabilized after
shocks, or mechanisms which produce significant instabilities (aftershocks) and why economies
may fail, as Kindleberger and Minsky have demonstrated, to quickly return back to some steady
state.
Second, I would probably consider myself as someone moving away from micro foundations and
back to the history of macroeconomics. The big macroeconomic thinkers never really thought in
terms of microeconomic foundations. It is worth going back to the tradition of classical political
economy as well as Keynesian and Post-Keynesian thinking -- from Keynes to Robinson, Kaldor,
Kalecki, Pasinetti and so on. These economists were all doing the type of macroeconomics rooted
in historical, structural, and institutional analysis, without over-emphasising micro foundations.
The third point is moving away from DSGE models – i.e. general equilibrium models with an
infinite time horizon, shock-driven cycles, mean-reverting behaviour and the Ramsey path as long
run steady state (even in most recent versions though one allows the macro variables to move
further away from the steady state, but then they move back to some equilibrium). I say this
because I’m also sometimes using multi-period models, intertemporal models, but with shorter
time periods that, however, allow for instability, multiple equilibria, severe financial market driven
recessions, but also major disasters, stagnation log-ins, and poverty traps. I am oriented toward
such a framework, because this is a shortcoming of Post-Keynesian work, inasmuch as I feel that
they don’t work much with multi-period models - they mostly focus on one-period models or static
models.
The fourth point is that I want to bring the model to the data and do empirical macroeconomics.
The multi-period models and the regime change models should be estimated with some new
econometric techniques, such as regime switching models and nonlinear econometrics to study
whether or not there are different regimes in macroeconomics and how monetary or fiscal policies
may have different effects in the different regimes, for example in booms or recessions.
So, there would be those four aspects I would stress in macroeconomics.
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PA: I interviewed Roger Farmer and he spent quite a good deal of time talking about this - I
wonder if you’ve have collaborated with Roger at all?
WS: I’ve known Roger for a long time. We met first when we attended a conference in Italy that
was organised by the University Institute in Florence. I like his innovative ideas, particularly his
idea about indeterminacy. Numerous younger French and US economists have followed this up.
I think, however, he puts too much emphasis on the flexibility of prices, as he aims to obtain
Keynesian macro features by incorporating in these models’ prices flexibility. I’m not sure if this
empirically holds true. Price stickiness - especially the slow adjustment of nominal prices and
nominal wages - was already discovered in the 1930s by Hitch and Hall [1939]. It was also
supported by numerous empirical studies. To some extent, it is this that gives a solid empirical
basis to a Keynes’s view of macroeconomic dynamics. Thus, what the New Keynesians have as
a theory of sticky prices was actually very well-known in the 1930s. Roger turns this around and
says “Well, no, we can reconstruct Keynesian theory with flexible prices,” but I don’t know whether
one can find the right empirical basis for this approach. The whole approach of Farmer and others
has been productive; they’ve produced some new theoretical contributions. They criticize the use
of the concept of a unique equilibrium and they consider the possibility of multiple equilibria and
continuum of equilibria. Thus, the dynamics depend on initial conditions and it could be quite
complex. I think he [Farmer] brought in something new, with quite some impact on policy designs,
yet I consider that his defence of the theory of flexible prices does not look well-founded
empirically.
PA: What are the right roles for history and mathematics in economics? You can refer to your own
work if you wish.
WS: I’m a fan of both, as you probably know from my work. The work of classical political
economists like Smith, Ricardo and Marx showed us when markets might and might not work.
History is important, and history in the 19th century, especially. Marshall was an important figure
in political economy, who did some important work on the history of industry and he already dealt
with multiple equilibria. Then we have the history of the study of the market economy in the 1920s
and 30s, like Pigou, studying the extensive external noncontrollable effects – i.e. negative
externalities. This leads one to the contemporary work on environmental economics and the
economics of climate change. Also, since the 1930s, important theories have been developed
concerning macroeconomic dynamics and mechanisms – e.g. Kaldor, Kalecki, Pigou and Keynes
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himself. They demonstrated how macroeconomics -- not as general equilibrium models, but as
real economy actually works. They studied how the distributional forces interact with the dynamics
of the macroeconomy. They also studied how downturns and severe crises could actually be
avoided through economic policies and state intervention. The history of economic thought plays
a very important role in my thinking.
When we turn to the second aspect, I think the formal use of mathematics has been overemphasised in the past, in particular, specific types of mathematics -like set theory, nonlinear
system dynamics and the role of policy decisions affecting the dynamics. There was a criticism of
standard economics that came up after the crisis of 2008-9, and it turned out that mathematics
has mainly been used to prove the existence of equilibria, under very restricted economic
assumptions. Mathematics is a useful scientific tool for economists if it is used in a very precise
and limited way. It is useful for structuring theory and to consider the interaction of relevant
variables, it helps empirical research to bring theory to the data and helps to understand economic
dynamics, particularly out-of-equilibrium dynamics. Mathematical techniques are useful in
understanding non-linear dynamic phenomena. Indeed, the Society for Nonlinear Dynamics and
Econometrics emerged in the US in the late ‘90s and many of us supported this new direction in
economics. In fact, there are quite a number of non-standard mathematical techniques that are
useful in economic dynamics, such as dynamic system theory, bifurcation theory, cycle theories,
complexity theory, persistent cycles such as limit cycles, for example, and this proves useful for
understanding the real macroeconomy; its boom and bust cycles, as well as crisis and disaster
episodes. In non-linear econometrics one can test and estimate many of the above-mentioned
directions of theoretical research. For example, in regime shift econometrics one can study what
happens – and the effects polices may have - in, say, the phases of recessions or booms,
prolonged recessions and stagnations, with connection to the data. As I said, I’m a fan of both,
history of economic theory as well as mathematical modelling in theory and in empirical work.
PA: I’ll move onto monetary and fiscal policy. The first question is on the state (Knapp) and credit
(Innes) theories of money - are you familiar with these theories? If you are, do you support them?
WS: I think you are referring to endogenous money theories like those associated with Basil
Moore and earlier writers. I think we should make reference to James Tobin, whose analysis was
very insightful on this matter. I think the main problem with this endogeneity idea -- of banks
creating money -- is the neglect that banks are operating under enormous constraints. The
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endogenous money advocates claim that banks are free to increase the quantity of money.
However, given that banks operate under significant constraints such as balance sheet
constraints and market constraints and, having some risk perception, they have to evaluate the
creditworthiness of customers (by looking at collateral values, low income, unemployment etc.),
credit and money expansion are not as straightforward as the advocates suggest. There are
constraints on both sides of the credit market – supply and demand of credit -- and it would be
wrong to say that it is easy for banks to do whatever they want. This view is somewhat misleading.
Yet, obviously, those constraints can and have been lifted, though monetary and fiscal policies,
for example trough credit easing and credit guarantees, in disaster periods such as the financial
market

meltdown

of

2008-9.

PA: Having said that, do you still consider that the money supply is determined endogenously?
WS: Yes, money is created endogenously, but banks still face significant constraints when
creating money, though, as also discussed above, they can be lifted.
PA: In terms of interest rates, do you think there’s any disconnect between theory and practise?
And do you think that central banks, in countries that issue their own currency like the UK or USA,
could control the whole risk-free yield curve? I know their usual practice is just to set the shortterm rate, but could they control the whole yield curve if they wanted to? And if they could, should
they?
WS: Actually, I have worked recently on this problem with an IMF team (the Independent
Evaluation Office, IEO), on a project on unconventional monetary policy. My experience in looking
at the data, and particularly the experience of QE, is that central banks can drive down yields on
the long-side, meaning the yields on long maturity treasury bonds (and to some extent on
corporate bonds as the ECB in the Euro area was attempting). By the way, there are also means
how to do this directly. In Japan, when the ten-year yield goes even a little above zero, the Bank
of Japan intervenes and buys state debt. So, there’s a clear influence on the long end of the yield
curve.
On the other hand, there are clearly market forces on the domestic and international side, which
may counteract this policy intervention; therefore, the central bank cannot completely control the
yield curve. QE policy may be successful in bringing down yields of long maturity bonds by, say,
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1%. It’s clear they can control short rates and have brought those down to close to zero in the US
and Europe, but controlling long rates, or the yield curve as a whole, is a different matter, because
there are numerous different influences on the yield curve. The central banks (in the US and in
Europe) have temporarily produced a flat yield curve but there are other forces at work, such as
risk premia, the inflation rate and expected interest rate changes, sovereign debt management,
which may drive the yield curve back up. It’s obviously harder to control the yields at the long end
of the yield curve.
PA: What would you understand by the term ‘heterodox economics’? And which groups of
economists would you personally classify as heterodox?
WS: Out there, there is (if you’d allow me to use an analogy) elephant zoology -- in this context,
mainstream economics - and non-elephant zoology, heterodox economics, which in this context
is much more heterogeneous. Heterodoxy includes Schumpeterian evolutionary economists (I
know and work with some of them) and there are the agent-based modellers (whom I’m familiar
with from my days in Bielefeld), and the Keynesian and Post-Keynesian schools. Some of these
groups disagree with each other quite a lot. Other groups that are interesting follow the work of
Minsky and Kindleberger, who bring into macroeconomics a better understanding of financial
markets, and its interaction with the macroeconomy, taking into account the work of Irving Fisher.
This has also become a very heterodox stream of economists. I have written a number of papers
which reflect Minsky’s and Kindleberger’s views featuring the role of credit, asset prices and
business cycles. Then of course there is the new historical school and the institutionalists in
macroeconomics - and then there are the Sraffians, who concentrate very much on the early time
of the history of economic thinking, for example on Ricardo. Overall, the crisis of 2008-9, and the
prolonged recession surely triggered some paradigm shifts and subsequent research provided
significant theoretical and empirical support for heterodox thinking – and to some extent, I support
all of them, so let’s see what’s coming out of it in the long run.
PA: To what extent do you think these schools hold compatible or even complementary views,
generally speaking? To what extent are these ‘non-elephants’ similar to each other, using your
analogy?
WS: I think that the historical elements of heterodoxy and the institutionalists provide some sort
of bridging between these schools. My work at the University of Bielefeld has put some emphasis
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on heterodox non-linear dynamic macroeconomic systems, which links in with Keynesian thinking,
and indeed, I am appreciative of many other aspects of Keynesian thinking. In a sense, the
success of all heterodoxy is only as good as the people involved in carrying it out. Some
innovation has been very productive, whereas others, not so.
PA: And do you still teach undergraduates as well as postgraduates?
WS: Yes.
PA: And within your department and in the wider community, how do people view heterodoxy? Is
it supported or ignored - is it a positive environment for heterodoxy where you are working?
WS: There’s a traditional support for unconventional and heterodox economics at the New School
– for instance, Keynes taught at the New School in the 1930s, Lerner, Lederer, Marschak and
Modigliani were central figures at the New School for Social Research. Other great figures from
Europe also taught at the New School, such as Julius Gumbel who developed the statistics of
extremes (extreme value theory) and worked on the mathematics of Marx. In fact, very productive
debates on value theory came out of the New School, which has been very open to continental
economic theory since then. Joan Robinson, Nicholas Kaldor, Luigi Pasinetti, and Wasily Leontief
– among others - are established great figures in the New School, so this is naturally a place that
has developed an unconventional and heterodox tradition. In our undergraduate teaching, we
also stress the importance of the history of economic thought and we also consistently discuss
new directions in economics.
PA: And if you look at the global financial crisis, what do you think was its impact – if any - on the
mainstream view in economics? Did it disprove it in any way? And what’s been the mainstream’s
reaction?
WS: In principle, I think the mainstream was an economic theory for a “good-weather economy”
–namely, when one is close to some steady state, and the need to adjust only to small shocks,
implying that there will be mean-reverting and the economy moves to a new equilibrium
represented by some kind of Ramsey path. However, in most economies, we had major persistent
shocks and we have moved significantly away from some average growth path, ending up in what
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some have called a secular stagnation. We seem to have moved, after the great recession, into
a prolonged period of recession. DSGE models do linearization around a steady state - as maybe
justified by the “good weather economy” idea -where one can use mean-reversion and autoregressive processes, and one hears economists saying: ‘OK, there’s been a shock, but we’ll
move back to equilibrium soon.’ I think this confidence has been shattered. There are
nonlinearities, setting in motion amplifiers after large events, and multiple equilibria, and one may
stay in a bad one, or in poverty traps, for quite a while. This gave an opportunity to heterodoxy,
and a number of economists, including Krugman, and others, to pick up on Keynes again. I feel
that the development of unconventional and heterodox economics has been part of the reaction
to the economic crisis of 2008-9. One also saw that a larger number of universities and institutions
are prepared to accept non-conventional thought now. I do some research with multilateral
institutions – e.g. the European Commission, ILO, IMF, World Bank and ECB -- and they are now
much more open than in previous times.
PA: So, do you think there’s a bit of potential then?
WS: Yes, but the DSGE modellers are also behaving a little more carefully and allowing for more
out-of-equilibrium dynamics, and more heterogeneity regarding households, firms and
institutions. Also, regime change modelling and econometrics is in. Roger Farmer was one of the
modellers who wrote very early about ‘regime change’ in general equilibrium models. Now general
equilibrium modelling has taken on the idea of large shocks (to technology, preferences,
knowledge, and financial markets), so the GE modellers themselves are also allowing for nonequilibrium dynamics or dynamics far away from some steady state. How long it will take for the
paradigm’s hold to weaken, or what the impact might be - that’s hard to say. Predicting the
creation of future knowledge is a very hard thing to do!
PA: Very hard! My next section is on Modern Monetary Theory. Firstly, are you familiar with MMT’s
operational reality, or the so-called ‘taxes drive money’ approach?
WS: I’m aware of the work of my colleague, Edward Nell, in this area. I’m a little sceptical that
policy can be carried out in such an unconstrained way [as MMT might be suggesting]. OK, you
can say that government spending comes first, and this affects the balance sheets of the banks.
However, the signals that are picked up in the financial markets about future asset prices, returns,
yields and sustainability of public debt, and in particular, about risk premia and the yield curve,
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pose potential constraints for monetary policy and credit flows. Perceptions on the government’s
actions are indicated in the yield curve and in the risk premia. Therefore, I always tend to consider
that the potential behaviour of financial markets does impose some financial constraints. The next
step, then, is to put some constraints on the financial markets though some more regulation. But
the attempted regulations through the Dodd-Frank Act seem to be rolled back now.
PA: From an MMT perspective, a Eurozone country such as Italy is a currency-user and it does
have to fund spending by taxes and borrowing, therefore it is operationally subject to financial
constraints. On the other hand, the financial market’s power is much more limited when a country
issues its own currency, such as the UK or the US. What’s your view on this?
WS: Yes, I would agree that the ECB is much more constrained than other national central banks,
for fiscal and political reasons. The ECB could have done more, for example, to bring down Greek
bond yields at the long end earlier through purchase of Greek Government bonds or accepting
them as collateral, as Orphanides argues. However, the fiscal and political constraints, especially
exerted by the Germans, prevented the ECB from doing more. The institutions that exist in this
complex world prevent the ‘good theory’ from being translated into ‘good policy’ in the way we
might expect. Ways forward are discussed in Europe but returning back the Euro zone into nation
states with their own currency is, however, not a feasible way out, it will only end in turmoil and a
‘valley of tears’.
PA: If the US government buys, for example, a nuclear submarine from a private contractor, what
would be the balance sheet effects on the bank which holds the account of contractor and the US
Treasury’s account at the Fed?
WS: I am familiar with the analysis which looks at the effect of government spending on balance
sheets. The key point is the multiplier effect. The contractor receives some pay and will be able
to increase spending on investment and salaries, which will generate extra spending in the private
sector. These effects will be more important in recessions than booms – thus we have a regimedependent multiplier effect. The extra deposits will increase the bank’s liability side, but this will
be counterbalanced by extra loans on the asset side. However, banks are constrained, particularly
in recession, by their own constraints, and by the creditworthiness of potential customers
(households and firms). When economic conditions are not favourable, banks may reduce lending
or raise standards required before loans are given. These factors must be considered when
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analysing these mechanisms. In a paper I wrote with Stefan Mittnik [2013], we discussed the
potential for expansionary policies in recessions as opposed to booms. In addition, we need to
consider the different effects of the multiplier in open and closed economies; in the former, the
leakages

would

obviously

be

much

greater.

PA: How would you define quantitative easing in a sentence?
WS: Quantitative easing is the shift of private asset-holdings to the central banks’ balance sheets
- it could be long or short-term Treasury bonds, mortgage-backed securities, and corporate bonds
(as in the Euro area), etc. The idea is to drive down bond yields – through some de-risking of
assets--to encourage financial institutions to buy private sector financial assets which had
potentially higher returns. So, as Minsky would say, the QE policy can be characterized as a derisking policy of privately held capital assets. But this policy implies a considerable reduction in
the cost of capital by firms when investing and build up new capacity, and also affects household
spending positively.
PA: Controversially, MMT likes to consolidate the Treasury and the central bank as a pedagogical
tool - what do you think of this approach?
WS: I don’t think this is a good idea because of the global and national institutional arrangements
in the real world. The central bank should be considered as having its own balance sheet, and
policies, separate from the Treasury and considered as acting independently, the institutional
structure should be kept s distinct. The problem however is, that central banks mainly care about
their own constituency, and instabilities arising from vulnerabilities across countries are not taken
care off. Moreover, fiscal authorities should be, at least usually, democratically elected and define
priorities for public purpose and are supposed to decided long run public investment needs.
PA: The Job Guarantee (JG) or employer of last resort is a major MMT policy initiative - what do
you think of this idea?
WS: On the employer of last resort, I’m partly sympathetic. My colleague, Edward Nell, was a
great proponent of it. Dimitri Papadimitriou (a former New School PhD) has written on this
particular issue and was also a Minister of the Economy in Greece. In downswings and big
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recessions, scope opens for this policy. On the other hand, in a modern economy, you have
thousands and thousands of different skills required (in manufacturing, in service, in finance etc.)
- and is one saying then that the state now has to replicate jobs for those skills in order to able to
employ them? So, this is a very difficult task to fulfil, but the state could do two things. First, it
could provide basic job opportunities. I think that this is a good policy to pursue as a temporary
measure. Second, the states could also engage in industrial policy – also in green industrial policy
or what came up in the US as the Green New Deal -- to encourage new promising lines of
business and new skill provisions for those new tasks. I have some sympathy with the policy, but
I am sceptical about the idea that the state should simply replicate all the jobs existing in the
private sector in order to operate as some kind of ‘job guarantor.’ This probably would not work.
Moreover, that state should do this coordinated with unions in order to shape the directions of
the development of new enterprises and new jobs for example, jobs related to the environment
and protecting the climate.
PA: Do you consider MMT as being a part of Post-Keynesianism or as a separate school within
heterodoxy? And finally, in in this section, how would you describe the attitude towards MMT
amongst your colleagues, past and present?
WS: I have some colleagues here at the New School and in Europe who are working in these
areas. On a related theme, I recall Paul Davidson talking on the government’s ability to spend
itself out of recession, but I always feel that the crucial importance of constraints needs to be kept
in mind. If one attempts to spend oneself into heaven, one first spends oneself into debt! But, of
course, after large shocks, for example as the Great Recession was, extensive fiscal expansion
or money and credit creation through central banks is strongly needed, in particular, to avoid long
deflationary periods and create upswings by increasing effective demand.
PA: What’s your general approach to methodology? And is it explicit or implicit in your work?
WS: I would say that there are many key issues, such as the ones we’ve mentioned - inequality,
globalisation, climate change, proper public provision through a public budget, providing a
sufficient health care capacity against health disasters, new challenges for the labour market, new
fiscal and monetary policy thinking etc. Each issue may demand a different approach, for
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example, linear or non-linear techniques, so in that sense, I’m very pluralist. I favour the idea of
using many methods to address problems. It all depends on the context.
PA: And on the issue of pluralism, can you elaborate on that support?
WS: When I consider the different directions taken in heterodox economics - evolutionary
economists, Post-Keynesians, ‘Minsky and Kindleberger’ Keynesians, historical and institutional
schools, linear or non-linear econometrics. I would say let them all grow! Some have produced
very good results, others less so, in different circumstances.
PA: To what extent do you think a ‘heterodox paradigm’ exists or, maybe, only a loose
community? Is there enough scope for all these heterodox groups to work together?
WS: On the first question, the general philosophy should be to look at key issues, not
necessarily to be too paradigm-oriented, and to pursue progressive economics using different
methodologies. The insight of avoiding to narrow frameworks and paradigms is important,
otherwise there is not much progress in practice! One should be open to new to allow work on
these big topics in progressive economics. On the second, I’m not sure, but there is a chance, a
good chance, especially after deep economic crisis we saw in 2008 which will have lasting
effects on macroeconomic research.
PA: Thank you for that answer, Willi, and for a great interview.
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xvii.

R1 (10) Professor Anwar Shaikh: Interviewed by Skype, 15 August 2018

PA: Thanks for agreeing to the interview, Anwar. I’ll ask some questions, many of which are open
to many different forms of interpretation. First question: which field of economics do you consider
to be your specialism?
AS: Well, that’s a tricky question, because if you’ve seen my book, the point of my book is to try
to develop an alternative framework, and that framework moves from micro to macro to statistical
techniques. So, my interests are micro and macroeconomics, specifically money, growth,
business cycles, inequality, and a variety of development issues, especially international trade,
that’s something I’ve worked on a long time. I’m not simply interested in these as topics or fields;
I’m interested in them as expressions of a coherent framework. So, in every case, I’m interested
in them as an application of a framework, rather than something I just work on.
PA: How would you describe the underlying axioms or principles of your view of the world or your
view of doing economics?
AS: Well, I would say that the principles I have adopted are those which are common to at least
four great economists whose work I’m trying to show has a coherence, and that’s Smith, Ricardo,
Marx and Keynes. All of them say that capitalist accumulation is driven by profitability net of the
interest rate. For instance, Marx calls this profit of enterprise; Keynes calls it the difference
between marginal efficiency of investment and the interest rate. Expectations play a big role in
this kind of process, which I mention in my book, about reflexivity à la Soros; expectations
influence actual variables and fundamentals influence expectations, so in the end fundamentals
regulate actual variables. The key fundamental is profitability. Firms buy materials, machines and
hire workers with the expectation of profits, and pay out rents, dividends and interest. The resulting
revenue flows underpin the aggregate demand for inputs, investment goods, and consumption
demand out of wages and property income. At the same time, firms actually produce output
(aggregate supply) and earn actual profits. So, if there’s one fundamental axiom, it’s that instead
of there being opposing supply side and demand side theories, I argue that both sides are
regulated by profitability. I’d call my approach the profit side one.
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PA: That’s very interesting. Looking at history and mathematics, these are two aspects of
economic study the application of which can be quite controversial. How would history and maths
fit into your work; what roles would you give them?
AS: Coming from that tradition of these four greats, one thing you know is that their theory was
derived from an intimate and deep understanding of actual patterns. They’re not talking about
what a utility-maximising, rational expectations-led, infinitely-lived individual would do, or other
nonsense of that sort - nor are they talking about how that individual may not have perfect
knowledge or may be constrained - in other words, they are not simply trapped in the same biblical
framework. They develop their analysis from very detailed study of patterns. I’ve spent a great
deal of my life studying actual patterns and trying to show that the contributions of these four great
economists provide the foundations for a coherent base. What I consider good about that is that
they understand that capitalism is driven by profitability, because that’s what capital is driven by.
PA: That makes sense. If I move onto monetary and fiscal issues, to what extent are you familiar
with credit and state theories of money? And would you agree with them; completely, to an extent,
or reject them? What would be your view on these theories?
AS: I’m familiar with neoclassical and Keynesian theories, I’m familiar with MMT, I’m familiar with
the older debates of Marx’s times between the Banking School and the quantity theory [Currency]
School, I know Friedman’s work - so I would say I’m reasonably familiar with these arguments.
PA: And have you come across Georg Friedrich Knapp?
AS: I have.
PA: And what would be your opinion of his book, ‘The State Theory of Money?’
AS: I have a section on that in my book, because MMT claims these people as precursors. I don’t
believe that their arguments are either valid, or theoretically very good. Other people have made
criticisms of what might be called the étatist approach.
PA: Have you come across [Alfred Mitchell] Innes and his two papers?
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AS: Yes.
PA: Would you be similarly dubious about Innes?
AS: Yes, and the reason is that many people, including MMT people, take off from an opposition
to orthodoxy. In my opinion that is absolutely the wrong way to proceed, and the reason is that
the orthodoxy poses the question already in a particular way. If you set yourself up in opposition
to that way, you cannot break free from the original forming of the question.
If you look at Chapter Five in my book I start with the origins of money, and you’ll see that I’ve
read and cited all the major thinkers and both the theory and the empirical evidence. I make an
argument as to where money comes from and how it develops over time, at what point the state
becomes involved in it. The idea that it’s chartalist is, in my opinion, completely false. I think other
people have said the same thing – chartalism is a way to, sort of, magnify the role of the state.
Now, I understand why Post-Keynesians and possibly Keynesians - but not Keynes - might want
to magnify the role of the state, because from their point of view, the state is the regulator of
capitalism. If you say that the state invented and controls money, that it really is the key player,
then of course you’re giving power to the agency you hope to have power over someday. I think
that’s wrong.
PA: OK, but if you look, say, at Volume One of Keynes’ ‘Treatise on Money’, the famous chapter
where he says money is chartal - how would you explain Keynes’ contention that money is a
creation of the state?
AS: No, I think that’s not right; I think that’s an MMT interpretation of what Keynes said. Keynes
said that money is chartalist when the state controls money. He does not claim that money was
invented by the state - indeed, these things related Mesopotamia, these are fictions. As people
who study them, we admit we have no evidence of anything except some writings and regulations.
We have a lot of evidence about where money arose, thousands of years ago in India and China.
So, there’s a kind of Western bias, also, of selecting those things. I don’t think that Keynes was a
chartalist. Keynes calls money chartal when the state takes it over.
PA: So, it’s kind of a definitional term, rather than a historical term?
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AS: Exactly. And one of the things admirable about Keynes is he really knew history. He didn’t
know classical theory so well, in my opinion, because he certainly didn’t know much about the
classical economists and he hated Marx, so that prevented him from taking Marx seriously. Marx’s
style is a direct opposite of Keynes’ style; that’s a whole other thing. But I think Keynes developed
his understanding; as you know, the ‘Treatise of Money’ was something that he himself
subsequently had serious doubts about.
PA: Would you locate the origin of money more in commodity exchange than in a state, of some
form, naming a unit of account?
AS: Absolutely - but not just commodity exchange. That’s like asking the French, “Was French
invented when the state told you how to pronounce it properly?” Well, some French do actually
believe that, as a matter of fact - but any linguist would tell you that that’s an absurd idea.
Language arises out of the intercourse of humans. In the same way, money arises out of the
intercourse of humans when they reach the stage where they begin to exchange things. We have
a pretty good history of various things that indicate that the origins of money had nothing to do
with the state. In my book I show pictures of beetle legs, which are strung together and used as
money. Salt was used as money. These are not things that the state invented. In fact, humans
invented the state long after they invented money.
PA: OK, so you see the state as a later invention of human beings.
AS: Well, as an invention in different times and different places - but it’s certainly clear to me that
not banking, not money, not credit, not even determination of the validity of money, had anything
to do with the state until the state begins to intervene.
PA: Right, so you consider that they were pre-existing, if you like, social constructs which were
later controlled or affected by the state.
AS: Yes, of course the state does intervene. It does tell us how to do things. It tells us we can’t
dump garbage in the street. It tells us we have to have toilets and running water now, but that was
an invention that the state comes to - they didn’t invent toilets or what we need to do in toilets!
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PA: You are the only person I’ve interviewed I’ve really engaged in debate on the credit and state
theories of money; most either agree with them or haven’t heard of them!
AS: I’ve read money and credit very carefully because it plays a huge role in the classical tradition
- between Ricardo’s theory of money, and the Banking School of money, and of course reading
Marx, you are most puzzled - “What does he mean by this or that?” - because his manuscripts on
money were lost. So, I thought better a way was to go back and read the originals, but also then
to read the history of money. A book which I very much like is called ‘A Survey of Primitive Money’
by A. H. Quiggin of Cambridge University, an anthropologist - and she has no stake in the game!
PA: Was that book from the 1940s?
AS: Yes. It’s a lovely book, because it has great pictures, also, of different forms of money, that
she collected. No one’s ever going to persuade me that beetle legs were invented by the state - I
mean that’s simply not true!
PA: Maybe they didn’t invent beetle legs, but the state may have decided they could have been
money. You’re a very eloquent speaker, Anwar, we could spend the rest of the night discussing
the history of money; what I’ll do now is move onto the rest of the questions. Firstly, do you
consider the quantity of money in the modern world to be exogenously or endogenously
determined?
AS: I’ve always argued that it’s always been endogenously determined, not just in the modern
world, but in the old world - not because of the state, but because banks and credit precede the
state. We know that states didn’t invent banks! So the autonomy of banks comes from the
functions of money, the development of purchasing power.
PA: As a follow-up question, would you consider banks as being able to create money through
credit expansion, or would you see them as intermediaries between savers and borrowers?
AS: I’d prefer to pose the question differently: can banks create additional purchasing power? And
the answer is yes. It’s Keynes’ point - where does a multiplier get its multiplier effect from?
Because Keynes assumed that every increase of investment was funded by new bank credit, so
that’s new demand. So, that’s easy to establish, but that’s not the same thing as trying to define
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what counts as money or money proper. That interests me much less because we’re asking how
people purchase things; the state can create purchasing power, private banks can create
purchasing power and the state can enable that - but the state can also print money, it’s not a
secret! Any history of the state demonstrates that it can create purchasing power by printing
money.
PA: It’s quite interesting because when I talk to orthodox economists it seems apparent that a lot
of their models will just treat banks as intermediaries.
AS: The Bank of England model did not, at least until recently, have anything for money - no
financial intermediaries, even, in the BoE model of the UK economy. Now, how can that be? It’s
because the theory they come from has no role for money, let alone credit.
PA: Absolutely. I find some of the mainstream pre-crisis models pretty hopeless at representing
the world. Now, maybe they’re very slightly better, but, in my opinion, still hopeless.
AS: Phil, my problem is that getting better at representing the world from a completely fictitious
standpoint is like saying the church has recognised that there are fossils but it has a real problem
with fossils that are older than six thousand years old because their story can’t deal with that.
Money is like fossils older than six thousand years; you can make gestures towards it in the new
classical tradition but it has no intrinsic place, and that’s the difficulty. In the framework that I
believe to be the one we should use, money is there from the beginning. If you have commodities,
you eventually have also a special commodity, which is the earliest form of money. That develops
in a remarkably evolutionary way, but it’s there from the start. You can’t have things there for
exchange for very long without having to designate one or more of them as money.
PA: That makes sense. And how would you consider interest rates to be determined, in theory
and in practise? Is there a distinction between the two?
AS: Well, one of the things that I found very striking about the left and heterodox and orthodox
theories of the interest rate is that they’re so similar! The orthodox theory talks about a demand
for money and a supply for money, and the agents supplying and demanding it are not capitalist
entities, they are simply agents. And when Keynes moved to liquidity preference, or people move
from one domain to another, still the agents remain as individuals. In my opinion that’s
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fundamentally wrong, because the domain in which that takes place is very small compared to
the domain in which profit-making enterprises operate. If I said to you that something that’s for
sale has no cost of production and creation, then you could arguably say that the price of that
thing only depends on supply and demand. If the supply is not based on profitability, perhaps, as
Ricardo says, if it’s an old painting, you can’t create more of it – i.e. increase its supply. Its price
then depends only on demand. If it is high enough, people will give up some old paintings and the
demand is satisfied. Ricardo says that the classical tradition has no more to say about that than
any other demand and supply perspective. But now talk about prints, which are copies of
paintings. The cost of the printing has a fundamental effect on its price. That’s the classical
tradition.
My point for you is that interest is the same thing. It’s a price of credit - but if the supplier of credit
is a profit-making enterprise, then the price of credit is subject to the same regulation principles
as the price of prints. That means that the interest rate is profit-rate-determined. I show in the
book how you can explain things – for instance Gibson’s paradox, which was actually discovered
by Thomas Tooke well before Gibson - specifically, that the interest rate moves in line with the
price level (rather than the inflation rate). Well, if the interest rate depends on banking cost plus
normal profit, then if the price level rises the cost rises, so you expect the interest rate - which is
the cost-based price of something - to rise. I derive that in my book, along with the arguments and
counter-arguments of the orthodoxy. What strikes me very much about the heterodox tradition is
that it doesn’t have a theory of interest rates in that framework, it simply says the state determines
it, or liquidity preference determines it, and that’s still in the domain of the neoclassical framework.
PA: That’s a very interesting way of looking at it. A more technical question: do you think that, if it
wanted to, a central bank in a country like the US or the UK could determine the whole spectrum
of risk-free interest rates, not just the overnight rate? And assuming it could, should it?
AS: Well, let’s start with the ‘should it?’ I recently wrote a paper for something called the
Progressive Economics Group which is in England - you may be a part of it? - in which I made
the point that the first highly successful application of Keynesian economics was in Hitler’s time.
Policy reflated the economy, it reduced unemployment from a very high number to virtually zero
in a very short period of time. And then subsequently, in World War Two, many countries did it,
including the US. What was really interesting was that they didn’t get any inflation, they didn’t get
crowding out, they didn’t get any of the negative effects - and why is that? It’s because both Hitler
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and Roosevelt said, “We control the interest rate all the way up and down, we also control the
wages, and we control prices.” So, if you cut the loop between the stimulus of massive new
purchasing power, and the feedback effect on prices, wages and interest rates and, hence, on
profitability - then yes, you can get that.
However, in the post-war period, it was a period where they tried the very same things on the
stimulus side, but without cutting the feedback loop, and of course you got stagflation, inflation
and unemployment coming up, because profitability fell as wages rose under this stimulus, and
investment started to slow down, and thus, stagnation. Interest rates began to rise, also. So, the
answer is that the state can do it - but can a state do it without having a war to give it the authority
to do it. Technically, yes. But practically, socially? I would say no - except under extreme
circumstances.
PA: That’s very interesting. A central bank economist (who I won’t name) I have talked to in the
past was of the same opinion - he just said something along the lines of, “yes we can, but we
probably would want a balance of setting the short-term rate and letting markets do the rest.” In
other words, the same answer as you, but he said it in a more mechanistic way relating to the
capabilities of the central bank but not considering the history and theory the way you have done.
I’m going to move onto heterodox economics now. This is very much personal. What do you
understand by the term ‘heterodox economics’? Which groups of economists would you identify
as being heterodox?
AS: Well, I would argue there’s a pretty large range of heterodox economists. Let me give you the
schools first, because there are so many people and in so many schools and so many sub-schools
- but certainly in Keynesian economics you have Paul Davidson, obviously, one of the leaders of
that tradition, if you want to count Harcourt, Pasinetti, Garegnani, Graziani, and in the past and
certainly Joan Robinson, Harrod, Kaldor and others.
Then there’s Post-Keynesians. Geoff Harcourt told me that I’m a Post-Keynesian because I’m
heterodox and alive after Keynes!
PA: He’s a wit, is Geoff!
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AS: Yes! It’s quite a big school, certainly I know the big names like Godley, Lavoie and Dutt, and
the structure of those traditions and many others. I’m always afraid of naming names because
you leave people out. Then there’s Sraffians. Pasinetti, probably, is closer to that tradition, but
you have Schefold, Kurz, Salvadori, and many, many others who come from the Cambridge side
of that school.
Then there’s the Marxist tradition. Andrew Kliman as you pointed out, but there are plenty of
others: David Laibman, and again there’s always a risk of leaving out really big names, but I
always thought Ernest Mandel was a very big name and a remarkably sharp thinker. Then of
course there are schools that have to do with topics more than particular application, like the
‘patriarchy’ school, Heidi Hartmann, going back pretty far in the feminist tradition; race, William
Darity, a major figure in that, Patrick Mason. So, there are a variety of people.
Let me jump to your question on pluralism. For me, pluralism is a very great thing, because it’s
exposure to people of different points of view. I, as a department member for now forty-five years
in a graduate program, have always fought for pluralism on different topics - race and gender,
Sraffian economics, Post-Keynesian economics, Marxian economics - and we all teach
neoclassical micro and macro, so it creates a critical environment for people. However, that is not
the same thing, in my opinion, as what I call eclecticism, which is when you mix and match. If you
have a topic here that looks good, neoclassical, you use that; if you want a Post-Keynesian one
here maybe you throw in a little bit about class struggle, Becker’s model of marriage. I’m
completely opposed to that, because I think what that does is keep you within the orbit of that
church.
So, if you’re going to have a framework you have to be consistent in that framework, you have to
be internally and externally consistent. That’s what I like about neoclassical economics; that’s
what I like about Post-Keynesian economics, and Keynesians too, like Paul Davidson. But
unfortunately, there’s too much of this notion that people are ‘rethinking economics’, which implies
to me that they haven’t learned much about it in the first place and they’re reinventing in bits and
pieces, and I don’t think you can do that, I really don’t.
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PA: And do you think heterodox economists have complementary or compatible views, or do you
think they’re always destined to be uneasy bedfellows? They’ll meet at conferences but they’ll
always have their own agendas? Or do you think they’ve got scope to work on things together?
AS: Well, one has to say that neoclassical economists disagree on many things, frequently hate
each other anyway! Solow has terrible things to say about Lucas, Lucas has terrible things to say
about Keynes and Friedman and so on, and vice versa. Yet if you look at their theory, what unifies
them is their allegiance to a basic framework, a framework that was created in the marginal
tradition, that Samuelson sort of translated into mathematics and made fundamental - and they’re
all derivative of that framework. Even Stiglitz, who is an extremely progressive person, says
openly that the way you do theory is you start from that framework and you modify one or more
of its assumptions, preferably one at a time, to show that it mimics some form of reality.
This, unfortunately, for me, is also a major problem with heterodox economists. They think they’re
overthrowing neoclassical economics by modifying one or more assumptions. “So, cost curves
can be flat - the whole system is dead, from now on!” Or that there are economies of scale, or
whatever. To me, that’s expressing a commitment to the basic framework because your point of
view cannot be expressed without talking about how a different person would think. So, for me,
you need to break - in the same sense that Darwin does not anywhere refer to the church as the
source of his explanations. By the way, there were many church people who were dealing with
the same issues, who had to refer to the church and balance the two - same thing with Galileo
and Kepler, struggling to understand the movements of the heavens - even though they had to
explicitly have allegiance to the Church, in fact their heliocentric theory was the opposite of the
Church’s geocentric one. Then the question becomes, ‘Do we need to reinvent?’ Is it sometime
forty years in the future, after enough conferences and we’re still hoping something will emerge?
And that to me is a sign of how bad the education is on what it is that has already happened. We
have obliterated from our memory the structure of the arguments. What we have are quotes,
passages, political points of view and we are given those as crumbs we seize on, but we are not
allowed to study or bring out the underlying structure. One of the things we try to do at the New
School, and have done for forty years, is to expose people to the systematic character of different
points of view.
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PA: I see you’re a man who likes the idea of systems and frameworks and underlying structures;
I have a lot of sympathy with that, I believe that to be very important, myself. Even if we don’t
agree on everything, that’s very much the way I would be thinking. Do you think heterodox
economics, however defined, can be seen as a viable alternative to new consensus macro, the
DSGE models, the dominant force - is it seen as an alternative in the communities you work in?
Do people have hopes that it could ever do anything?
AS: Well, I think there is an alternative framework. I myself worked for many years on the Levy
macro modelling team. In fact, I ran the team for some time. I was a great fan and admirer of
Wynne Godley, who had a very strong point of view. I saw myself as an apprentice to him, so I
could understand how the best do what they do. I learnt many, many things from him but I would
also say, when talking of my macro modelling framework, that my macro model (should I ever
have the resources to build it - Wynne did it while he was at Cambridge and subsequently at the
Levy Institute of Bard College, both of which had resources that I don’t have) would be a macro
model in what I refer to as the classical Keynesian tradition. It would have a different character.
One very crucial difference is the idea that investment, which is the growth of capital, after all,
could be regulated by the profit rate net of the interest rate, and the dynamics of macro model
come from investment, which as Keynes points out, is at the heart of story. A detailed macro
model can have hundreds of equations - but it’s not the number of equations, it’s the framework
you start from.
PA: I get that. And first of all, would you consider yourself to be heterodox? And what’s your role
at the New School?
AS: I must say that I’ve had to fight for the space that I have, for a variety of reasons. I came from
Pakistan; the New School’s tradition does not normally include Muslim-born Marxists, it’s just not
the tradition, so in those early years there were very intense fights. I survived them with the help
of students, largely, but some faculty. I’m also not an American, I don’t consider America or the
West itself as the seat of all knowledge and culture... and that was also a fight because almost
everywhere the Left, though it talks about the world and all of that, every country thinks of itself
as representing humanity - and that’s a bad idea, generally speaking.

560

On the other hand, the things that held me there were some good colleagues - Robert Heilbroner
was wonderful to be around and work with; Stanley Diamond was a Marxist anthropologist who
was very good to me and good for my existence at the New School; younger colleagues who
came along who I worked with a lot over the years. However, the biggest thing was the students,
by far, because they came at that time from Greece and Turkey and Mexico and Colombia and
Argentina and Spain - so they weren’t just Americans, 60% of our students were from abroad. So
it was a very heterogeneous - it wasn’t just heterodox, it was heterogeneous. They came with
their political and theoretical traditions, their own preferences, so I learnt a great deal by fighting
for space. I can’t say that I was always grateful for having to fight for space, but in the end I had
to read and study many, many different things that I might not have had to do elsewhere.
PA: I see that, that’s very interesting. I’m going to talk about the global financial crisis - do you
think the GFC provided a lot of evidence to contradict the new consensus macro? If so, what
would the evidence be? And has it really affected the hegemony of NCM?
AS: Well, I think that DSGE models are terrible. They’re terrible from their micro-foundations,
terrible from their structure, they’re terrible for the fact that they don’t include not just finance and
credit and all that as intrinsic features, they don’t even include the heterogeneity of human beings.
So, the idea that you can model it [the economy] in this framework is, in my opinion, essentially a
religious activity. Now, you can always mimic the world and any good model can be adapted and
adjusted to mimic. That doesn’t mean that it provides any understanding of the underlying
structure. I gave a talk at the central bank, at the Bank of England, and I know there are people
there with the same feeling, but it’s a model that they inherit and have to work on. I don’t think
that it’d be any different than if you went to the Catholic Church at the time of Galileo and Kepler
and you asked good Jesuits and good thinkers who were concerned about how the world actually
operated, and studied math, and looked at the heavens and said, “How do you make a sense of
this?” They would struggle, and in the end they would say, “This is the doctrine we receive.”
I don’t think the economics profession knows much about or has any interest in what we call
heterodox economics, because we have been marginalised. However, that wasn’t always true.
There was a time when I went to graduate school when that wasn’t true. You could talk to Arrow,
you could talk to Baumol, you could talk to Samuelson, you could talk to Solow, and say, “Look, I
don’t agree with this, and I’m coming from Marx” - and they actually knew, they understood it!
Now, they don’t. It’s been erased.
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PA: And do you think this is a desire for purity on their part that means they want to put up a front
of ‘we all think the same way’? Is it to do with the sheer size of economics now; that the number
of heterodox economists is similar but the rump of economics is so big that they don’t get a voice
now? What’s caused this dynamic shift, do you think, over your career?
AS: No, I think it’s a political move, because it isn’t that students don’t want to hear, it isn’t that
there isn’t a supply of heterodox voices - it’s that they won’t let that supply into the hallowed
ground of major universities. I spent a year at Cambridge at the time of Joan Robinson and Kaldor,
they were all there, and Kahn was there; Wynne Godley was there - it was a different Cambridge.
Now, we didn’t get dumber, and in my opinion, they certainly didn’t get smarter, the orthodoxy,
but they manage to control everything. That’s happening in many parts of the world, by the way,
in religious institutions, in many countries where ideas are driven out because they are a threat.
The question is - how does heterodoxy break into it? In my opinion, we’ve been unsuccessful,
we’ve been locked out, and they have managed to keep us out. Yet, there is a rising tide of
complaint about the aridity of what is taught. One reason I wrote my book the way I did is I hope
people can see that you don’t have to reinvent everything, that there is a framework - not a
framework I invented, by the way, but one I excavated. It was there all along but we’ve been
taught to forget it.
PA: That sounds interesting. I’m going to ask about MMT. Most people I know are very much in
the MMT brigade, if you like, like Randy, Warren, etc - or they’ve not really heard of it. You’re
quite interesting because you know about MMT, but you’re not part of the MMT group. So, what
do you think about the MMT operational reality, which is its view of how the monetary system
works - that taxes drive money, bond sales are a reserve drain - all the apparatus of MMT, what’s
your view of it?
AS: Well, again, forgive me for referring to this book, but it’s a thousand-page book and there’s a
lot in it. I have a chapter on the origins of money, discussing people like Innes and Knapp and so
on, and others, by the way - but then in another chapter when I’m talking about Macro, I
specifically address the MMT argument. So, what is that argument about? One is that it is
constructed in opposition to neoclassical theory. This is something I really don’t like. It’s saying,
“Now I get a seat at the table, there’s nobody intelligent except me and you in opposition.” I think
it’s very much been constructed - I know Randy very well, I thought his first book [1990] was an
excellent book, one on money. It was very good because it talked about the history of money and
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different schools - but MMT began to increasingly focus on its distance from orthodoxy. I don’t
like that because it’s a trap, in my opinion. What is it about MMT that is valid? We’re talking about
fiat money. Now, everybody admits that the government can print money; it can take it out of
circulation, there are different ways to take it out of circulation. I think it’s a complete fiction that
taxes were invented, so to speak, to take money out of circulation. The history of taxation; the
brutality with which it was imposed; people throwing people into debtors’ jail because they failed
to pay their taxes; the history of the third world, where the West would come in and impose taxes
on other forms of money and literally brutalise and murder people - it’s an insult, in my opinion, to
talk about history in this kind of bland way, when the imposition of taxes and the imposition of
money has been long related to violence and colonial techniques and so on. The further obvious
point is that the US was founded by people who absolutely refused to pay taxes - and they had
no trouble printing money, because the first hyperinflation came from these same people. The
state couldn’t get them to pay taxes so it would said to them, “Here’s the money, we’ll pay it back
later with gold”, and ‘later’ never came. They couldn’t in fact withdraw the money in circulation by
taxation because they would have been lynched.
So, you’ve got this massive hyperinflation. That brings me to the second point of MMT: MMT is
really attaching this idea of fiat money - which is perfectly sensible, but in my opinion constructed
wrongly by them - the idea that the government can do anything it wants to take money in and
out through a variety of devices - but then it’s also attached to a particular proposition of PostKeynesian theory: mark-up pricing, the idea that lowest wage, which could be the ELR wage, will
be the basis of stacking up all the other wages. That’s just not true, in my opinion, not true
empirically and not true theoretically. So, the core is that MMT is Post-Keynesian economics of a
particular sort - Kaleckian economics, it might be called - attached to the idea of a fiat money
supply, in which the state plays a central role.
So, where are my disagreements? First, money doesn’t come from the state. Secondly, the state
can only go so far with taxation. I ask how many MMT people go up to Trump and say, “Look, you
don’t understand, taxes are a way of withdrawing money from the state.” How long would they
last? They wouldn’t last as long as Omarosa has lasted, I can guarantee that. Politically, people
understand that taxes fall on people and reduce their income and have all kinds of microconsequences, which you can’t get by doing a macro story.
Then the last aspect of this is the idea that the system is demand-driven, something I also
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disagree with. I have all these arguments in the book in detail. I don’t think the system is demanddriven in the Post-Keynesian sense; it is demand-driven in the Keynesian sense. What is the
Keynesian sense? Keynes says investment depends on the marginal efficiency of capital minus
the interest rate. Now, yes, it depends on the expected value, and those can go up and down we understand all that. He never says that expectation are just purely fantasies because your
expectations have to be ultimately related to the outcomes. So, in that case, I see this as a story
about capitalists. Capitalists don’t always get the profit that they want or even the profit they
expect, and if they don’t and they’re wrong on the downside, they get extinguished. If they’re
wrong on the upside and they get more than they want, then they get rewarded. So, you get this
dynamic of growth spurts and feedback and booms and then busts; it’s profitability that is the key.
Also, I don’t believe in mark-up pricing at all, and I don’t believe that wages are simply the basis
of mark-ups. By the way, Kalecki ran into this problem - if a firm sets the mark-up and the workers
struggle for money-wage, then the real wage is determined by the mark-up of the firm, and that
means that workers have zero say in their own real wage and wage share in the rate of
expectation. I happen to think that makes no sense empirically and no sense theoretically.
PA: I’m going to come to a very interesting question from my point of view, answered entirely
differently by all the economists. If you were to look at the central bank’s balance sheet and the
balance sheet of commercial banks and let’s say, for example, the US government bought a
submarine from a private contractor that was building the submarines, how would that be recorded
on those balance sheets? What would be the effects in the system? Or is that something you
wouldn’t think about?
AS: Here’s how I would approach it: it’s not a question of the balance sheet, it’s how it was funded.
Imagine that, as Galbraith says, for a bunch of years the revolution in Mexico was funded by
printing press, Pancho Villa literally had a device out of which he ran out sheets of paper money
- so if it was funded that way, it’s an injection of purchasing power to the economy and you have
to ask what the consequences are of that injection. It was funded by raising taxes, and reducing
purchasing power somewhere else, that’s a different consequence. I do not think you can tell from
the balance sheet of the state - you can tell from the balance sheets and individuals and banks
where the money comes from. From my point of view the key factor here is the injecting of
purchasing power.
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PA: If you were asked to describe the nature of quantitative easing in a sentence, how would you
do that from your structure?
AS: As I understand it, what it means is an attempt to control the price of bonds. Why do you want
to control the price of bonds? Because you want to control the interest rate.
PA: Interestingly enough, that’s closer to the MMT thing; most people just say ‘printing money.’
Even the central bankers say that, but when I give them an alternative definition which is that it’s
an asset swap, they agreed with that as well, which was interesting.
MMT as you’ll know tends to consolidate the central bank and the Treasury as a part of their
analytical method. Obviously, there are internal accounting procedures that exist within that, but
do you think that as a sort of tool for understanding things, is this a valid thing to do, consolidate
in that way?
AS: I think not. There are times when it is. I’m very sympathetic to that fact that at a theoretical
level you want to simplify the argument. But there are points when you don’t want to do that
because that particular simplification is no longer valid. So, you have to be careful. It cannot be
taken as a law of nature, clearly, it’s a law of practise - and then you have to look to see where
and when it is not a valid practise.
PA: What’s your opinion of the employer of last resort or job guarantee policy?
AS: Well, as a progressive I think it’s a wonderful idea, the idea that the state can provide an
offset to the unemployment created by capitalism - but, I have to say as it is structured now as a
Post-Keynesian, MMT framework, it won’t work. It won’t work because it misses some very key
points. First of all, the MMT framework - at least, this particular framework - doesn’t address the
impact on profitability. We know that Roosevelt created effectively an employer of last resort
through a variety of devices to provide employment at a time when, politically, the system was on
the brink of blowing up. He absorbed some of this massive pool of unemployed with activities and
so on. We also know that capitalists came to him and said, “What the hell are you doing?! You’re
teaching these people that they don’t have to rely on us. That means that we don’t have control
over their wages and we don’t control our profitability.” He stopped doing it for a year, until it
caused more problems, unemployment went back up.
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PA: Was that 1937?
AS: That’s right, 1937. And then he goes back to stimulus! By ‘39, the war effort has started, so
it’s covered up.
PA: I see! Because we’ve already talked about methodology, I’ll just ask you two final questions
- unless there’s anything you’d like to add, Anwar. Firstly, do you see MMT as being a legitimate
group, distinct but within Post-Keynesianism? Or do you think of it as different to that? Would you
see it as part of Post-Keynesianism, even though some Post-Keynesians like Tom Palley [2014,
2015a, 2015b] don’t like it? Or do you think they’re too different to be characterised that way?
AS: They’ve carved out their distinct space, in my opinion. I know all the big players, and many of
the small ones. I think they’re a school in themselves. They have very many important points to
make, in my opinion, and I think they’re different from the others. They’re different from those of
the Keynesian tradition, like Paul Davidson, my old friend Wynne Godley, differ from Pasinetti so yes, they’re distinctive. They’re within the heterodox tradition. In my opinion they’re also in the
Kaleckian tradition, because of their reliance on mark-up pricing, and all of that. I don’t see
anything bad about that, but it’s distinctive, they have put together pieces of arguments.
PA: And within the school or the community of people in which you work - you’re obviously very
knowledgeable about MMT - but what’s the attitude at the New School, or people that you meet
outside of that? Are people familiar with MMT, have they heard of it? What’s their view of it?
AS: I think many of our students have heard of it, not only from me, but other faculty. We have
people like Mark Setterfield who teach economics. Randy has come down and given lectures;
Warren Mosler has given lectures. Individual students are fans of it; we have it on our reading
lists, so that students are exposed to it. The conferences, University of Massachusetts at Amherst,
New School, Utah - there’s always an MMT faction or group. So yes, I think people are familiar
with it.
PA: And my final question, really, is a very general, kind of philosophical question - to what extent
do you think a heterodox paradigm exists? You can define ‘paradigm’ in any way you want; take
that question in any way you want. Is there a heterodox paradigm; could there be? What would
be your view?
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AS: I think, if you look at the Kaleckian tradition, it has certain intrinsic features which constitute
a paradigm: the whole ideas of monopoly, mark-up pricing, workers determining nominal wages
and inflation coming from the bottom up. Those are characteristic features. The idea of the
paradox of thrift - these are built into that framework. So, would you call it a paradigm or a coherent
framework? I think it’s a coherent framework. And it stands distinct from neoclassical economics.
It also stands distinct from what might be called the ‘classical Sraffian Marxian framework’, which
focuses on profitability, on competitive pricing, on the idea that the wage is determined by a
struggle between workers and capitalists and is therefore not given by the monopoly power of
capitalists - and in fact doesn’t even rely on monopoly power. I am closer to that line, because I
believe there is a coherent framework which is not Post-Keynesian in that sense. Now, as Geoff
Harcourt said, I am a Post-Keynesian from his point of view because I still rely on Keynes, right?
Yes, so in that sense I am proud to be a Post-Keynesian! But the classical element, and the
dominance of profitability over our lives in finance, in employment, in macro and micro - this for
me is a very important thing, and I consider it to be a different school, or paradigm, different from
the neoclassical, and different from the dominant schools of heterodox economics.
PA: Well, Anwar, many, many thanks. It’s been a great interview.
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xviii. R1 (18) Professor Englebert Stockhammer: Interviewed face-to-face, 22
October 2018
PA: Many thanks, Professor Stockhammer, for having this interview with me. What field of
economics do you consider to be your specialism?
ES: Within economics, it’s macroeconomics - I have worked on demand regimes, multipliers,
determinants of unemployment, effects of income distribution on demand.
PA: And what are the axioms or principles underpinning your view? Could you pinpoint them?
ES: In terms of economic paradigms I’m coming from the Post-Keynesian side. It is one wherebecause of fundamental uncertainty - social norms, other-regarding behaviour, herd behaviour,
are important, and where social institutions and social classes play an important role.
PA: And to what extent does history have an important role to play in your work?
ES: Conceptually, in Post-Keynesian economics, it does play an important role, in the sense that
Post-Keynesian economics regard economics as essentially a part of the social sciences, as
opposed to a purely deductive or axiomatic theory. But also, specifically in my work on
unemployment, there’s the notion of hysteresis, of path dependency, so I’ve worked on models
that give rise to path dependency, in particular in the unemployment rate, but as a consequence
in growth itself. I’ve also worked with economic historians and I’ve done work on essentially
historic macroeconomic estimation analysis.
PA: Many economists say that economics has been ‘over-mathematised’ - would you say maths
has a role? If so, how would you use it in your work?
ES: It clearly has a role. A lot of economics is about quantitative relationships - whether or not
demand equals supply, how prices change, how growth rates are determined - there clearly is a
role for quantitative and mathematical analysis. I’m actively using mathematics in developing my
thoughts and at various points found them useful because once you put something into equations
and have to analyse, say, conditions for stability, the emergence of cycles or something like that
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you reach a point where your intuition doesn’t get you as far, it tells you something different from
the mathematics.
Clearly, there are benefits from it, except economics has gone too far along the way, in the sense
that non-mathematical arguments, non-econometric, non-empirical work is not taken seriously
anymore. Indeed, this is, to some extent, plainly ridiculous - or, more neutrally put, counterproductive. It’s a particular challenge for non-mainstream economists, because we, in a way, have
to balance that- on one hand- we do want to reach ‘a not only mathematical’ understanding and
analysis of economics. On the other hand, we do want to have, in principle, a similar extent of
rigour as the mainstream. In my view, the real issue is not the degree of mathematisation, it’s
really the rational optimising behaviour microfoundations that is the big dividing line. There are
several highly mathematical non-mainstream economists - think of Peter Flaschel, who is actually
a mathematician by training, but he also can’t get published in mainstream journals. It’s really not
about how much maths you’re using, it’s really about which sorts of models are acceptable.
PA: That’s very interesting, thank you. I’m going to move on now to monetary and fiscal issues.
In terms of the state theory of money (particularly Knapp) or the credit theory of money
(particularly Innes), are you familiar with these theories? If so, would you support them? Would
you say that you don’t support them, or are they theories that you haven’t particularly looked at?
ES: I’ve looked at them and consider they play any important role in Post-Keynesian economics
these days. I do think that there’s a fundamental truth to them in the sense that the state plays a
vital role in money creation in a qualitative sense, not in a quantitative, monetarist sense. I think
it’s also historically very clear - if you go to the Middle Ages and Early Modern times, the first big
financial markets are essentially government debts that become traded. You see it in the financial
crisis, where whenever you have a sovereign debt crisis, you will also get a crisis in the balance
sheet of the banks, because sovereign debt is a big part of prior financial assets. Even today
there's a big intertwining of this; you see it in the issue of to what extent shadow banking financial
institutions get bailed out or not, where the government essentially says, ‘what is money or not?’
That said, I’m a bit less enthusiastic about MMT, I think they’ve come a long way. My impression
is that they have moved too much towards writing blogs and speaking to a non-academic
audience, and thereby thinned out an originally valuable contribution by hammering home the
core messages - in particular, regarding fiscal policy - too much. They also, in their emphasising
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of the role of the state, sometimes tend to swing to the other extreme, as if the private sector
would not play a crucial role in validating [or creating] money. Implicitly, they have in mind a presupposed functioning state, and also the notion of monetary sovereignty, they were in many cases
thinking exclusively of the US, whereas for most non-US countries, their monetary sovereignty is
always to some extent a shared sovereignty - both in the sense that they have to match the
interest rates to pacify investors from other countries, but also Ingham talks about public-private
partnership, where if the private sector decides it does not want to hold a certain form of state
money, the state would have to resort to brute force to enforce that. At some point the states do,
but of course it’s not the normal case, and therefore one is almost tempted to use the Gramscian
notion of hegemony - there has to be some form of consent from the private sector. So, the way
I would think of money is much more of a joint production process between the private and the
public sector.
PA: I’ll come back to MMT later on - Malcolm Sawyer made a similar point to you- that MMT
perhaps over-emphasises the state aspect, and in a sense from an MMT perspective, you could
argue that the banks are actually forced to hold more state money by quantitative easing, because
when non-bank institutions, or indeed banks themselves, sell bonds to the central bank they’re
left with the reserves whether they want them or not, because the banking system collectively
can’t get rid of reserves, it can only move them within the system. In a sense, then, it would be
true that the state and the central bank - if you want to consolidate them, as MMT does as a
pedagogical tool - do, in a sense, ‘force’ banks collectively to hold more reserves than they might
want to. I think that would be acknowledged by MMT, when they do quantitative easing, that’s
really how they would conceptualise the system. I’ll come back to MMT later - I am a PostKeynesian ‘MMTer’, I think MMT adds significant insight, but I’m a Post-Keynesian by inclination.
In terms of the money supply, would you say that it was exogenously or endogenously
determined?
ES: Oh, endogenously. It’s essentially the lending decision of commercial banks- creating money.
PA: And if you were modelling banks, would you model them as being able to create money just
by data entry, credit-creation, or would you model them as intermediaries?
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ES: They’re creating money by lending, they’re extending the balance sheet, and as a side effect,
money’s created.
PA: You wouldn’t be surprised to know that that’s an almost universally given answer to that
question! In terms of interest rates, how would you think interest rates are determined in theory
and in practise in the short and long-term? Over the long-term, do you think the central bank could
control the entire risk-free yield curve if it wanted to in a country like the UK or the US? And more
importantly, if you think it could, do you think it ought to? Should, say, the Bank of England or the
Fed control the risk-free yield curve across all maturities?
ES: I would be a bit careful in using the term ‘control’ - to me it’s clear that the central bank does
have a substantial influence on the long rates and I think this is essentially what we have seen
over the last ten years - the central banks, by pressing down the short rates will eventually push
long rates down. So, yes, the central bank does have substantial influence there, and yes, it
should be used. I neither believe in a dichotomy that the private sector fully determines the long
run, nor do I believe that the private financial markets generate necessarily socially optimal
outcomes, so there’s no reason not to influence it.
The reason I would be careful with the term ‘control’ is that I’m not sure how much the central
bank can actually control the long rates to the same extent that it can control the short rates,
where it just sets them, period. If the private sector really dislikes an interest rate, it can start
making up new financial instruments to work around the existing ones - if the private sector really
distrusts certain forms of money, it will be difficult to maintain the interest rate. They can make
some currency substitution, they can start holding gold - if the private sector really doesn’t want
certain interest rates, for the longer term and for the more interesting financial assets, I can easily
think of situations that are very difficult for the government to control. Think of Turkey, a country
with substantial dollarisation or ‘Euroisation’ - controlling the long rate there is difficult, which is
not at all to say that the private sector should set the long [rate].
PA: That’s an interesting, nuanced answer. The next set of questions are based really around
your personal feelings and experiences; they’re about heterodox economics. What do you
understand by the term ‘heterodox economics’ and what groups of economists would you think of
as being heterodox?
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ES: I’ve actually thought quite a bit on that question and I’ve been involved in some of the debates
and networks discussing this. So, I suppose I would use a distinction that allows for dissent within
the mainstream, but keep that apart from heterodox economics. Heterodox economics would be
to me the Post-Keynesians, the Marxists, the bigger part of the institutionalists, probably two thirds
of feminist economics, most of ecological economics, and so on - but behavioural economics,
some of the more conventional labour economics of feminism would be, to me, dissent within the
mainstream.
PA: And what about Austrian economics? Would you say they were ‘one foot in, one foot out’? Or
definitely in, definitely out of heterodoxy?
ES: It’s a tricky one which I admit I haven’t thought much about. It’s probably one foot in, one foot
out. Logically, they- to some extent- are heterodox economists, but I guess I’m with Fred Lee on
the reason why we are using ‘heterodox economics’ as a term is essentially as an exercise in
community-building, not just in a descriptive statement to classify approaches. I’m not that eager
to have the Austrians on board, essentially for political reasons, I would not make a great effort to
include them.
PA: I would tend to agree with you on that; I like your phrase, ‘an exercise in community-building.’
ES: I think that’s literally what Fred had in mind, and in particular the idea of heterodox economics
in terms of fulfilling that role. In a sense, the AHE [Association for Heterodox Economics] hasn’t
been equally successful, in that they have struggled to build the critical mass and, in relation to
that, are struggling to maintain the quality at their conference - but that’s an issue of
implementation, not of strategy.
PA: This is, I hope, an interesting evaluative question: taking the groups that you’ve mentioned
as heterodox, to what extent would you consider them to hold complementary or compatible
views? Do you think there’s enough to link them as a community or are their differences so great
that the complementarity is too weak?
ES: I think in principle they are, for the most part, compatible - and, to a substantial degree,
complementary. That said, all of these groups, in the process of forming their sub-cultures or their
scientific communities have gone down the way of specialisation and niche-building, and that
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does make communication difficult in practise - whether it’s between the Post-Keynesians and
the feminists, the ecological economists, the Marxists. It’s probably even more pronounced if you
think about evolutionary economics and the agent-based community. They have a very distinct
methodological approach which, almost by design, makes it difficult to communicate with groups
that don’t use that methodology. This issue exists, to a somewhat lesser extent, between
ecological economics or feminist economics and Post-Keynesians, but, in principle, I would think
they are compatible.
It is very clear that - and there’s interesting bibliographic research on this - it is the case that most
of these streams essentially cite within their communities and cite the mainstream, but don’t cite
a whole lot of other heterodox approaches. You sort of have a ‘spoke system’ [referring to wheels]
where you have small centres of the different heterodox schools, and there’s communication to
the ‘evil centre’ or ‘Roman Empire’ of mainstream economics but there’s not a whole lot of crosscitation. One of the things that we learned from these studies is essentially that those different
heterodox traditions cite - or, using this terminology - export citations to the mainstream, which in
turn doesn’t cite them, but there’s not a lot of cross-citation - which is, to some extent, reinforcing
the dominance of the mainstream.
PA: That’s a very interesting perspective. And in the community in which you normally work - and
you can define that narrowly or broadly - what’s the attitude to heterodoxy? Is it positive, negative
or is it mostly ignored?
ES: In the professional networks, we are part of the heterodox community. A large part of my work
is in the Post-Keynesian camp, and I’m very involved with the Post-Keynesians, however,
heterodoxy is not [simply] a Post-Keynesian economic society. However, I’m also a member, and
currently a council member, of the European Association for Evolutionary Political Economy,
which is the largest and, I have to say, most effective European heterodox economics network,
more effective when compared to AHE. It’s also older, coming out the ‘80s, thus the term
‘Evolutionary Political Economy’ as opposed to ‘Heterodox Economics’. So, these are all
committed and I’m quite impressed with EAEPE, how inclusive they are, at least with the people
who are presently running it.
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In terms of the departments, it varies. I worked in two departments for a long time where there
was a strong non-mainstream community where people related positively to it but, unsurprisingly,
the mainstream colleagues not always so positively. I’m now in the European Studies Department
where most people are coming more from the politics or social sciences side. There is less
awareness of the term ‘heterodox economics’, though, in particular since the crisis, there’s
growing awareness - but the politics community, to some extent, still struggles to fully appreciate
the different perspectives within economics. Say, in my case, the difference between mainstream
Keynesian and Post-Keynesian often needs explanation.
PA: That’s interesting. Do you teach undergraduates and postgraduates?
ES: Presently I’m only teaching on the Masters programme; in the past, of course, I have taught
undergraduates.
PA: I’m going to move onto look at the global financial crisis - to what extent do you think the
events that occurred during the GFC undermined the new consensus macro or the New
Keynesian mainstream as a school and their position?
ES: I’m afraid, in the grand scheme of things, they’re not all that undermined. The severity of the
recession, the scope of financial markets that were affected, the length of the following slow
growth all fit very uneasily with the new consensus, the New Keynesians. I have to say I’m a bit
wary of using the term ‘New Keynesian Economics’. ‘New Keynesian Economics’ has had
different meanings over time - nowadays when we say ‘New Keynesian’ we essentially mean New
Keynesian DSGE models. In the 1980s and ‘90s New Keynesian economics was actually used
to refer to quite a broad and dispersed set of models essentially united by having a ‘quasiKeynesian’ basis with a rational actor setting, which includes Stiglitz’s credit rationing, versions of
the ‘NAIRU’ staggered wage and price setting, but also Blanchard hysteresis. Some of these
models I actually find quite interesting - not in the sense that I necessarily like the methodology,
but that it’s literally interesting as a ‘what if’ exercise, to think those through, under which
conditions you can get certain results.
In that time there was no reference to DSGE whatsoever, the NK DSGE came much later - and it
was somewhere in the early 2000s that the New Keynesians became associated with new
consensus and New Keynesian DSGE, and I think that’s unfortunate, both for the New
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Keynesians but also for the people who were doing other forms of Keynesian economics because
it creates a barrier in terms of what you can learn from them.
PA: I think it was Chari who came up with that phrase, “It’s the only game in town,” around 2010,
and this seems to be the thing that many Post-Keynesians or radical or heterodox economics
zoom in on, it’s this idea of the DSGE model being put forward by the mainstream as the only
acceptable way to go.
ES: That is the case of economic macroeconomics, DSGE models are like weeds, they don’t go
away (whatever sort of pesticides the global financial crisis threw on them they haven’t
disappeared) so it’s a persistent benchmark. In that sense, that’s fully justified, and I would
probably share all the criticisms that you’ve heard. On the other hand, there’s the recent work of
Blanchard and, of all people, Larry Summers on hysteresis, which I think is brilliant; the empirical
force and precision that it has, there’s also the asymmetric multiplier, the literature that’s out there,
and if you think of the financial cycle literature -Haldane, Borio (even Goodhart, presumably) one way or the other is sort of New Keynesian. It would also not be difficult to find very interesting,
in particular empirical, mainstream work, that for a lack of a better word you would also call ‘New
Keynesian.’
PA: That’s a very interesting, more nuanced answer. To what extent do you think that heterodoxy,
however defined, has got any chance to replace this New Keynesian, if you like, DSGE modelling
as the ‘only game in town’? And if not replace it, to be an alternative? Has it got no chance, is the
jury out or are you fairly confident?
ES: That indeed is a difficult question. In the grand scheme of things, I am quite fascinated with
how robust the hegemony of the DSGE is, given that it’s plainly stupid and that a fair number of
people know that. It’s really an ‘in-group’ that maintains it. I would not think that that form of
mainstream economics will survive forever, it will, at some point, go. I think it’s relatively clear that
the change, as far as we see, is driven by the applied policy institutions - the IMF and the central
banks have moved quite a bit away from it. They will be cautious to ‘garbage it’ explicitly, I think
their strategy is essentially doing other things in addition to it and letting it run along. However, of
course in academia it’s still there, and it’s used to declare all sorts of things; non-relevant macro.
Given universities, in principle, are places of learning and critical reflection - the extent of that has
surprised me. I would have expected more movement.
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In the US I have the impression that to some extent there is a debate, in the sense that in the US
the old ‘sweet water, salt water’ divide has broken up, and if you think of Paul Romer’s polemic
against DSGE but there are earlier pieces by Paul Krugman that, substantially but not in style, go
in quite a similar direction. In the US, to some extent, it has broken up. In Europe, I see less of
that. I can’t quite see politically exposed progressive New Keynesians in Europe [who are
prepared to challenge DSGE]. Think of Simon Wren Lewis, whose political interventions I very
much value, who frankly has an impressive, high-quality blog in terms of the academic content
that’s politically relevant - but he’s methodologically defending DSGE, telling us that it’s great, you
just need a bit more empirically-driven pragmatism next to it. De Grauwe also doesn’t take it headon despite the fact that he has a lot of heterogeneous agent-based models that are actually quite
interesting, and by a lot of standards you could call heterodox (I’ve no evidence whatsoever that
he would consider it heterodox, or that he uses that terminology.) So, in Europe, I don’t see that
conversation within the mainstream.
Now, the mainstream conversation that is going on in the US, in my perception, has not really
created an opening for heterodox economists. Those that do get some publicity essentially do it
by taking a short-cut straight to the general public. If you think of Mariana Mazzucato, who has
some high-quality academic publications, she essentially got a big name by writing books that
can be read by non-economists (that’s not a criticism, by the way, it’s a statement about how
academia works). Even think of Steve Keen, who essentially got famous with the blog and whose
academic work is sidelined. I think there’s also less academic work of his coming through recently.
It’s probably not insignificant where we are having this meeting because I’m now a Professor of
International Political Economy, I’m not a Professor of Economics anymore. I’m at a better
university so I’m not upset about it! I’m very happy in my new work environment, but I think it is to
some extent symptomatic of how narrow economics is, because by the standards of how
economics was twenty years ago, it would be completely unambiguous that I am a
macroeconomist... Maybe that’s a bit too strong a statement, but it’s not that long ago where it
would have been very clear that I’m a macroeconomist. It would be impossible for me to get an
economic professorship at a Russell Group University these days, despite the fact that my citation
count would outperform that of a lot of published economists. I think to some extent this has, of
course, been going on for a long time, there is certainly an ongoing exodus of non-mainstream
economists from economics. Mariana Mazzucato also does not have an economics
professorship, but something like ‘public purpose innovation’. I could list a few more people.
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PA: Actually, Malcolm Sawyer made a similar point in his interview; about how heterodox
economists have moved into adjacent fields, such as international relations or economic
geography, in which they might do very valuable work but they weren’t necessarily in economics
departments. They’ve had to move outside in order to maintain their position and influence.
ES: That means that once you’re outside, while initially your research agenda will still have a lot
of that relevance, eventually there will be more explicit pressure setting in in terms of the outlines
you publish and what your colleagues want to collaborate with, so you are drifting away [from
economics, per se]. To some extent that’s unavoidable, but to me I would, these days, not put so
much hope in heterodox economics, but I would, if anything, put more hope in ‘re-founding’ a field
of political economy, which sort of sits at the border of economics and the social sciences. To
some extent that is what International Political Economy has done - it’s more on the politics than
economics side - but it has sort of established itself as a separate field, and so if in academia
there is a movement where economics opens up, I think that is the more plausible way to get the
critical mass in potential recognition.
PA: That’s a very interesting point. As I come to MMT, one thing I might mention is that MMT
advocates emphasise this idea of taxes driving money. They would say that taxes can’t fund
spending in a functional sense - in an ex-post accounting sense, you can look at the accounts
and say that taxes and borrowing equal your spending - but they would argue that spending or
lending by the state or the central bank, which they would consolidate into one entity, must
precede taxation. Do you think that it’s possible, in a functional sense, for taxes to fund
government spending? Or would you agree with MMT, and accept that the government must
spend or lend first and tax later? Do you have a view on this sort of question?
ES: That’s the part of MMT that I never really appreciated. To me, that’s not a very meaningful
statement, that taxes don’t fund government expenditures.
PA: That’s absolutely fine. This next question has been answered many different ways. In terms
of balance sheets, if the government spent money, say, buying a nuclear submarine, for, say, £5
billion, what would happen in the central bank balance sheet and the balance sheet of the bank
where the submarine’s contractors had its account? How would you envisage that transaction
being recorded? What would happen in the monetary system if the government bought the
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submarine? Or would you not consider balance sheet effects like that? Would you just look at
bigger effects, and consider that the rest is something for accountants?
ES: I’ve no objection in principle to the balance sheet exercise, and of course a lot of the PostKeynesian literature, in particular around stock-flow consistent modelling, is doing that. I think
what’s at the core of your question is the issue of to what extent it’s meaningful to think of the
taxes as funding it. To me it is not a meaningful statement to say that taxes don’t fund, because
if the public were not to accept a certain tax rate, that game could not take place. So, in that
sense, the public’s perception that the taxes are funding spending, and their willingness or not to
carry a certain marginal tax rate, is a crucial part of that game.
PA: Thanks for that answer. If you were trying to summarise quantitative easing in a sentence,
how would you do it? What is its essential nature?
ES: It’s the central bank buying some financial private assets and, even more so, government
debt. It’s a complicated way of central banks buying up government debt and making sure along
the way that the commercial banks are earning some money. There was a time when they did try
to stabilise certain private financial asset prices, but from what I know that is not really an
important part anymore. Certainly, in Europe the big debate was when and to what extent the
ECB buys public sector assets.
PA: The next two areas are very controversial. MMT advocates like to consolidate the central
bank and the Treasury, as a means to aid teaching and understanding. Would you think this is
something best avoided? Do you think it’s a good idea? Or would you say there are certain times
when it has usefulness, and others where it shouldn’t be used?
ES: In principle, of course, it is occasionally useful to think of the government sector as including
the central bank because to me it is part of political power and the basic skeleton of the state. On
the other hand, it’s also clear that with current legislation in most countries they’re distinct
institutions, they’re often legally separated, but either way a lot of what we’re doing is analytically
taking things apart. So, there’s a limit to how many useful statements you can make out of highly
aggregated models. The reason I’m saying that is with SFC [stock flow consistent] literature we
have a lot of these sectoral blocks, and there is a certain danger in that you think of there being
a representative firm, as opposed to there being different behavioural rules within a firm, for which
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you would then need different balance sheets. Much in the same sense, there’s a limit to how
useful it is to aggregate the fiscal and monetary authorities. As long as they have different goals,
different behavioural rules, merging them into one balance sheet may be misleading - but that’s
not specific to fiscal and monetary authorities, that’s a much broader issue for economics, what
the right unit of analysis is. As a Post-Keynesian, I typically don’t want to go all the way down to
the firm level, but that doesn’t mean that we should always stick at the macro level.
PA: I appreciate your more nuanced answer than many I’ve had. The other area of controversy,
I think, which has caused the most disagreement between Post-Keynesians who do and don’t
agree with MMT, would be the job guarantee or employer of last resort policy, which MMT
economists advocate as a means of reducing unemployment to zero by definition and also- since
it provides an employed buffer stock- as a major part of their counter-inflationary strategy. How
would you assess it? Would you think it’s a good policy? Would you think it’s got certain strengths,
but on balance it’s not something you’d advocate?
ES: In principle, I’m all for an employer of last resort because that’s essentially Keynesian full
employment policy. To me, it really is an issue that the MMT advocates have too often presented
in the blogs as a solution to all problems, which it is not. I guess the following issues are important:
first, I would not subscribe to it as it is often said that that employment is at a minimum wage.
That’s not on; that’s social dumping. I think the background for that is that too many of the MMT
advocates are Americans, where you have a weak welfare state. In the European countries where
the state often employs twenty percent, often more, of the population anyway, if they start
systematically employing at the minimum wage they are destroying government wages. People
have to be paid according to their qualifications and according to the jobs they do, and just
because it’s part of the employer of last resort it doesn’t mean that you can depress everything to
minimum wage. That, to me, would be a red line, at which point I would drop support for the ELR.
It depends who you talk to how prominently that features, and early on, Randy Wray (I think he
has become a bit more nuanced, lately) initially, was eager to say, “No, it’s just minimum wage
because that way we don’t have to worry about inflation.”
PA: I think they would argue -from my perception of Bill, Randy and Warren- is that they would
have a basic wage or a living wage for the job guarantee pool workers, but that would be distinct
from other employees in the public sector. There would be a clear distinction; you’d either have a
basic public sector job where you were in the job guarantee pool that would expand in a recession
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and contract in a boom. There’s a clear difference between being in the basic or living wage pool,
and having a ‘normal’ public sector job, because the difficulty within the basic wage pool would
be that you’d have to find jobs that are useful and productive, but, by definition, are flexible in
terms of how many people you can productively employ. If there were a lot of people in the pool,
you would have a large potential to serve needs - for example, cleaning up the environment,
playing music to people with learning disabilities or reading to old people - and in a boom, in
principle, both the private sector and the non-job guarantee public sector, by offering better
wages, could bid people out of the pool. What you’ve said has been mentioned by other PostKeynesians, though, is that it might blur or denigrate public sector, I guess?
ES: I see the argument, but I don’t think I like it in terms of political strategy. In a time when the
government’s aim was trying to implement workfare and trying to lower government sector wages,
to think that you can do a minimum wage public employment program without that having a strong
impact on regular government pay, I would not believe, politically.
PA: That is a point that has been made, particularly, by Malcolm Sawyer.
ES: Another reason why I think that the employer of last resort is, in principle, another [but flawed]
version of saying that Keynesians are committed to full employment is the way that it has been
sold as a panacea but has not taken in account the political dimension. It’s also the issue that the
Post-Keynesians have too little to say on what the role of the state is, and we need a more positive
story on why we need public employment and what those guys should do, not just say, ‘Well,
we’re just going to pay them minimum wage, it doesn’t really matter what they’re doing.’ I think
ultimately the story has to be, has neoliberalism or capitalism delivered enough homes where
people can live? Does it provide the sort of education we need? Does it provide the sort of
environmental protection that we need? And if the private sector doesn’t do it, then the state does
it. It’s in that sense that I’m not convinced by that minimalistic, high-promise employer of last
resort.
We need, as Keynesians have, to have a more positive story, in Marxist terminology, of the use
value of government intervention. Because in our analytical, Post-Keynesian framework, unlike
the Marxists, actually there are a lot of useful things that the state can do. In a Marxist framework
not only is the state is an instrument of the ruling class, it also sucks in part of the surplus. As
Post-Keynesians we are generally analysing an underemployed economy; clearly there are some
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constraints, but in most cases full employment is not a binding constraint. The issue really is what
do we want to happen? What sort of work and processes do we want people to carry out and
what do we want people to produce? It’s that conversation we need to have something to say on,
and Post-Keynesians actually don’t have a whole lot to say on it, and employer of last resort does
not actually fix that. If you think of the New Deal, the interesting thing is - it was a big field of
experimentation - they had, in part, regionally-driven cultural employment programs, but also very
down-to-earth programs. It’s that process we have to think more about. But fundamentally, I’m
not sure how useful the employer of last resort is as a political strategy.
PA: That’s a very interesting answer, thank you. In terms of MMT, would you consider it to be a
legitimate school within Post-Keynesianism? Even if you think it has weaknesses, do you think
Post-Keynesianism is better off having it? Or do you think it’s totally separate to PostKeynesianism, or do you think the world would be better off without it?
ES: No, it’s part of Post-Keynesianism, and in the grand scheme of things I think they have a
valuable contribution to make. For example, I do like the historical research that they’ve done - I
think we would need a lot more. I’m disappointed in MMT on how quickly they turn things into
soundbites and repeat them, so it’s ‘all about Mesopotamia’, which is frustrating - but the matter
of the fact is, how many Post-Keynesian economic historians do we have? Not a whole lot, so I
don’t want to criticise MMT too much that they are stuck in Mesopotamia, I just want to say there’s
a lot more to economic history, but the big contribution is that they do economic history, to some
extent. We’re doing too little of that, we should do a lot more of it.
I have an ambivalent relationship to popularisation and blogs. On the one hand, I’m extremely
impressed with how the MMT advocates or Steve Keen (I would not have thought of him as MMT
but he’s also part of the blogger cohort) have demonstrated that you can reach unanticipated
audiences and also become politically effective, but in terms of academic contributions I think it
has not been good for MMT that they have written so many blogs. In terms of conferences, MMT
does attract people with a certain ‘missionary zeal’ that otherwise we don’t have much of in PostKeynesianism- and sometimes that can be disruptive!
PA: What’s the attitude to MMT generally within the community of the university you’ve worked
in, or universities you’ve previously worked in, or conferences you attend? Or does it vary too
much? How would you summarise the attitude towards MMT?
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ES: I think too I might have done too much socialising with people with a similar outlook to me,
because I would have thought that most of the people that I interact with in the PK community
would have a similar outlook, that there are some positive aspects to MMT and some real
achievements, but they have done too much of a good thing, and simplified too much. It is the
case that in conference organisation they are sometimes, because of the followers they attract,
regarded as problematic.
PA: That’s interesting. This is my final section; what’s your general approach to methodology?
How important is methodology? Is it implicit or explicit in your work?
ES: I’m not too excited about methodology. My own work, rather pragmatically, particularly
initially, has been quite quantitative - in particular, I’m doing a lot of econometric empirical work,
which I think is very important in Post-Keynesianism. To me, econometric work is one of the areas
where the advances in mainstream work are actually genuinely useful, whereas I am less
convinced of the use of their theoretical models. Econometrics is econometrics! That said, I realise
that economics has certainly gone way too far - for example in International Relations, it’s much
more common to interview people and to talk to the market participants, it’s a complete non-issue.
I think heterodox economists should use econometrics, but mainstream economics has
completely lost the balance [between quantitative and qualitative work].
PA: And what about pluralism? Do you consider pluralism to be important?
ES: As I said, I’m not excited enough about methodology debates to care deeply about it.
Pluralism, in terms of a teaching device, I think is absolutely essential - a big part of teaching is
that students learn to look at the same problem from different theoretical perspectives, and I
suppose that’s ultimately what pluralism is about. Beyond that, I’m not sure that I have very strong
views on pluralism.
PA: And the final question - would you think that such a thing as a heterodox paradigm exists?
You can define ‘paradigm’ in any way you want. Is there any sort of cohesive community in
heterodoxy? And if it does exist, do you think that MMT has got a role to play within it? Or is there
nothing that unifies the work of heterodox economists enough to be called a paradigm?
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ES: A heterodox paradigm, I’m not quite sure on, in the sense that a paradigm has to have a
certain set of core propositions. I’m all for building a heterodox community with the aim of
developing some future paradigm that is broad, but how exactly you get the feminist labour
economists and the Post-Keynesians macroeconomists, the innovation economists, the
evolutionary economists together I do not know. It’s a bit easier for me to think about political
economy and there, with recourse to the 19th century, one can see a shared emphasis that you
can’t separate economic and political processes. For me, it’s easier - I’m not quite sure that I
would use the term ‘paradigm’ actively, but it’s getting closer to a relatively unified research
agenda. One should work towards it - in practise, it is the case that the different heterodox streams
have typically gotten more mileage, in terms of both publication output and also effectively
community-building, by narrowing and being more specific in what it is that they’re claiming.
In terms of my understanding of the social dynamics, of the organisational dynamics of research,
I’m not sure whether the heterodox community will necessarily give rise to a heterodox paradigm
- but that’s not a reason not to build the heterodox community, so it’s more like the united front
against the fascists, you recognise your differences but for a common cause you do that. Fred
Lee, I think, ultimately had a political notion of heterodox economics, and that, to me, is very
important. It’s interesting, theoretically, to think about getting a unified heterodox paradigm, but
ultimately, we need to get to the stage where we can influence politics and policies. That may not
require the unified paradigm, but it probably will require more cooperation among different nonmainstream economists, because alone we’re too small. And yes, MMT has a role in there however, it’s not obvious to me that they’re natural team players, I should say.
PA: Many thanks, Engelbert. I have really enjoyed the interview
.
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xix.

R1 (7) Professor Martin Watts: Interviewed face-to-face, University of
Leicester de Montfort, 6 July 2018.

PA: Professor Martin Watts, many thanks for the interview. First question, which field of
economics would you consider to be your specialism?
MW: Certainly macroeconomics.
PA: What would you consider to be the main issues in that field?
MW: Well, I think there is a preoccupation with monetary policy in terms of its capacity to achieve
favourable macroeconomic outcomes, and this goes back to Friedman et al in the ‘70s, and is
well illustrated by the conduct of macro policy in developed economies since the GFC. There
continues to be a high level of ignorance about the capacities of fiscal policy in developed
economies in terms of not having strictly to worry about deficits and debt.
PA: What would you say were the underlying principles of your view? What underpins your
thinking?
MW: Well, having been at Monash University with Professor Bill Mitchell, who is one of the leading
lights in Modern Monetary Theory and whom I’ve worked subsequently with on a number of
papers, some MMT related, some more labour market related, he has been a considerable
influence. There’s a certain degree of irony, because I had a very orthodox style of economics
training starting at Essex back in the late ‘60s, Manchester and then the University of British
Columbia. I was appointed at Monash, I started in ‘75; they thought they were employing a
neoclassical economist - well, they were - but I was influenced by a couple of members of staff
there too. It was really happenstance, because I was supposed to teach economic growth, which
is a compulsory third-year course, plus Capital and Growth, which was a fourth-year honours
course, on the basis of studying one semester of neoclassical growth theory at UBC! So, I really
had to move beyond neoclassical theory in the third-year course to look at Post-Keynesian growth
theory, in particular the work of Harrod and Joan Robinson, growth and the environment and so
on. In the Capital and Growth course I thought that the debates in capital theory sparked by the
Cambridge controversies warranted attention. So, I was exposed to heterodox thinking through
teaching, initially.
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PA: That’s interesting. Would you say that history has an important role in your approach to
teaching economics and your work?
MW: You mean history of thought?
PA: History in any sense... looking at past evidence. I’m more concerned with finding out if you
support the practice of economics in terms of an abstract modelling structure or do you look at
historical evidence that underpins what you’re doing?
MW: Well, I guess a combination of both. In terms of understanding institutional practice and
hence how the central bank and Treasury conduct monetary and fiscal policy, it’s interesting to
look back. These institutions may have been operating under different rules. I’ve been looking at
debt management and was reading a paper on the train coming here about practices in the early
20th century, post-World War One. One’s got to make allowances for different macro conditions,
whether the exchange rate was fixed, etc. But it’s interesting because there’s resonance in terms
of current debates, with, for example, HM Treasury saying debt management is separated from
monetary policy, through the ‘full funding’ of deficits. Having a theoretical/institutional framework
I feel is very good at least at explaining how developed economies work at a macro level.
PA: Does maths have a role to play in your work, and if so how do you use maths?
MW: Well, I’m happy to build mathematical models. I would argue that modelling can be
overstated, and indeed in neoclassical economics, or should I say orthodox economics from a
teaching point of view, it’s thought that you’ve typically got to have a model. We’ve had criticism
of our textbook 43, in the form of, “Where’s the model?” Also, in terms of research work and looking
at various debates between MMT and Post-Keynesians, we get a similar criticism there. I think
one’s got to be very cautious about models, because they have got to be rigorous and not simply
ad hoc, that you believe there’s a particular relationship between variables and so you introduce
it as an assumption into the model. Modelling is a form of language, it’s a way of communicating
assumptions, and if you’re good enough at mathematics and the assumptions aren’t made
abundantly clear then you may be able to deduce them from the way the model is constructed.

43

Mitchell et al. (2019).
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But I think one’s got to be fairly cautious, because often there are other ways of conveying ideas
without a full model.
I’ve reflected on this a bit lately: how can you prove that the Job Guarantee works? Well, you
could clearly build a model, one where the private sector employment declines and automatically
Job Guarantee employment rises. That is very straightforward, but the crunch is what about
inflation and employment, which corresponds to full employment? Clearly, how you specify that
inflation equation will determine whether it’s a sustainable scenario; that is stable prices, say 2%
inflation plus full employment. There has been a regime change with the economy at full
employment, so there is no longer a Phillips curve type trade-off.
PA: I see. If I move onto money and fiscal issues, would you be familiar with or support state and
credit theories of money? Would you think these offer better explanations for money and its nature
than an orthodox or ‘Mengerian’ approach?
MW: Well, I’m not overly interested in the history of money, as such, but I accept the fact - it’s an
underlying premise of MMT about fiat currency, and the role of the state, in the sense of forcing
people to transact in that currency, through the imposition of taxes, which may be reinforced by
legal tender legislation anyway. In terms of banking and creating credit out of thin air, that is
fundamentally important, and it is something that some orthodox economists find very hard to get
to grips with so they stick with money multipliers.
PA: I know you spend a lot of time writing about interest rates, Martin. Do you think that the central
bank can control the full spectrum of risk-free interest rates? And if so, to what extent do you think
they should? What would be your view of central bank intervention on the yield curve?
MW: Well, they certainly can control it, and the easiest way is by reintroducing the tap system in
terms of the sale of debt, so rather than quantities of debt at different maturities being offered,
and the interest rates for those different maturities being determined by the market, you set
interest rates, let the quantities of financial assets sold be determined by the market, and
therefore, you’ve essentially established your chosen yield curve.
As to whether central banks should do that, that’s an interesting question. It would be useful to
look at how stable the yield curve is now. Clearly the underlying policy rate is subject to change,
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but strictly, that defines the intercept. Then, if the central bank raises the policy rate the yield curve
will, more or less, move up. If the market is generating a steep yield curve for corporate debt, the
central bank may be concerned about that in terms of the implications for long-run rates and the
extent to which they impact on investment. In these circumstances the central bank may want to
control the yield curve. It depends, in part, on what role the government feels that interest rate
policy should play in macroeconomic management. Monetary policy has been dominant for
around 50 years despite Friedman’s advice that the money stock could be controlled being shown
to be wrong.
PA: What I was really thinking of was if you were aiming at a kind of ‘euthanasia for the rentier’,
you could, (as a matter of reducing inequality), decide to drive the yield curve, if not flat, then push
it downward in order to alter the income distribution. Or I guess the alternative is to say you’d
leave the yield curve to the market except when we think it’s not the shape we’d like it to be. I
guess I’m artificially constructing two possibilities but you may have a third possibility, whichever
of those you’d think. You might not have much of an opinion, it might be circumstantial, but I’m
interested in what your view would be. There’s a political, ideological question in that yield curve
question. A lot of people don’t think the central bank can control it, as you know, but having moved
beyond that, it’s more down to whether it should, and when it should, etc.
MW: Right, well, clearly one aspect of the issue of distribution is the rentier, and therefore that
leads to arguing possibly for a zero nominal policy rate. Some would argue that there should be
a zero real rate, which then raises issues in terms of trying to correctly anticipate the rate of
inflation. Arguably, central banks have been trying to do that for a long time anyway! But the
distributional question is not confined to the ‘euthanasia for rentiers’, who can survive without
engaging in paid work, because there are self -funded pensioners who rely on interest income
and pensioners more generally. Equally pension funds and other financial institutions which have
long-term commitments founded on a regime of higher interest rates are finding the adjustment
to a lower interest rate regime very difficult. In Australia the Reserve Bank has reduced the official
(cash) rate relatively slowly post-GFC, as compared to other developed economies, but even this
slow downward adjustment has caused problems. Thus, while a zero nominal rate policy has
some appeal, this regime change would create major transition problems. So, if you really
believed that interest rates or marginal changes in interest rates have a minimal effect on the real
economy, then you might possibly want the yield curve to be steeper than it is, albeit anchored at
a zero rate. This may deter borrowing for speculative purposes. Alternatively, bank loans for
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speculative purposes could be deterred or banned. So, I wouldn’t be definitive as to what one
should do. It’s important to educate people, that the central bank has the capacity to fix it.
PA: That sort of appeals to me as an idea; that it moves into the political domain, it’s more
complicated as an idea than artificially seeing interest rates as having a big impact on the
economy as such. I might move onto heterodox economics - this is more personal. From your
own view, what do you understand by the term ‘heterodox economics’ and which groups of
economists would you classify as heterodox.
MW: Well, Post-Keynesians, clearly. I would include Modern Monetary Theorists within that group,
but they’re in a way the black sheep of the family. Clearly, Marxists are part of the heterodox
group. Any economist who doesn’t believe that the market-driven economy achieves efficient and
equitable macroeconomic outcomes, and would thereby emphasise the role of the government in
terms of its capacity to conduct fiscal policy and achieve superior outcomes would fit in the
heterodox camp, in my view.
PA: This question feeds into that: to what extent do you think these heterodox groups hold
complementary or compatible views? Do you think there’s significant overlap between certain
groups, or are they more separate entities?
MW: I think there’s a considerable amount of agreement about monetary phenomena, in how the
central bank conducts policy, the quantity theory of money, money multipliers. All PostKeynesians, accept the principle of effective demand and most would deny crowding out. Whether
they would explain it by reference to the fact that the interbank market can be flooded with
reserves which imposes downward pressure on interest rates is another matter. Equally there
could be some crowding in because we consider government expenditure, as a matter of priority,
should be devoted to infrastructure. I would find it unsatisfactory, if heterodox economists argued
that financial crowding out could be overridden by a crowding in. I think many heterodox
economists don’t really get the issue of balance sheets and the rigour that that brings (stock flow
consistency), but equally the clarity that brings in terms of understanding.
PA: It’s interesting, because Randy Wray said he doesn’t think orthodox economists understand
accounts, and that’s a big drawback for them, which is similar to your perspective.
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MW: Yes, but I think some heterodox economists don’t either. Now, I’m not denying that
somebody like Marc Lavoie does, as shown in his ‘friendly critique’ [2013] and his book, PostKeynesian Economics: New Foundations [2014]. I too realised back in 2012 or 2013 that by
illustrating to students how fiscal policy operates using a very simple balance sheet is very
insightful.
PA: Moving onto more ‘sociological’ issues, to what extent do you think that heterodox economics
is considered a viable alternative to the mainstream in the community in which you work or have
recently retired from? You could take a static picture, as in what it was like when you left, or you
could go back and explain how you feel that sense of acceptance, that you were among friends;
how’s that changed? How would you judge that?
MW: Well, I must say, referring to how I’ve felt at a conference I’ve been to in Australia for fifteen
years or more (which has now ceased) I always felt somewhat on the outer, in that possibly MMT
was viewed as some sort of cult and they had some particular ideas which didn’t really stand up.
Now, my view would be that the people who have that view are not reading the literature and
trying to understand it, and I guess my concern about Post-Keynesian/heterodox economics in
general is that they’re treading water to a large extent. I don’t see any significant development of
ideas. I think back to debates over the Job Guarantee in the early 2000s, and the view expressed
then was, “No, no, you don’t need a Job Guarantee, you need infrastructure investment plus an
incomes policy, then you’ll achieve full employment”. I think that’s fairly naive, and the question is
where’s the counter-inflation sanction? And you either say we’re going to achieve full employment
by some means, it’s going to be a bit hit-and-miss but we’ll get close and we’re going to ignore
the inflationary consequences - or, at some point, as markets tighten they’re going to have to call
a halt. It’s readily accepted that all markets do not all tighten together. Bottlenecks appear. The
pump-priming and infrastructure investment argument has problems because everyone is being
paid market wages. If you’ve got a tightening of labour markets because the private sector’s
booming, then the public sector has got to give up workers or tax the private sector so there’s less
demand from the private sector and therefore they would release labour. It depends what the
priority is but it’s a pretty clunky way of trying to sustain full employment when you’ve got some
excess demand.
PA: In terms of your career, did you work in a university department? Did you teach
undergraduates? Did you feel you had the scope to teach MMT, etc?
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MW: Well, I taught undergraduates and I taught in honours. We haven’t had a coherent set of
courses for the postgraduate level; it was more or less the idea that students would pick up skills
they needed with dedicated courses if they have a particular need, whether it be in econometrics
or whatever. I taught MMT at third year level, and then I was instructed in 2012 to start teaching
introductory macro with a colleague. I made it clear that I was not going to teach the macro as it
was being taught, I would only do it if we introduced MMT upfront. The course evolved through to
2016 which was the last time I taught it before I retired. But it’s been ditched, which I’m quite
offended by, because there were statements about economics being taught in a pluralistic way,
but the idea of pluralism was not my idea of pluralism - ‘tokenism’ might be a more appropriate
term!
PA: In terms of the global financial crisis, do you think there was significant evidence from that to
contradict the orthodox new consensus macro? If so, what sort of evidence undermined it?
MW: Well, it [the mainstream] still had a focus on monetary policy, and that evolved into
unconventional monetary policy - namely QE. The other argument was around fiscal policy and,
of course, fiscal austerity. Saying ‘chopping and changing’ is putting it a bit strongly, but it was
quite interesting to track the statements of the OECD as fiscal austerity was being implemented,
and they did get somewhat cautious, given the poor macroeconomic outcomes. Around 2010,
they said that in certain countries which had fiscal space then some stimulus was warranted.
PA: That’s very kind of them to say!
MW: In terms of the overall policy outcome, well, both the US and UK had their deepest and
longest recessions in respect of the GFC, so it took a very long time to either restore GDP or
restore the employment rate, whatever the metric is. So, yes, I think the evidence is pretty strong
that there needs to be a policy rethink and that really starts with understanding how policy is
conducted.
PA: Within the economics academy, do you think the pre-eminence of the mainstream or New
Keynesianism was shaken in the short-term? Were there some far-reaching consequences? Or
do you think it’s pretty much business as usual now?
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MW: I think that it’s mainly business as usual. Certainly, some people thought this was a really
good opportunity to shake up the way economics was taught and researched but in practice there
were so many impediments, including a large dose of self-interest on the part of senior academic
staff in universities, that when the dust has settled I don’t see dramatic changes in the teaching
of economics. As far as the conduct of policy, I think there’s been a bit of change in the way the
central banks operate in terms of forward guidance but from what I understand (I haven’t looked
at it carefully) it’s not clear what its impact will be in terms of conveying an impression to the
private sector as to where rates are going and when, which was obviously the objective of it. Also,
the private sector doesn’t necessarily believe the message that’s being conveyed.
PA: The next section really is on Modern Monetary Theory itself. It’s more to do with what you
see as the antecedents to it. Just maybe in the last twenty years, what caused it to grow, how did
you come to be drawn to it? Maybe, going back a bit, what do you think it draws on historically?
Even though there might not be a direct lineage, you might be able to see links to the past? What
do you think are the antecedents?
MW: Well, in brief, an attractive feature of MMT is that it discusses institutional practice, which
provides an understanding of what central banks say they do and what Treasuries say they do.
But in terms of the theoretical underpinnings, then obviously chartalism, fiat currency, taxes
driving money, is one side of it. The other side is the insights that come from Abba Lerner in terms
of functional finance. On top of that, I think you’ve got a lot of Post-Keynesian insights over a
number of years concerning the monetary system, credit creation, quantity theory of money and
the money multiplier not being valid.
PA: Would you think that MMT is a legitimate but distinct group within Post-Keynesianism, or
would you think it’s totally separate? Or somewhere lying between those?
MW: Well, MMT has got an uneasy relationship with your average Post-Keynesian economist
because I think there are differences in opinion in terms of fiscal policy. There are, to put it simply,
a lot of ‘deficit doves’ out there, as opposed to ‘deficit owls’, and there is hostility in terms of the
Job Guarantee, which is often misrepresented, as a form of ‘Workfare’ policy, which demonstrably
it isn’t.
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PA: I’d definitely agree with that. In terms of the attitude to MMT in the community in which you
work -you’ve already alluded to it - do you feel that it was positive from your university, your
colleagues outside the university? Did it become more positive over time, or less so? Could you
summarise it?
MW: Well, we were tolerated while I was teaching and still holding a senior position in the
department, except some of my colleagues had a means of attacking us since we did not have a
textbook for the introductory course! We were told that we should use a more conventional macro
textbook. What did not occur, despite my occasional provocation, were seminars when there was
serious debate in terms of contrasting monetarist ideas about the monetary system with MMT.
This is not unusual. It’s rare that there is serious and constructive discussion between orthodoxy
and MMT, and I’m implying that most of my colleagues would have been more inclined towards
orthodoxy. The more important debates are among Post-Keynesians at conferences like this
[Association for Heterodox Economics conference].
My view about the teaching of economics at the university I was at - which was a regional
university, not a group of eight university (which is equivalent to the Russell group in the UK) - is
that latterly it became a lower level orthodox department due to the teaching and research
program. With support, a quite unique heterodox department could have been nurtured with a
significant MMT presence before I retired, where people’s views were treated in a respectful way,
but orthodoxy was still taught. After I retired MMT was removed from first-year macro and the staff
teaching introductory macro were changed. I think that was very unfortunate, but since I’d retired
I wasn’t going to go out on the battlefield. From what I understand there were two arguments,
one being that MMT was largely unsubstantiated, and the other that prospective employers would
be concerned about these strange ideas being taught to students. The counter to those
arguments is that if you teach a good pluralist course, then the students who graduate understand
orthodoxy better, and equally they understand some different sets of views.
PA: You’ve really answered the question on pluralism there, I see you are very pluralist. To
summarise the last question, how would you describe your methodology, and how important is
methodology to your work?
MW: Well, I think methodology is important. I’m not a great believer in positive economics, per se,
because it’s all very well building models and using econometrics sophisticated enough to test
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different models and more or less get the desired results but (and this is rather typical of orthodox
economics) the actual model tested often doesn’t bear much resemblance to the algebraic model
-which is supposed to be the basic structure.
So, in terms of macro, I think you’ve got to have stock-flow consistency, and understand the
impact of spending or taking out a loan on balance sheets within the economic system. I do, as I
said earlier, see a role for modelling - but it’s got to be judicious modelling, not modelling for the
sake of modelling. Whether you’d call this methodology or not, I think you’ve got to have a very
comprehensive terminology because there are sorts of language which are misused by the
profession, which is unhelpful, to say the least.
PA: Well, thank you, Martin, that’s been a very good interview.
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xx.

R1 (4) Professor L. Randall Wray: Interviewed face-to-face Verona, Italy,
31 May 2018

PA: Which field of economics do you consider your specialism?
LRW: Macroeconomics as the general area, and monetary theory and policy as well as financial
instability. In addition, I also studied labour economics and I do stuff on the fringes of that - I’m
not technically a labour economist.
PA: And what do you consider the main issues relating to your field?
LRW: Well, policy is the most important thing - trying to understand the policy options that are
available and implementing policy to achieve the public purpose.
PA: You can answer this question in any way you want, but how would you understand the
underlying axioms or principles of your view?
LRW: Generally, I would say that is not the way that I start. That would be the more traditional,
neo-classical approach to economics, starting with axioms. I would start from institutions, trying
to understand institutions and how they constrain and enable policy.
PA: OK, thanks - and does history have a role to play in your work?
LRW: You can’t understand the present without understanding the history.
PA: And how important is maths to your practise, and if you do use it, how do you use it?
LRW: I really don’t think it has any special role in it, you know. It’s probably slightly more important
than it is in poetry, significantly less important than it is in engineering – somewhere in between
those two. I cannot think of any idea that is important in economics that requires more than very
basic math.
PA: So, you think accounting is more important than maths?
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LRW: Accounting is extremely important. There really isn’t much math in accounting – you have
to be able to add and subtract, and that’s about it.
PA: I know the answer to this question, but I’ll ask it anyway: to what extent are you familiar with
and/or support credit and state theories of money?
LRW: You can’t understand the role of the state in the economy without understanding its role in
the monetary system, and the state is, by far, the biggest actor in every, let’s say, developed,
capitalist economy. Even in Japan and the United States, where we have relatively small national
governments, they’re still by far the biggest actors, by far the most important for policy.
PA: Do you consider the quantity of money to be determined exogenously or endogenously?
LRW: Since money is, always and everywhere, credit - or debt, looking at it from the other side it has to be something that is endogenously determined by the willingness of somebody to issue
debt and somebody else to hold it. So, it couldn’t possibly be any other way.
PA: Thanks. And if you looked at banks – if you abstracted and thought about banks – would you
think that they were intermediaries between savers and borrowers, or do they create money by
credit expansion?
LRW: Well, as Minsky always said, intermediaries are the guys in the trench coats who stand on
the corners in Chicago. They take in deposits and they lend them out, they charge high interest
and they break your legs if you miss payments. Those are intermediaries; financial institutions
don’t do that. Banks credit accounts with their own liabilities when they make loans, accepting the
liabilities of the borrowers.
PA: How would you consider interest rates to be determined, in theory and in practise?
LRW: Well, theory ought to be related to practise. In mainstream theory, they may not be related
- but in heterodox modern money theory and as well in practise, the central bank can determine
any particular interest rates that it wants to. Typically, they only determine the overnight rate - the
other rates are very complexly determined using that as the base rate. So, there’s no simple
answer to how they’re determined. Instead, there are several different factors that go into that.
595

One is liquidity: more liquid assets have lower interest rates. Another is called the ‘habitat theory’
– that there are certain kinds of institutions that specialise at the long end of the maturity range,
like pension funds and insurance companies. They really demand long maturity assets, and if
those are in short supply then that will tend to affect the rates on those things. So, there’s a little
bit of a demand and supply story on interest rate determination, too.
PA: And to what extent do you consider it possible for the central bank to control the whole
spectrum of interest rates?
LRW: That would be extremely hard, and it wouldn’t be desirable. The central bank can determine
any interest rate it wants, but it has to stand ready to buy and sell, to peg the price in order to peg
the rate - so it would have to be in every single financial market there is, every financial asset, to
try to control every interest rate. Anything you can hold through time has the equivalent of an
interest rate, so, basically, the central bank would have to be in the market for anything you could
possibly hold through time in order to do that.
PA: And you would think that, though theoretically possible, to be a practical nightmare?
LRW: Yeah, it would probably be a disaster. I can’t see anything in favour of that. The equivalent
of that would be saying that you want the government to control the price of everything you buy
and sell, and not many people would say that was a good idea, either.
PA: It reminds me a bit of your ’98 book – you talk about hammers and aircraft carriers, if my
memory serves me right…
LRW: Yeah.
PA: It’s theoretically possible, but extremely destructive.
LRW: You don’t have to argue for free markets or anything like that if you’re rejecting the
government controlling all the prices, but it’s just not a good idea for it to try to control all the
prices. You’re going to affect the distribution of incomes all through the economy – I don’t just
mean just between wages and profits, but all kinds of incomes that are related to the markets. It
would be a mess.
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PA: I’m going to move onto slightly less concrete questions: what do you personally understand
by the term ‘heterodox economics’? And what examples of economists would you personally
identify as heterodox?
LRW: My colleague Fred Lee, I think, you can probably give the most credit to for pushing the
term ‘heterodox economics’ as a replacement for ‘non-orthodox’ - which is what we typically used
before - because it doesn’t define itself as being the negative of the orthodox approach. But all
heterodox economists are outside orthodoxy and reject the orthodox approach. I think there are
three main categories of heterodoxy: there are followers of Marx, followers of Veblen and
followers of Keynes. That’s what I’d define as being heterodox. So, it’s not just rejection of the
orthodox, it is the followers of the three greatest economists.
PA: And to what extent do you think those groups hold compatible or even complementary views?
LRW: I think they’re very compatible. I think those three figures were all looking at the same
elephant and describing it. They all were studying what we call monetary capitalism, with some
time differences – so, the capitalism Marx was studying was different to the one that Veblen
studied, and that was different from the one Keynes studied – but they were all studying the
monetary capitalism that existed in their time.
PA: To what extent do you think that heterodox economics is a realistic alternative to new
consensus macroeconomics in the economics community in which you work?
LRW: I would say that almost anything would be an improvement over the new consensus, which
is a consensus of ad hoc assumptions that are completely unrelated to each other, a completely
incoherent doctrine. So, in fact, I would prefer Pigou to the new consensus.
PA: I already know the answer to this question, but I’ll ask it anyway for consistency’s sake: if you
consider yourself to be a heterodox economist, do you, or did you, work in a university economics
department?
LRW: Still do.
PA: And do you teach undergraduates?
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LRW: Yeah. As well as Masters students.
PA: That’s fine, I’ll move on with that. Do you consider that the global financial crisis provided
significant evidence to contradict the expectations of the new consensus macro?
LRW: Well, a crisis was actually impossible in the new consensus. Bernanke made that very clear
in his paper on the Great Moderation. We were going to have no more crises and no more
inflation, because central bankers knew what they were doing. So, if we put all of our trust in the
central banks, it couldn’t possibly happen. And he and Greenspan were in charge of the central
banks, so it couldn’t happen, absolutely impossible.
PA: This is quite interesting bearing in mind what you’ve just said – what effect do you believe it
has had on the hegemony of the new consensus macro? Has it done anything to them?
LRW: Well, it opened the door to alternative theories that actually did see the crisis coming and
argued that it would happen – and are still arguing that’s it’s going to happen again. It opened that
door. It also forced the new monetary consensus to add a few more bells and whistles – they’re
completely inconsistent with their theories – but bells and whistles, so that after the fact they can
explain why it happened. I guess the basic answer is that their eyes had been completely closed
and they didn’t notice something called shadow banks. So now they see them, and they are going
to take account of that so that they don’t make the same mistake again – but of course they will.
PA: The follow up question to that is to what extent do you think heterodoxy has the potential to
become a rival to or even replace NCM in the future?
LRW: Of course, it’s a rival to it. It was a rival even before the new consensus was created.
Replacing I’m not sure is a realistic goal. There are always apologists for the existing regime; we
still have apologists for slavery! Admittedly, they have a hard time getting much of a hearing, but
they still exist. And Minsky always had this term, the ‘court economists’ – he applied this term to
people like Heller and Tobin, who were the Keynesians of the Kennedy and Johnson
administrations. By ‘court economists’ he meant the apologists who just tried to validate the status
quo – no big changes, tiny changes around the edges. So, you will always have this.
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PA: OK, in terms of Modern Monetary Theory I won’t ask questions 18-24, but who do you see
as the major antecedents to Modern Monetary Theory?
LRW: Keynes is the most important one. Now, there’s not one single version of MMT, just as
there’s not one single version of Marxism, or Keynesianism, or institutionalism? So, I am speaking
just for myself – Keynes is the most important, and I would put Minsky as the second most
important. But both of them were influenced by people who came before them: Knapp and Innes
were two of the most important ones.
PA: And how would you describe the current manifestation of MMT, in terms of you and Warren
and Bill, what was the dynamic behind that? If you were to summarise the movement in the ’90s
towards where we are now?
LRW: Well, from first talking on the Post-Keynesian thought (PKT) discussion network, to moving
offline, to carrying on discussion, and then finally getting together at various conferences….
Warren held a conference at Bretton Woods in 1996, where I met him (and also Charles Goodhart)
and we talked about the theories relating to financial markets. Not long after that, I met Bill at one
of the major economics conferences, the AEA (American Economics Association). Then it all
developed with the founding of two research institutions - that would investigate MMT - at the
University of Missouri Kansas City [UMKC}, the Centre for Full Employment and Price Stability
(C-FEPS) and one at the University of Newcastle, which was CofFEE. Warren was involved in
the creation and building of both of these, which continued their own series of CofFEE
conferences and UMKC conferences - over many years, so that we could get together and bring
in other people and talk about MMT.
PA: In the community in which you work, what would be the general attitude towards MMT?
LRW: Well, I always work in supportive communities. So, I’ve always taught in heterodox
departments that accepted heterodox economics and MMT - and promoted it, both in research
and in teaching. So, for me, there’s never been any problem at all. Our problem was, mostly, our
fellow heterodox economists outside our universities. Still is. Professional jealousy, and all that.
PA: And the final section is methodology. How would you describe your approach to
methodology?
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LRW: Mostly institutionalist – that is, identifying institutions that either promote the public purpose
or block it, and investigating institutional change to solve economic and social problems. That’s
the basic institutional approach.
PA: And do you think that an explicit consideration of methodology is an important part of your
work? Or is it implicit? Is it something that you think is under the surface?
LRW: Well, I think that if you compare the methodology I use to what mainstream economists
use, then you would have to say it’s fundamental. Because mainstream economics is armchair
theorising, with virtually no contact with the real world and real-world institutions, it’s all fantasy –
like fantasy football. You can imagine anything that you want, and carry it to the logical absurdity,
which is what mainstream economics is all about.
PA: And do you consider pluralism in economics to be valuable?
LRW: It’s essential. At the very best, economics can only tackle very small sphere of society, and
any particular branch of economics is only going to get an even smaller part of that. So, you have
to be pluralistic, both in terms of economic approaches, but also the social sciences’ and
humanities’ approaches outside economics.
PA: And do you think that there is such a thing as a ‘heterodox paradigm?’ Or are they too
disparate, the heterodox groups? Or is there a paradigm?
LRW: I think that it would qualify as a paradigm. In Kuhnian terminology and a general worldview,
I think they share enough to be a paradigm.
PA: And what role do you consider that MMT might have to play in heterodox economics? What
does it add to the paradigm that the other schools, or other aspects, don’t add?
LRW: I think that is a little bit of a trick question, because if you included everything that’s in
heterodoxy, then I don’t think there’s much new in MMT. I think the problem is that heterodox
economics hasn’t been sufficiently inclusive, so what we tried to do is to bring in some things that
were overlooked, but nevertheless they were there. For example, state money theory was there,
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but mostly ignored by heterodox economists. It’s not that you needed something new, you needed
to revisit some ideas that have been left behind.
PA: And final question - have you come across critical realism, as put forward by Tony Lawson
[1997, 2003]?
LRW: Yes.
PA: And do you think that this would have any potential under-labouring any sort of heterodox
paradigm, of which MMT may be a part?
LRW: Well, I’m sure that it does, because I’ve had PhD students work it into their dissertations,
and they were trained in both. Critical realism used to be one of the main streams of research in
our PhD programs at UMKC, so all the early UMKC graduates studied critical realism, and some
of those included it in their own research and in their dissertations. They taught me a bit of it, but
I’m not a person who could put it into my work. I also know Tony and respect his work, and we’ve
met a few times and he has said, ‘Well, here’s my view – how does that differ from your view?
Because I think it’s very similar.” And I agree, that it sounded very similar to my view, and I think
that they are compatible.
PA: Well, thank you, Professor Wray, that’s been very informative.
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Round Two (R2) 2019
i.

R2 (3) Professor David Colander: Interviewed by Skype, 4 June, 2019

PA: Which fields of economics do you consider to be your specialties?
DC: I’m a textbook writer, so I cover all the fields, I’m probably no specialist in anything. I consider
myself an ‘economist-watcher’ - a lot of what I do is look at the profession and try to understand
how it’s changing.
PA: And what would you currently consider to be the main issues relating to your field?
DC: It’s been the movement away from neoclassical economics and the broadening of the base
of economics, to what I consider to be complexity economics. So, my latest theme is that we have
entered a new period within economics that I call complexity economics.
PA: Steve Keen had pretty much the same answer! That’s very interesting. How important is
history in your work? And if it is, why would you think it important?
DC: Well, history is fundamentally important because economics is about ideas, not about specific
models; to understand the way models relate to ideas, you have to understand the history, so it’s
central. But I’m not a historian of thought - a historian of thought is judged by historians’ standards,
which means you really go deeply into something. What I believe we need is a broad overview of
the ideas, not going through and saying, ‘this happened at a particular date,’ or something specific
like that.
PA: And in terms of mathematics, do you think it’s important? Do you use it, and if so, how do you
use it?
DC: I think mathematics is fundamentally important to any science, and therefore it’s very
important. I don’t do science, I talk about what scientists do, so I don’t do mathematics - but it
doesn’t mean I don’t believe mathematics isn’t of central importance.
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PA: Now, the next section is on monetary and fiscal issues. To what extent are you familiar with
and support the credit (Innes) and state (Knapp) theories of money?
DC: I’m not sufficiently knowledgeable on those to really comment.
PA: And would you say the quantity of money is endogenously or exogenously determined?
DC: I haven’t the faintest idea of what money is - so whatever money is, it is endogenously
determined, because the concept of money is endogenous.
PA: And in terms of banks - I don’t know if you model banks in your work - would you model them
as pure intermediaries (so, savers put the funds in and banks lend them out) or would you say
that banks create money through their banking activity?
DC: Again, because I don’t know what money is, I see money and credit as interchangeable. It all
depends on the definitions that you’re using, as opposed to any specifics. I don’t model those
particular elements in my work so I don’t really have much to say on that.
PA: That’s fine, David. In terms of interest rates, how would you see them as being determined?
And do you believe that, if it wished to, a central bank could control the whole yield curve? So, if
it wanted to set the whole spectrum, risk-free, could the central bank do that?
DC: No, I don’t think the central bank could do that. I don’t think the central bank can control; I
think it can influence, as opposed to control. Interest rates, in my view, are essentially determined
through focal point analysis. Where there’s multiple equilibria, you can move to a variety of
equilibria, depending on what the dynamic forces are, they can push you in different ways. The
central bank can affect the movement to one of those equilibria, but if sets of changes are
occurring that are sufficiently large interest rates get beyond the control of the central bank; it
cannot change one equilibrium from another. So, it’s really the choice among multiple equilibria
that’s the focus, not the move towards any particular equilibrium.
PA: Thank you, David, that’s very interesting. Now I’m going to move into the area of heterodox
economics. This is very much about your personal opinion. Firstly, what would you personally
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understand by the term ‘heterodox economics’? And what groups of economists would you
personally identify as heterodox?
DC: ‘Heterodox economists’ is primarily a social definition - it means people don’t feel comfortable
with standard economics and so have defined themselves outside of it. So, it’s a self-definition as
opposed to a definition that comes from economists. Since I don’t believe there’s orthodox
economics, I don’t really believe there’s heterodox economics. Instead, there are ideas, and
heterodox economists have some good ideas, but to have them discussed within the profession
it is best not to call them ‘heterodox’ because you’ve defined yourself outside of it. For the most
part, I see heterodox economics as a self-definition - creating one’s own little playground, where
we can publish and talk among ourselves, as opposed to bringing this conversation within the
profession itself.
PA: Of this self-defining group, do you see this group as having compatible or even
complementary ideas? Or do you see them as being quite disparate, only linked by that definition
and not agreeing much with each other?
DC: Again, there are various groups of heterodox economists. Heterodox economists are, by
nature, disagreeable! Their personalities are not ‘go along to get along’ personalities.- So they
argue with the mainstream and they also argue with other heterodox economists. People who
don’t have that tendency don’t become heterodox economists, they blend into whatever. So they
[heterodox economists] fight among themselves as much as with others, but many of the fights
just don’t make a whole lot of sense to me.
I think there is - within heterodox economics - a very important set of similarities, views that extend
from the right to the left and various groups, and everything else. They tend to see the nature of
economics as a transdisciplinary study, so you can’t understand economics alone, separate from
the other parts of the social system. This makes formal theorising much, much more difficult. So,
when standard economists jump immediately to policy from theory, heterodox economists point
out that that doesn’t follow. It could be from an Austrian point of view, it could be from a Marxist
point of view - but it’s simply that economics is much more than what the economics textbooks
say it is. I think any good economist believes that, so any good economist should consider him or
herself a heterodox economist [in those terms].
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PA: That’s a bold statement - I’d agree with you, of course. And in the communities in which you
work - and you can define that however you like - what’s the attitude towards heterodox
economics?
DC: They don’t think about it. ‘Whatever,’ they say, ‘It’s fine, let them do whatever they want.’ It’s
not as if their influence requires an, ‘oh, we have to respond to this,’ or something. At times MMT
might bring them to, ‘oh, we’d better think about this a little bit,’ but it’s not something that’s clearly
on their mind at all. That’s the reason I am the way I am about heterodox economists - because I
think this should be on their minds, the ideas they’re [heterodox economists] bringing up! In the
current structure of the way heterodox economists are formed, it doesn’t raise the issues within
the set of debates where it should be raised.
PA: That makes sense. And do you consider yourself to be a heterodox economist, then?
DC: Again, I consider myself an economist, and that’s it. I talk a lot with heterodox economists, I
discuss with them, I’m willing to consider their ideas, and that’s why I have relationships with
them. Where I disagree with most heterodox economists is that usually their heterodoxy is defined
around a policy issue - a position on the right or the left or something - whereas I argue that
heterodoxy should focus more on methodological issues, and try and bring a balance. Here, what
we’re saying is that values have to enter into policy analysis.
Unfortunately, the ‘values must enter in’ proposition only states that needs a formal analysis of
values; it does not say what those values are. Heterodox economists usually emphasize their
values as opposed to what they see as mainstream values. That means that their methodological
criticism is often obscured, and their complaint is seen as a complaint about values, not about
methodology. My focus is on the methodology. That is not the central criticism emphasized by
most heterodox economists. Once one puts in one’s values, then those who hold different values
are seldom engaged, and pluralism is forgotten. So, I argue for a pluralism within heterodoxy that
doesn’t seem to exist.
PA: That’s very interesting in the light of what I’m doing, Dave. I’m going to move onto the global
financial crisis. After the GFC of 2007-8, what evidence do you think appeared to contradict the
expectations of the new consensus macro, or the mainstream?
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DC: Their models were so far from reality that they could very easily say, ‘It didn’t necessarily
follow the models, but we knew the models weren’t correct.’ So, it had no effect on the mainstream
macro whatsoever. It really didn’t affect it other than they said ‘Here, we’d better modify the
models to include some of the issues that they’ve aired.’ Then they’ve gone on almost as if the
crisis never occurred.
PA: Looking to the future, do you think that heterodoxy has any potential to be a rival or even a
replacement for the NCM? Or do you not see that happening in the foreseeable future?
DC: I don’t know what heterodoxy means here in terms of an alternative. My theoretical work was
done in macro on complex systems analysis; it says that here, when thinking of the macro
economy we have to consider it as an evolving complex system. Evolving complex systems have
multiple equilibria, they can move from one to another very easily and very quickly, we have to
very much worry about the resiliency of the system and everything else - all that is now being
analysed much more than it was before.
Therefore, I think it isn’t that heterodoxy will become a rival and replace, it’s that modern macro
will evolve to take into consideration the issues that people have said need to be taken into
consideration for a long time - and the people who said that won’t be remembered.
PA: I see. Are you familiar with what MMT says about operational reality? If so, do you support
MMT’s operational reality to any extent?
DC: I support what you call ‘operational reality’, the need to understand how things operate within
the system. Whether I support MMT’s particular take on it is much more questionable. I think they
put it in a framework that specifies it a certain way, and I’m not necessarily willing to accept that
framework. However, I am willing to accept that here we should be looking at the operations - but
again, that follows from the complex systems analysis there. Within complex systems analysis,
you can’t get down to the nano micro analysis sufficiently to where you can pull out implications
of micro directly to macro. It’s a much, much more complicated process, and that would tend to
fit with what you’re defining as operational reality.
PA: MMT makes a distinction between countries with their own currencies operating under floating
exchange rates - in that case MMT would argue the government spends money ‘ex nihilo’ into the
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system and taxes later, so taxes don’t fund spending in a functional sense. Taxes are just an expost record of what it’s already spent- and fixed exchange rates, where, in principle, the
government budget constraint can be binding. Do you have any opinion on that dichotomy?
DC: Sure, I think that dichotomy is an important one, and it’s one that’s standard economicsbased, it’s not differentiating from standard economics. Where I disagree somewhat is even if you
have floating exchange rates, if you’re trying to affect the system itself, you have limitations as to
how much you can allow that flow, what can occur and everything else. So, again, I get back to
my multiple equilibria that are out there as a focal point as opposed to anything I can specify here.
PA: And if you were considering the government buying, say, a nuclear submarine from a private
contractor, how would you conceptualise the balance sheet effects at the central bank and the
commercial bank that held the contractor's account? What would you think would be happening
there? Or do you not think in accounting terms?
DC: Within accounting terms it gets very complicated, it depends on how one specifies the central
bank within it - so accounting systems are internal to the system, and you can’t talk about them
separately, whether you’re using a flow of funds analysis or something else. It’s just not something
I find especially useful. Where I think I disagree with MMT is that I consider whether you’re taxing
to be important, not because I dispute the validity of functional finance - I fully agree with the
functional finance analysis - but within that, for the government to spend without specifying the
taxes, you haven’t solved the political problem of saying who’s going to pay. Somebody’s going
to have to pay and the accounting tells you that, but you haven’t specified who - so there’s another
political decision that has to be made at some later date. It’s the connection between the political
decisions and the accounting realities that are the complications.
PA: That makes sense. If you were to define quantitative easing in a sentence, how would you do
it, Dave?
DC: I wouldn’t.
PA: Right, I’ll leave it at that! I’m going to move onto what I’d consider the two most controversial
aspects of MMT: firstly, that they consolidate the Treasury and the central bank in the models,
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and secondly, the Job Guarantee or the government using an employer of last resort policy. Do
you have a view on those?
DC: The first one is not something I have anything to say about, it’s an accounting issue, designed,
I think, for political reasons, to make arguments.
The second one, I’m very much a supporter of the government as an employer of last resort. The
best way to provide a safety net for society - and I’ve written a number of articles on this - is for
the government be the employer of last resort, when you have large amounts of unemployment.
What that does is provide a basis, a foundation, a security net that is needed, I think, for most
people in society. But again, that’s a separate issue from any of the monetary issues, and it can
be discussed totally separately from that. Plus, the employer of last resort goes way back into the
1930s and 40s, a long, long history that has nothing to do with modern monetary theory.
PA: I would say it’s the way MMT approaches the JG that differentiates it from other schools, even
aside from all the social factors and safety net arguments that MMT mentions, there’s the idea of
a buffer stock of employed labour as a price inflation anchor. That’s why MMT particularly
advocates the JG, so that in a boom there’s a buffer stock of skilled labour, to reduce the
hysteresis effect on wages, so as the private sector wants more labour it can bid that out relatively
straightforwardly from the employed job pool. Whereas without it, they’d basically have to bid for
existing workers with those skills who were already employed, that’s going to be much more
inflationary. I don’t know if you think there’s anything in that idea?
DC: Again, if you take a look at the inflationary situation now, we don’t have that buffer stock but
actually we’re not seeing large amounts of wage inflation or anything else. I see those as focal
points, institutional realities, and I think the employer of last resort only partially affects that. It’s
much more in terms of the social safety net where I see it as important.
PA: And the final question on MMT - do you think that it’s a legitimate group that has value within
Post-Keynesianism? Or is it not specific to Post-Keynesianism? Or is it not even a legitimate
group? How would you define its status?
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DC: I consider all views as important, and therefore it’s how you play the game within that. MMT
is getting a hearing for sets of ideas that have not gotten a hearing for a long time, and to that I
consider it good and legitimate.
On the other hand, the particular arguments, I’m not especially convinced by them - but I’m not
convinced by the standard arguments or anything else. It’s part of a political policy process that
tends to undermine real consideration of the issues, because it quickly becomes the playing of a
political game - what you have to say, how you say it - and the frame is done to achieve political
ends as opposed to really trying to understand what’s going on here.
PA: And the final question is how is MMT viewed in the economics community in which you work,
if at all?
DC: It’s interesting, they actually had to think about it a little bit! In other words, as opposed to just
disregarding it and not even thinking of it, they said, ‘Something’s there because she’s [Stephanie
Kelton] advising Sanders and going over to Japan and talking about it with Abe, so we’d better
think about it.’ Then they thought about it and said, ‘Yeah, not much there.’
PA: I’d kind of agree with that. I replied to an article in the Financial Times taking more or less
that view, that they’ve taken some sort of interest in it, but it’s only really cursory interest.
Now, David, this is the field where I first came across a lot of your work, and that’s methodology.
First question: how would you generally describe your approach to methodology?
DC: I’m an economist-watcher, not a methodologist. I don’t claim to be a methodologist - I have
little desire to talk about the deep philosophical methodological foundations of economics. So, in
that it’s an operational reality appproach. I talk a lot about ‘nano-methodology’: here’s how you
actually go about doing things, here’s how things work within the system. I like to understand how
the system is operating, and how people succeed or don’t succeed within that.
PA: And is there a particular substantive approach to economic theory that you think is better than
the others? Or do you tend not to associate with a particular approach?
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DC: Well, it depends on what you mean by a particular approach.
PA: For example, Post-Keynesianism, Marxism...
DC: My latest book, “Where Economics Went Wrong” argues that the classical liberal approach
is the best way. What I mean by the classical liberal approach is the classical liberal methodology
of separating out science from applied policy. So, I argue if you’re thinking about what the issues
are, you move away from thinking about policy, because it undermines your ability to look at the
issues neutrally. Then if you’re thinking about policy, which you’re doing about 99.5% of the time,
you add values, you add the other parts into it - don’t pretend it to be science when it can’t be and
isn’t science. That, I consider, is the major mistake that the profession makes. It’s been my hobby
horse for the last ten years of writing on methodology.
PA: That all makes sense. Do you consider pluralism in economics to be valuable? You can be
specific or general.
DC: I think an open mind is valuable, and I think that means being open to all possible ideas.
Now, if that’s what you mean by ‘pluralism’, fine. But on the other hand, within that there’s ideas
that have been considered, now they’re not being considered for some reason, understanding
why that’s the case - so I wouldn’t expect scientific pluralism to be there because science says,
‘We have ways of finding out what’s right or wrong,’ and those ways involve empirical work and
answering the questions.
I think when we’re talking about policy, it has to be pluralistic because we don’t have nice ways
of saying, ‘Here’s how we integrate values into this analysis.’ The way you do that is through
engaged conversation; engaged conversation requires pluralism to take place, because it goes
back to John Stuart Mill’s ‘devil’s advocate’: approach. You had better understand the other
person’s argument in the deep way that she or he understands it if you’re possibly going to be
able to deal fairly with it.
PA: I’ll move onto neoclassical economics. Would you regard it as a paradigm? Is it worthy of the
scientific status to be called a paradigm in a Kuhnian sense, or a Lakatosian ‘scientific research
program?’ Does it deserve either of those titles?
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DC: Again, I don’t think economics deserves any of the titles - so therefore, no, I don’t think so.
But there are ways of approaching something - I talk more about worldviews than I do about
paradigms and point to the assumptions we make. I regard Ariel Rubenstein’s approach that
theory is nothing but useful fables to be the best. Thinking that they’re useful fables here, it
operates in the fables we talk about, and here’s where we might want to change them. All that
doesn’t talk about paradigms, it doesn’t talk about science, all these revolutions; any of that is
way beyond what I discuss.
PA: Looking at your experience of how heterodox economists behave, do you think that they work
as a community as opposed to just within their own schools? In their everyday work are they
usually just Marxists thinking about Marx, Post-Keynesians thinking about Post-Keynesianism they maybe come together at conferences, but there isn’t really a community? Or do you think
there is a real community sense where they’re working more jointly on projects?
DC: I’d say that they very much create their own individual schools. I just came from a conference
at the New School, and I’ve been advising the New School for a long time to combine with George
Mason and offer a joint degree, so that here you have both the right and the left arguing, maybe
you’re better able to place your students if you have them coming from both perspectives as
opposed to a single perspective. But I find heterodox economists generally to be as inwardlooking as I find mainstream economists.
PA: That’s often my experience as well! You can interpret this question in any way - I’m aware
that you just talked about a worldview. What do you consider to be the features of a heterodox
paradigm? Now, if you don’t like the concept of a paradigm and you want put in ‘worldview’, what
would a heterodox worldview be? Or do you not think it’s a particularly good question?
DC: Again, since I don’t believe economics has a paradigm, I don’t think heterodox economists
have a paradigm. I think there’s a worldview that’s there and it’s that economics integrates much
more with all the other social sciences than the standard way of approaching economics allows.
Therefore, I’ve argued that here if we’re talking about it, we should create social science
departments, with economics as one part, some part of a much broader set of issues - and that
we as economists, or as social sciences, should be looking at those much broader issues. That’s
an inherent, basic foundation of a complexity approach, to see it as a transdisciplinary study.
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PA: That’s a good answer, thank you. I don’t know if you’re familiar with critical realism - from
Roy Bhaskar, Tony Lawson and so on - if so, do you support a realist philosophy? Is it not
something you’ve looked at particularly?
DC: It’s something I’ve avoided...
PA: Is there a reason for that?
DC: Like I said, I don’t talk about methodology but about watching economists’ nanomethodology. In some ways I fully agree with critical realists, in others I don’t - but they quickly
want to move it to a methodological discussion and I don’t want to have a methodological
discussion. I see that as a sink of time and effort, moving me out of the realm where I know. I
know economics and don’t claim to be a methodologist, so I don’t want to get onto ontological
methodology or anything else.
PA: That’s fine. If we look at economics as part of a more integrated social science, rather than
this almost imperialist approach from neoclassicism, what factors do you think exist to inhibit the
development of this much more open worldview that you advocate as opposed to a much more
insular approach? Are there good and bad factors there, both within the profession and in the
external environment?
DC: Rent, is the answer. The way you look at things, how academics are structured, creates rents
for people; rents are what people are fighting for within academia. You can’t change academia,
because that affects the rents, and tends to pull rents away from people. Here the only way think
of it is we have a system that’s generating all kinds of rents for all kinds of people given the way
it is; trying to change it changes those rents, and therefore doesn’t happen easily or fast.
PA: In the light of your answer, you don’t expect change in the foreseeable future?
DC: No, I do not expect change to occur - not because intellectually people don’t understand the
need for change, but simply because as a practical matter, the way rents would change [it isn’t
feasible]. Can you imagine a department saying, ‘Well, we’re going to combine political science
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and sociology and economics all in a single department, and they’re going to decide who gets
tenure and what happens’? It isn’t going to happen anytime soon, even if it should.
PA: Well, Dave that was a very interesting interview, thank you.
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ii.

R2 (11) Professor Sheila Dow: Interviewed face-to-face, University of
Stirling, 11 November 2019.

PA: Welcome Sheila, to the interview. Many thanks for accepting the invitation. First question;
which fields of economics do consider to be your specialisms?
SD: My specialisms are methodology and history of thought; and money, banking and monetary
policy, sometimes with a regional dimension - but they are not separate, they all blend into each
other.
PA: My favourites too! What do you think the major issues are in relation to those fields?
SD: In methodology, the key issue is that people are looking at economics with a fresh eye, postcrisis, and this is particularly the case for young scholars; tremendous work is being done by
different organisations and what they are looking at is how we do economics, how we think about
the economy, how different groups theorise about it - and that really requires methodological
input. On the money and banking side, again things are changing a lot, particularly post-crisis,
and lots of issues are coming up just because things are moving forward in the financial sector
and people are rethinking the role of the state, so there’s a lot going on there. That’s an example
of how it runs into methodology because it’s a matter of how you think about it, how you theorise
and how you understand what’s happening.
PA: How important is history to you?
SD: It is absolutely crucial. I am not a historian - I am married to a historian - an economic historian,
to be exact - but it’s actually in the Scottish tradition (which I was brought up in and exposed to in
the early years of my economics education) to look at things from a historical perspective, not
only to see how things have evolved within the economy but also how ideas have changed in
different circumstances. That has implications not only for theorising and for methodology but also
holds the implication that different approaches might make sense in different circumstances.
PA: In terms of maths - do you use it yourself and what do you think about the way it is used in
economics?
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SD: When I started off after my first degree, I used maths - I was trained as a pure mathematician
before I got into economics. At the time of my first degree it never occurred to me to put the two
together but I discovered that this was becoming the thing. I became exposed to people using
maths in a particular way but I soon became disillusioned with it. Mathematical models have a
role to play - not as a necessity, but they can be useful in shedding light on a particular aspect of
a problem (as Keynes noted). But then you have to broaden it out because usually the nature of
the subject matter is such that it can’t be captured in a mathematical model; so, I have problems
with the approach of mainstream economics which always goes back to the requirement to have
mathematical model and to treat that as the whole argument. That’s what I really find problematic.
PA You won't be surprised to know that your answer has a lot in common with Tony Lawson’s
response. It’s ironic that Tony and yourself - both from a pure mathematics background - are very
critical of mainstream economics' use of maths.
SD: I think part of that is not being afraid of it. I have come across people who are hugely
respected in mathematical economics but I discover that they struggle with it. They have striven
to understand maths - not having come from that sort of training - so it has become almost too
much of a focus. Whereas, I am quite happy just to leave it to one side, so to speak.
PA: That really does make sense. I will move on to monetary and fiscal issues. To what extent
are you familiar with or support the credit theory (Innes) of money and the state theory (Knapp)
of money?
SD: I haven’t looked at Innes and Knapp for some time so I don't think I want to answer that
question directly. But in more general terms there are important issues around the relationship
between money and credit, and between money and the state. I agree that money generally (but
not always) arises from credit, and bank money is a liability of the banks. But the two sides of the
bank balance sheet are different. I find the idea of equating money with credit difficult since the
money market is distinct from the credit market in important ways. Similarly it is generally true that
the state has played a central role in the evolution of money. But this has involved interactions
with forces originating in the private sector which have differed over time and place. This
interaction is important now, for example for current debates over giving the state a monopoly
over money supply – it’s hard to see how that could be enforced.
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PA: No problem, Sheila The majority of interviewees feel the same way. Moving on to a more
straightforward question; do you consider the money supply to be determined endogenously or
exogenously?
SD: [laughs] ...endogenously…
PA: If you looked at banks, do you consider then as pure intermediaries or are they able to create
money through extending loans?
SD: I see them as creating money through making loans…
PA: [laughs] I thought you would say that.
In terms of interest rates do you think the central bank of a nation with its own currency under
floating exchange rates could - I am not saying it should, but could it - control the whole risk free
risk curve if it wanted to (and had political clearance to do so)?
SD: That last point is a very interesting qualification...because they are not doing that currently.
However, in principle, they could…I guess. In practice I would say that the central bank can at
least influence the curve.
PA: Thanks, Sheila. I will move on to heterodox economics. What do you understand by the term
‘heterodox economics’? Which groups would you include as heterodox?
SD: The easiest way of answering that question is by saying that heterodox is anything other than
orthodox! If we define mainstream as orthodox then anything other than mainstream is heterodox.
I think I would cast the net a bit wider than some people, and the neo-Austrians, for example, I
would put in the heterodox camp. Another way of drawing the distinction is between open systems
and closed systems thinking - I think that also points in the direction of the neo-Austrians as well
as Post-Keynesians and Institutionalists and so on.
Another distinction that people make is that heterodox economics is pluralist. This focuses on the
fact that there are different approaches within heterodoxy. It's quite important to emphasise the
fact that the encouragement of pluralism is quite controversial within heterodox circles in terms of
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strategy because some would prefer to focus on what I would call a duality between heterodoxy
and orthodoxy in order to focus on the debate with the orthodoxy. The problem with that approach
to the mainstream is that the mainstream itself is dualist 44, so I feel a little uncomfortable with a
dualistic strategy when debating with them.
In any case, this is something where I disagree with Tony Lawson, for example. You can say that
heterodox economists employ an open systems ontology and that is distinct from a closed
systems ontology. That’s fine - it’s a distinction you can justify - but I don’t think that takes you
very far because it seems to me that the different heterodox groups have different ontologies.
PA; Thanks, Sheila. That leads on to the next question - which is to what extent do you consider
that heterodox economics groups hold complementary or compatible views? To use a phrase I
read in a paper by Andrew Mearman on this subject; are you a ‘lumper’ or a splitter’...or
somewhere in the middle?
SD: [Laughs]...somewhere in the middle…
What heterodox economists have in common is that they use an open systems approach, an
open systems epistemology and open systems ontology but each grouping understands the
system differently. So, a Marxist focuses on class, an Austrian focuses on the individual
entrepreneur and so on. So, they are not compatible beyond the level of agreeing that the system
is open in some sense, but at least there is a starting point there. There is an understanding that
there is no one true way of understanding the economy - it’s a matter for debate and justification
and so on - and the line that I am always trying to push is that we need to be conscious of issues
at the methodological level in order to understand where people are coming from in different
schools of thought. And then we can have constructive conversations and cross-fertilizations well we know there are lots of cross-fertilisations within heterodox economics - but it shouldn’t be
a ‘pick and mix’ approach - there’s a great danger in that. One has to understand where an idea
is coming from and how it is going to look differently within your own approach.

Dow gives the following explanation of this concept, ‘Dualism involves structuring thought around pairs of
categories (duals) which are all-encompassing, mutually-exclusive and with fixed meaning. A dual is a much stricter
concept than a distinction, which can be applied provisionally to parts of the subject matter, is permeable and has
contestable meaning. So we can draw distinctions between schools of thought, but my view is that they shouldn't
be dualistic.’
44
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PA: That makes sense. In the community (or communities) you work in what is the attitude
towards heterodox economics?
SD: I work primarily within the heterodox community which is pluralistic but also adopts a range
of views about heterodoxy. Looking beyond that, I think an interesting feature of the current
climate is that there is more looking around beyond mainstream economics so that ideas are
being brought into the mainstream to the extent that some mainstream economists think that it’s
pluralist. I don’t think it is because, as I said before, if you take an idea from one school of thought
and apply it in another it becomes something different, especially if the latter school requires ideas
to be expressed in terms of formal mathematical models. There’s more of a willingness now
among some mainstream economists to be open to different ideas, however whether there’s an
understanding of what ideas actually are within their original framework is another matter.
PA: Yes, that’s another very interesting answer. Did you teach both undergraduates and
postgraduates during your career?
SD: Yes
PA: The next section is about the impact of the financial crisis on mainstream economics. What
did we observe during the crisis to undermine the credibility of the mainstream?
SD: Well, it was clear initially that they couldn’t explain it - whereas people who’d been studying
Minsky knew what was going on - but since then there has been a retrenchment and an attempt
to explain the crisis in New-Keynesian terms - as a result of market imperfections of various sorts.
PA: And how would you assess the impact (if any) of the crisis on the hegemony of the
mainstream?
SD: It’s still there! But I think it is a generational thing and I feel optimistic when I see this new,
upcoming generation. They are not all heterodox by any means, some of them are inclined
towards orthodox economics - but they are really thinking about the issues and are drawing upon
different sources, such as the history of thought. Once that generation - assuming they can get
jobs - start moving through the system I hope a difference will emerge; I am hoping that, as time
goes on, this hegemony might be chipped away…
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PA: So, you think change might come with the ‘new kids on the block’ rather than expecting
change with the ‘current players’?
SD: Well even some of the current players are doing things like discussing uncertainty more or
talking about ‘animal spirits’ - not in a way that’s very Keynesian but at least they are talking about
it.
PA: Thanks, Sheila. Moving on now to MMT, to what extent do you support MMT’s view of
‘operational reality’?
SD: I think that the core message of MMT is great; that there is nothing stopping the government
spending to employ unemployed resources - they can do that either by borrowing from the central
bank or by issuing debt - and to make that argument now (or over several years) is great and it’s
had a big impact and I am very happy about that. However, once you drill down a bit that’s when
I start getting a bit uncomfortable…
PA: I might ask you to pause at that point because I am going to ask you about the areas which
generally cause most concern amongst economists who are sympathetic to an extent with MMT.
At this point I might ask if you think the distinction MMT make between nations with their own
sovereign currencies under floating exchange rates (where governments face no revenue
constraints in their own currency) and those nations under a gold standard or hard peg, fixed
exchange rate (where government spending is constrained by taxation and borrowing) is a
significant one - with or without nuances?
SD: With nuances...because many countries operate in a ‘middle ground’, where central banks
manage the exchange rate to one degree or another. The general principle, I agree with. Under
sovereign currencies with floating exchange rates the government has more freedom. But there
are significant differences in power in international currency markets. In particular there is a
massive asymmetry between the power of the US dollar and the sovereign currencies of small
nations. As a general point I am wary of absolute distinctions.
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PA: If the government bought, say, a nuclear submarine what would be the impact on the central
bank's balance sheet and the balance sheet at the bank holding the account of the company
selling the submarine? Or is this type of accounting not something you consider in your work?
SD: It is an accounting framework I have used a lot in the past but not recently so I am finding it
difficult to come back to you with a good answer...
PA: Do you think this type of question is important even if it is not your field?
SD: Oh, yes.
PA: Could you define quantitative easing in a sentence?
SD: Quantitative easing is the central bank supplying liquidity to the market.
PA: Sounds good. Now I will move on to the areas which have led MMT to face most criticism,
even from generally ‘friendly’ critics within Post-Keynesianism.
First, MMT tends to consolidate the central bank and the Treasury as a heuristic or pedagogical
tool (treating both as part of the state). Do you think is a valid and potentially valuable approach?
Second, MMT advocates support the introduction of a Job Guarantee - where the state offers a
job at a fixed wage to all those out of work, but ready and willing to work, effectively setting the
unemployment rate at zero. This is a core policy of MMT.
SD: On the first one, I can see arguments for consolidating and for not consolidating. The
argument for not consolidating is that the arrangements are different in different countries and
sometimes it is quite important to make the separation. I wouldn’t give a general answer to that
question. I guess my inclination would be to separate them but it would depend on circumstances
and the issue at hand. Again, I would be wary of hard-and-fast distinctions when addressing real
processes.
On the second one, I have been surprised that the Job Guarantee is so central to MMT.
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PA; The reason it is central relates to the fact that the supporters of MMT deny that monetary
policy is an effective way of ensuring price stability. Instead they advocate the use of a buffer
stock policy. A buffer stock of employed labour is seen as providing a price anchor - it expands in
recession and contracts in a boom. It prevents hysteresis and means that, for example, in a boom,
wages would not be expected to rise significantly as skilled labour would be available in the
employed job pool. This is additional to the social benefits of the JG.
SD: That’s interesting - as I said, I hadn’t really thought of the JG as so central; public sector
employment is of course one good way of promoting full employment as part of counter-cyclical
policy, but a full job guarantee goes much further. I do believe that the line of causation goes from
establishing economic stability and then making sure there is financial stability and that will
produce monetary stability. I do think in terms of that sequencing. I would have to think about this
issue some more. How about the basic income alternative - how would that fit in?
PA: The major players in MMT - Mosler, Wray and Mitchell - are all strong advocates of the JG
and argue that everybody who wants to contribute to the economy should have the opportunity to
do so and their contribution should be recognised by being paid. Those that are unwilling or unable
to work would receive an income which would allow them sufficient income for a decent quality of
life even though it would generally be rewarded at lower rate and those in the JG scheme (of
course, this non-JG income scheme would reflect individual needs so, for example, if someone
unable to work had particularly significant needs - perhaps due to a heath issue - their income
would reflect this; they may require a higher income than those on a JG scheme or many non-JG
employed workers). The idea of the JG is based on a recognition that work brings more than
income; it provides social networks and raises self-esteem, for example. It also requires us to reevaluate what constitutes productive work and broaden its definition, especially to include care
work which may be currently unpaid. The JG wage sets a floor on pay and conditions and the
private sector pay and conditions structure effectively sits on top of that.
SD: Well, how would you deal with a situation where the economy is going into recession so there
is unemployed labour and that’s the number one problem, but a steel mill is closing and the capital
is going to devalue hugely if it’s not kept going. That is a situation where a capital-based fiscal
intervention might be required which would result in more private sector jobs.
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PA: Well, the JG wouldn’t be a replacement for that - I agree that might be required. MMT
advocates argue in favour of the potential need for large government capital spending programme
- especially as part of a ‘Green New Deal’ but, importantly they would argue for that to be
accompanied by a JG. So they see the JG as a complement to, rather than a replacement for,
fiscal expansion; in addition to the JG’s role as a vital element of the government's counterinflationary policy.
SD: But there’s such a wide range of jobs in the public sector that are not well-paid - I mean fiscal
policy can promote expansion and have beneficial effects – in a ‘New Deal’ kind of way.
PA: Yes. I agree with that. The JG would be additional to that and about providing opportunities
for people to use their skills to benefit the community and be recognised for doing that.
SD: What you are saying sounds very similar to the way basic income programmes were talked
about in the 1930s; for example, in the 1930s women didn’t tend to be formally employed but
were regarded as major contributors to production in all sorts of ways and the basic income was
designed to be focused on them. I am not necessarily an advocate of basic income, I am just
surprised that you should be so focused on the Job Guarantee. There are different ways the
government can promote full employment...
PA: I see that but essentially the main major advocates of MMT all see the JG as a core element
of MMT - they disagree with the contention (which often originates from within PostKeynesianism) that the JG is something distinct from MMT. MMT advocates disagree because,
notwithstanding the social benefits of the JG, they take inflation control very seriously (despite
mainstream criticism to the contrary) and see the JG as a vital price anchor required as an
accompaniment to countercyclical fiscal policy.
Do you have any other concerns about MMT?
SD: I hadn’t zeroed in on those two particular concerns. I hadn’t appreciated how important the
JG is to MMT - I knew MMT people were committed to it - but I hadn’t realised how integral it
was.
In terms of concerns, I might first consider money; I feel a bit uncomfortable with the idea that
money is what it is because it is what taxes are paid in. I think of it as the basis of what contracts
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are settled in, more widely within a society. But I also don’t see liquidity preference within MMT at
all. Once you start talking about contracts in a world of uncertainty then that sets you off on a path
of increases in uncertainty leading to increases in holdings of liquidity which need not be moneyit could be further along the spectrum. You might think other stuff is liquid - it may turn out not to
be, in practice. It’s only in crunch time that there’s a sharp distinction between money and nonmoney. Most of the time it's part of a spectrum and I feel that MMT doesn’t deal with this issue.
PA: I agree - but there have been attempts to do it. Randy Wray tried to link Keynesian liquidity
preference to the endogenous money approach in his first book in 1990 [Money and Credit in
Capitalist Economies: The Endogenous Money Approach]. I have written on this subject myself
but I am not sure I really got to the essence of the issue. I started out with some ideas on the topic
and corresponded with Warren Mosler; we ended up writing a paper together but in the end the
liquidity preference aspect disappeared from the finished article [‘A Discussion of Central Bank
Operations and Monetary Policy’]. To be fair to you, I feel there is a question there but I am not
sure exactly how to answer it!
SD: MMT fits well with circuit theory and stock-flow consistent models but I feel - because there
is a tendency to start in equilibrium and take the whole thing to the end (so from one equilibrium
to another) it is important to focus on process. So I am not so concerned with where the money
comes from (I do recognise that it is an important question, but it doesn’t seem to me to be central);
what I would rather do is focus on how financial markets are behaving and how central banks
influence that behaviour; it’s a process.
PA: Would you see MMT as a part of Post-Keynesianism or as a distinct school?
SD: Defining schools of thought is always an imperfect business because there aren't any sharp
edges and it is just a convenient way of grouping people together who think in a similar way from
similar foundations. So it is a matter of judgement where you draw the line. Now circuitists and
stock-flow consistent modellers present themselves as Post-Keynesian so I can’t see why MMT
should be regarded differently because I can see a lot of commonality there. The fact you can
have a meaningful conversation - that’s my criterion!
PA: Some ‘MMTers’ identify as Post-Keynesians (I do) but others don’t -.part of that is they see
themselves as receiving difficult and even harsh treatment from some Post-Keynesians. Some
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MMT advocates see its roots lying more in Marx or Kalecki - for example, Bill Mitchell, whereas,
Randall Wray, for example, as a Minskyian, is much more sympathetic to the ideas of Keynes.
In terms of the community (or communities) you work in - is MMT recognised as significant? Is
there a recognised attitude towards it?
SD: Within the communities I meet up with, some people work on MMT while others have mixed
feelings about it, including the types of criticisms you’ve mentioned already.
PA: Thank you, Sheila. I will move on to the final section on methodology; first, how would you
describe your general approach to methodology?
SD: My approach is to look at what underpins methodology; in other words, to look at the
ontological level and the epistemological level and how that leads one to a particular approach to
methodology. I also Iike to emphasise how important it is to do that; not as a daily activity but
simply for everybody to be equipped to recognise what their own methodology is and where it
comes from and to be able to form a view about it, justify it and engage in discussion with others
about it.
PA: Do you support a particular substantive approach, a school of thought in economics, for
example, Post-Keynesianism, Marxism, Institutionalism?
SD: Post-Keynesianism. It’s a kind of shorthand – a term I find useful.
PA: We have already touched on pluralism and I know you think it is valuable but can it be taken
too far?
SD: Yes, if it’s taken as ‘anything goes’ then you give up the game. In practice, that’s not going to
happen because if we talk in terms of schools of thought, a school of thought functions as a
community (accepting there are overlapping communities) that doesn’t need to discuss
methodology every time there is a conversation, so progress can be made. So, in practice, there
is a limited number of schools of thought which are recognisable and it allows what I would call
‘structured pluralism.’
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PA: The next question came from a question I was asked at a conference and found difficult to
answer; do you consider that neoclassicism or orthodox economics (whichever you prefer)
deserves the title of a paradigm or a scientific research programme (in Lakatosian terms)? Is it
‘scientific enough’ to justify the label?
SD: That’s an interesting question. A paradigm in a Kuhnian sense involves a disciplinary matrix
which extends from ontology - a worldview - to the things you use to analyse it. I suppose what
your question prompts is the thought that maybe it is not coherent? Having said that, I think I
would defend saying that it is a paradigm because a worldview is implied by its methodology - in
the case of the orthodoxy this is a view which those of us working within open systems paradigms
think is not a good account of the world. But does that conflict with other things that they are
saying about the world? Well paradigms are not necessarily all that coherent!
PA: That’s interesting. I wasn’t expecting that question – I didn’t see it coming
SD: Well, the nature of working within a paradigm is that you don’t see things the way people do
who work in another paradigm and the point is that one should be able to try to understand what
others are saying in other paradigms – if it is the dominant one, we have to!
PA: Well, if the question was designed to make me think, it has worked.
SD: [laughs] It has made me think too…
PA: [laughs] There could be a paper in it for you…Moving on to the next question, do you think,
in general, that heterodox economists collectively work in a community or more as individuals
within defined schools - or is there a mix? More than that, might some be taken as working within
a closer construct or heterodox paradigm (however defined) or in separate paradigms? If a
heterodox paradigm doesn’t exist, can you see the potential for it to exist?
SD: Well, the AHE demonstrates that it is possible to build a heterodox community; it draws in
people from different schools of thought to its conferences who are able to communicate with
each other. I think academics, by their nature, are somewhat individualistic – just to choose that
way of life, to do a PhD and so on you have to be a bit inward-looking – but we have to
communicate with people and that’s where the community comes from. It depends what your
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purpose is in becoming an economist – if you want to somehow promote change and
transformation then you need to engage outside your own bubble.
However, as I have argued already, heterodox economists do tend to coalesce into different
heterodox schools of thought and this is useful because these schools of thought come from
different starting points and, therefore, see the world in a different way. What I don’t want to say
is that out of that comes a synthesis which is what a lot of people talk about - that being pluralist
means drawing from a whole range of approaches into one big synthesis. I don’t think that’s
possible because, say, a Marxist and an Austrian can have a conversation out of which interesting
things might come, but fundamentally the way they see the world is so different it doesn’t make
sense for there not to be schools of thought where each of them pursues their own agenda.
PA: That’s a very interesting answer, Sheila. To what extent do you support critical realism or,
more generally, value a starting point based on realist social ontology? Do see critical realism as
being able to ‘under-labour’ particular heterodox schools of thought?
SD: You can tell from my answers how much I have been influenced by critical realism; it’s not
that I haven’t always thought this way but critical realism has really crystallised in my mind the
role of ontology and the need to be explicit about it. I think that has been a great contribution of
critical realism - but I am sure you can sense I am coming to a qualification... [laughs]
PA: [laughs] There is always a ‘but’...
SD: It is like the situation with MMT; there are positive aspects to critical realism but once you dig
down to the more detailed theoretical underpinnings of it I find I have some differences of opinion.
In some ways - because I think that what is important is the argument that one should look at
ontology - that’s enough for me, actually. I have engaged with critical realism in more detail on
various occasions but I'm not sure how far I have got with that and there is this sticking point about
different open system ontologies.
PA: Looking at heterodox schools, do you think that the idea that they all - in principle - can be
based on a realist social ontology means this commonality could form the basis for a heterodox
paradigm as a fruitful structure or do you think the ‘otherness’ which comes from having different
realist social ontologies means that they will end up working in separate paradigms.
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SD: The second one. This is why I feel it is so important to think about methodology and
epistemology. The important thing is open systems and pluralism and recognising that people see
the world in different ways. This becomes very pointed when you think about governments
seeking advice and you have an array of heterodox economists who see the world in different
ways - as a policy-maker what do you do about this? The first answer is that a political party has
a particular view of things and will tend towards schools of thought where the advocates think in
a similar way to them. Yet in politics you always have to deal with diversity of opinion, different
perspectives and so on. If you think of Keynes’s ‘weight of argument’ approach - his epistemology
(and methodology) was to draw on different strands of argument in order to arrive at a provisional
conclusion. The more the evidence seems to point in one direction the more weight is attached
to that view. You could put it in a way which illustrates that agreement from different perspectives
bolsters confidence. For example, if a Post-Keynesian and institutionalist come to the same policy
conclusion then you can feel a bit more confident in it. It matters - when there is a difference of
opinion - where that difference comes from. It’s a matter of the economist putting forward a
particular position needing to justify where the view comes from, to communicate it effectively and
then for the policy-makers to make of it what they will.
PA: Thanks, Sheila. My penultimate question relates to critical realism and research. If a
researcher were to explicitly base their research techniques on critical realism what might that
entail?
SD: You start by saying how you understand the real world and thinking carefully about what that
means for your epistemology and methodology.
PA: Would you say that would be enough?
SD: I would...
PA: That’s great! For my final question I would like to ask you to consider the positive and negative
factors inside the economics profession and outside it in the social and political environment and
summarise your feeling about the future in terms of the chance that mainstream hegemony might
be undermined either in the near future or, at least, in the foreseeable future.
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SD: As I have mentioned already, I am optimistic about what this upcoming generation are doing;
this has happened before but now it is more serious - in the past these pressures have come and
gone but this time this generation have formed institutional structures and they are producing
course materials and mechanisms for changing the way economics education goes. So that
makes me optimistic and it has been spurred on by the climate, post-crisis. It’s pushing all these
big issues to the fore such as income distribution and climate change - that’s clearly changing the
way people think.
I read Gilllan Tett’s work for the FT45 - ‘Moral Money’ - which is really interesting. What she is
doing is looking at what is going on in the financial sector, highlighting a switch from profit
maximisation to pursuing social and environmental goals, governance issues - the column also
covers things that go against that but there’s a huge amount of work going on in the financial
sector itself even though it is often regarded as the bulwark for mainstream economics.
I think what this illustrates is that the financial sector used the mainstream approach when it was
useful - and it was useful for their purposes! - but it’s not clear they actually believed it. There’s
extensive literature in support of that and now companies are seeing that the winds are changing
they are behaving differently; that’s going to feed back - it’s going to feed back to governments
and it’s also going to feed back to the way in which public funding of economic research is
allocated. The fact that the ESRC [Economic and Social Research Council] funded ‘Rebuilding
Macroeconomics’, having explicitly called for proposals to investigate new approaches to macro,
is a positive signal. There are signs of hope…
PA: Well on that note, Sheila I will close the interview and say a massive thank you. I have
learned a lot and it has been a thoroughly enjoyable discussion.

Gillian Tett is described as ‘chair of the editorial board and editor-at-large, US of the Financial Times. She writes
weekly columns, covering a wide range of economic, financial, political and social issues’. Source:
https://www.ft.com/gillian-tett?page=2
45
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iii.

R2 (4) Professor Scott Ferguson: Interviewed by Skype, 13 June 2018

PA: Many thanks for giving up your time, Scott. Which fields of economics would you consider to
be your specialism?
SF: That’s interesting because I’m not an economist. I’m a humanities professor, I’ve got a PhD
in rhetoric - you can think of it as continental philosophy and film and media studies. I come to
economics in an interdisciplinary way, and at first I was trained in the critical theory tradition of
Marxism, sometimes known as ‘western Marxism’, and I came round to MMT in about 2012. My
economics education was self-taught. The MMT insights are very important to me. If I had to say
I had a specialism, it would be chartalism, macroeconomics, Post-Keynesian theory of
endogenous money.
PA: And what would you consider to be the most important issues relating to that field currently?
SF: Well, the way I usually put it is growing up in the United States in the neoliberal period, before
I had any critical training in any kind of non-orthodox thinking, I basically presumed (although I
wouldn’t have put it this way) that money was a finite, private, decentralised relationship that was
essentially a zero-sum game. Marxism then helped me find language to describe the
contradictions and crises created by the money form, and to think through the effects of its totality
for social production and distribution, and cultural and aesthetic creation as well.
So, when I got to neo-chartalism it fundamentally reorganised the way I approached all questions
and problems from the political and economic to the aesthetic. Money as a governance project is
a creature of the state and a creature of law, and as a writing instrument it is inalienable, nominally
boundless - and also, not just causally, but politically, and maybe even ethically and morally - this
puts centres of governance in the seat of collective responsibility, for everything from production
distribution to employment inclusion, and so I don’t treat MMT and its insights in any kind of
mechanical way. There is a mechanistic impulse, I think, in MMT, and it’s important - but if we
simply work within a thin mechanical cause-and-effect explanation, we miss the broader political,
social and even metaphysical conditions of possibility for political economy. Ultimately, I think
MMT encourages us to start from an understanding of money that is not neutral but is a boundless
public utility, and that it’s contestable and it’s not inherently alienating. Unlike Marxism seems to
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presume, although Marxism is heterogeneous, there are no necessary ‘laws of motion’ which
determine or over-determine monetary relationships.
Only one more thing that I’ll say - coming from media studies - in media studies, one of the
fundamental assumptions that we presuppose is that media is always situated. It’s political, it’s
indicative, and it’s ‘thick’, and it’s active and it’s actively organised. The mainstream have this
terrible view of money as a neutral veil. MMT complicates even the Marxist understanding of
money as mediation; in most Marxism money is still a passive expression of the underlying forces.
PA: Do you use history in your work, and if so, how?
SF: Yeah, absolutely. I wouldn’t necessarily call myself a Hegelian or a Marxist or anything like
that, but especially in the nineteenth century history became the medium or the grounds of social
reality - I’m very much committed to that. The very terms by which we understand the present are
historically conditioned. By doing genealogical work - I’m not a Nietzschean, but in a Nietzschean
sense - we can be familarised and open up the possibilities of the present to the future by
discovering the past. We can use that to unsettle what we take for granted today in our
terminology, in what we presume, the relations that they presuppose, etc.
In my book, I’m trying to tell an alternative genealogy of the rise of Western modernity and trying
to enrich the story; neochartalism has an alternative to the ‘barter story’. Certainly, in my
overlapping fields of critical theory, studying humanities and literature, everybody seems to
presume that modern, Western, so-called ‘capitalism’ arises when intrepid entrepreneurs and
merchants and bankers just decide to start trading and lending. In my book, though, I provide an
alternative story and point out that, in fact, there were vested levels of political and legal authority,
and they were overlapping. On the one hand, at the highest level, were the Emperors of the Holy
Roman Empire, and on the other was the medieval papacy; both of those possessed a taxing
capability. Some of the work I’ve brought into my alternative genealogy suggests that those
merchants and bankers on the Italian peninsula were working in, essentially, a papal monetary
system. It looked different, then, to our system today, there were multiple currencies, which were
all receivable as taxes at the level of the papacy - but in no way were the merchants independent
or engaging in direct private exchanges. I think that it’s starting from this basis that really opens
up a whole other way of seeing the politics, the social values, the art, the theology and everything
else, really. This is a period that most historians don’t question.
630

PA: And what about maths? Do you use maths in your work, or do you avoid it?
SF: I avoid it. I’m really not trained in maths. Most of us understand that, whether we’re in the
orthodoxy or heterodoxy, maths is a barrier to entry. I’m not against maths, it’s a powerful
rhetorical tool. As long as we’re aware that it’s a rhetorical tool that can be used in different ways,
I’m fine with it. But we all know that it’s a barrier to entry and it’s a part of the esoteric, insular
knowledge creation - a ‘geeky thing’ - which has significant effects, central banking, etc. I’m not
trained in maths, it’s not a strong point of mine.
PA: I’m going to move onto the next section - to what extent do you support credit (Innes) and
state (Knapp) theories of money?
SF: Absolutely 100%! For sure.
PA: And do you think that the money supply is exogenously or endogenously created?
SF: So, my quick and easy answer is endogenously. I would say that when we’re talking about the
so-called ‘external sector’ it’s one big overlapping endogenous system, it has differentiated
centres of governance.
PA: Would you consider that banks create money through their activities or are they pure
intermediaries?
SF: They create money through their activities - they’re not intermediaries, at least not in the
passive sense.
PA: Do you think that the central bank, should it wish to, would be able to control the whole riskfree yield curve? Or can it only influence it?
SF: I’ll answer, then I’ll ask a clarification question. I presume, along with MMT, that any interest
rate set by a central bank is a political choice. The market is not a reified sphere out there that
the interest rate can somehow react to. Again, central bankers are not just passive, they are
organs of the state. So, I suppose then they can set the whole yield curve, if I interpret it correctly
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as the interest rate paid on bonds across the whole spectrum of maturities. Am I correct in
assuming that?
PA: Yes, and interestingly, as you’re coming at this from an MMT perspective, and by your own
admission you’re not an economist, for me you conceptualise this exactly right. I absolutely agree
with you.
Now, what do you personally understand by the term ‘heterodox economics’, and which groups
of economists would you classify as heterodox?
SF: So, this is a history I have absorbed through ‘osmosis’. I guess I associate the institutional
and discursive work of constituting something that we call ‘heterodox economics’, associated with
Fred Lee. He theorised about heterodox economics, he created institutions that cultivated
heterodox economics. So, what is it? It is a plural, heterogeneous field, made up of invariably
critical political schools, who find different ways to question mainstream assumptions, especially
neoclassical assumptions.
Some schools that I would put under the umbrella of heterodox economics would be Marxism,
institutional economics, Post-Keynesianism, MMT, feminist economics, environmental economics
(people trying to think about ecology, although there are plenty of neoclassicals trying to do that
too!). I’d also include critical race economics, work stemming from Duke and the work of Sandy
Darity, and his students, Derek Hamilton and others.
PA: No one’s mentioned this latter group aside from Anwar Shaikh.
This is a tricky one - to what extent do you think that they are compatible, or even complementary?
SF: Very tricky. In fact, I’ve just been interviewed on the MMT podcast and asked to reflect upon
MMT and Marxism. I think my first impulse is to say that it is genuinely meaningful to be heterodox,
and to be pushing against, in a variety of ways, neoclassical assumptions. I also think schools are
not nearly as rigidly defined as is typically assumed. What I would say is that I think there is much
more conscious and unconscious fluidity between these fields - as I would say about a variety of
fields, I would say that about the humanities as well. When you look at any one of these fields,
and the one I know best is MMT, the deeper one digs, the more one is interested in the spirit
rather than the letter of a particular field, and the more you dig around in it and see the problems,
632

the tensions, the issues that need clarification, the more you see how the different approaches
relate to each other. Bill Mitchell, Stephanie Kelton and Warren Mosler all bring different
perspectives - they don’t always easily fit together, but that doesn’t mean they just dissolve into
chaos.
In my own work, because I’m very committed to these much bigger philosophical and
metaphysical questions about the underlying conditions of possibility for politics, economics,
social life, I think MMT, in its letter, gets closest to the spirit of what I’m interested in and because
I’m trying to differentiate what I’m pursuing from the Marxist Critical Theory school that I’ve grown
up and out of then it’s in my interest to emphasise and articulate that difference. Very often,
whether it’s in my writing or on social media, I’ll emphasise the differences - sometimes I’ll go the
whole hog and say - in these particular ways - MMT and Marxism are wholly incompatible. I would
say some of the same things against the Post - Keynesians who are really pushing back against
MMT. However, in my work, I guess I spend a lot of time drawing lines between different
approaches but that doesn’t mean I don’t appreciate and understand all the complex and
overlapping shared histories and terminologies of various groups within heterodoxy.
PA: That’s a very interesting and full answer Scott.
At this point I might ask you to consider the extent to which you think heterodox economics in
general and MMT in particular are seen as an alternative to the mainstream approach in the
community or communities you work in.
SF: First I will say what I know from a perspective outside the economics profession and I am just
going to mimic what Stephanie Kelton said in her address to the International MMT Conference
which was that MMT was not going to capture hearts and minds in mainstream economics
because it’s so homogenous and MMT wasn’t going to get anywhere in top journals, getting hired
etc. To make their influence felt MMT would have to act in conjunction with other disciplines, other
areas and other institutions; they’ve connected with legal scholars, historians, many in the
financial press and slowly a little in the humanities (where I’m at). That’s MMT but that might hold
for heterodox economics, in general.
MMT doesn’t have much of a profile in the humanities (just me, some of my students and my
colleague, William Saas at the University of Louisiana) and some support amongst historians but
it’s really small; we’re trying to use media, build institutions to give a sense that ‘there's a there
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there’. That’s the reason why I’ve created a podcast. I want to work like Fred Lee, help build
communities and be an attractor for other folk. In terms of ‘heterodox’ I didn’t even know what the
word meant until 2012-13 when I started plunging into MMT and trying to see what it was all about
and what it was connected to. My education (my undergraduate study was in the second half of
the 1900s and my PhD in the first decade of the 2000s) created the picture that there is Marxist
economics which provides a critique of mainstream economics, and then there is Keynes and the
Keynesian tradition which is largely an apologetic. The idea was that the Keynesian approach
sought to ‘save capitalism’ and then it turned out to be wrong and could only work in the first 3035 years after the war and broke down. And why bother anyway? I didn’t know that there was a
whole plural heterodox economics world in and around all that. I didn’t know that Keynes had
been - for want of a better word - ‘neoclassicised’ in a bitter battle in and around Harvard. What I
would consider as ‘American Keynesianism’ is just one variant or perversion of Keynes work. And
even if Keynes is imperfect - who’s perfect? Certainly, Keynes is far more interesting than I had
been led to believe. Certainly, the work Keynes and the Post-Keynesians in around Cambridge
who followed him is fascinating.
I would say, since the financial crisis, people in the humanities have turned towards what you
might call more heterodox perspectives. In the last ten years there’s been a resurgence in interest
in the work of people like [Karl] Polanyi, people who think more about debt, credit - there is more
economic pluralism connected to the kind of things that people in the humanities do.
PA: Yes, the first paper I wrote about MMT is my attempt to integrate Polanyi’s thinking with MMT
- it’s on Warren’s website. I certainly see a compatibility between Polanyi’s insights and MMT.
SF: That’s very interesting to me. I am far from a Polanyi expert but I sense a strong possibility
for overlap. I look forward to seeing what happens.
PA: Well Scott, I will move on to methodology- you’ve covered everything else.
First, how would you describe your approach to methodology? As quite an ‘easy’ starter...maybe
not so easy...
SF: That’s not an easy question… well I’d certainly avoid what I call a ‘cookie- cutter’ approach. where one takes a well-known piece of methodology or applied writing and takes that way of
seeing the world and puts it over a new phenomenon and blocks out those things that don’t fit, in
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order to reveal, once again, how the former writer was correct! That said, at the same time I
recognise that we are fundamentally shaped by our context and are dependent upon and rely
upon previous writing. I would say that method is a dynamic process and it’s important to learn
the lessons one has learned from others and from others’ texts and intuitions that have developed
and apply them to a new phenomenon. However, it’s important to let that new phenomenon speak
and let it speak heterogeneously. The most valuable results come when results challenge
methodological assumptions.
That’s very general but I can be more specific. I come from a Marxist Critical Theory background.
If there’s a method within Marxist Critical Theory, it begins with cultural artefacts - it could be a
film, it could be a television commercial, it could be a song, a genre in opera; it could be ‘high
culture’ or ‘low culture’ but that artefact is treated with the utmost seriousness, in the sense that
one thinks of it as a site of value - a form of cypher for a whole field of political, aesthetic, social
and economic field of values. And, in addition to seeing the artefact as a cypher for values in the
social world it might also be seen as something which crystallises various tensions, contradictions,
crises and problems and desires for a better world - and provides answers to those desires - and
one can actually learn a lot about a particular social and historical moment and its limits and
possibilities by approaching a cultural artefact in this way. I would say that this is the baseline
approach of most critical theory and critical aesthetics.
This approach is very much opposed to that of the Marxism of the Second International which
was very attached to the ideology of scientism. Along with the scientism, came an almost
cartoonish false opposition between base and superstructure – an opposition which reduces
bourgeois art and literature or mass culture - silent movies, action adventure, serials that were
played in the fifties; all this stuff – to merely passive expressions of the base that have no causal
relevance in their own right. It is a mere passive expression of bourgeois domination and it can’t
really tell you anything. Critical theory’s methodology kind of flips that - well not just flips that! - it
is based on the contention that the whole [orthodox Marxist] division and hierarchy is highly
problematic and we have to take cultural artefacts very seriously (and sensual experience and
how it is socially and culturally conditioned).
That’s one perspective on methodology; another is MMT! I can describe my challenge in different
ways; one way is to see what happens when you bring these two things together and another way
is what I talk about in it my book - I want to reground critical theory project (which is essentially
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what I just said) but instead of taking the Marxist ontology of money for granted, think it through
MMT’s ontology of money and see what then happens. I’m still experimenting and trying to see
what happens but I will say that one of the major things that's happened is that one of the key
elements of the critical theory project which I have not talked about yet - the relationship between
sensuous cultivation of artefacts and the like and the primary medium in modernity which broadly
conditions the cultivation of sensuous artefacts and that’s money.
And it’s not just money that the critical theorists were preoccupied with but money as an abstract
relationship and they go further to consider abstraction in general it’s not just money as an
abstraction but then abstraction more broadly, abstract technological progress, in addition to
money are all of the abstract coordination and production of sensuous artefacts in modernity. But
because they follow a Marxist line they have a ‘fall’ story to tell - not just money as an abstraction
but abstraction in general is a fallen form, inherently complicated but inherently alienating. It is a
universal movement of alienation and domination and what they’re interested in tracing the areas
of that alienation and domination and existence, problems and crises in sensuous artefacts. My
question is, say, to bring in MMT and use MMT’s sense of money and extrapolate what MMT is
saying about abstraction - that money is not essentially alienating - it could be but it doesn't have
to be. What then occurs; how do we breed material culture? What is it expressing and how is it
expressing things differently? What I would say, in general, is that if I am reading liberal modern
artefacts I would argue that most cultural artefacts are stamped by the liberal money form -by
austerity and an obfuscated fiscal centre that is responsible for the issue and collection of money.
That’s the work of critical theory, for me. It becomes about revealing a whole other set of historical
conditions and processes and I don’t just want to trace them from a history of political economy,
narrowly speaking, but in the broad breadth of sensuous experience and art.
PA: That’s a very interesting - and full - answer, Scott. What do you think of the idea in MMT that
money is not necessarily alienating but is rather a boundless public resource (an idea which I like
very much from your work) - is that the key idea for you or are other ideas more significant?
SF: I think that is certainly one of the key ones. I think another key idea that I tease out of MMT
that is often implied is the idea of an ongoing simultaneous interdependence in any
macroeconomic system and I think this comes out most straightforwardly in MMT’s vision of tax.
The matrix of taxation, the matrix of political and legal liability which is really the foundation of
money, the foundation of fiscal capacity in MMT presumes an ongoing simultaneity and - really
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something that scares ‘moderates’ - action at a distance! I am subject to tax right now but I am
not contracting or physically dealing with anyone right now - we’re talking over an ocean - but for
me the two go together. The boundless public utility is a capacity that we need to be aware of and
the tax-driven [money] argument and, metaphysically, is a topological argument which contends
that we are all necessarily related to each other; money links us all together; money doesn't turn
on individual exchanges (or dyadic relationships). It turns on the broad, ongoing matrix of liability
and we're all in this together, trying to organise this ‘infinity’ in a collective way.
When you compare that to enlightenment, Lockean, state-of nature arguments in which money
arises in a pre-political way and it's about mixing your labour with the environment and contacting
others for the purpose of exchange - there’s no place for a necessary relationality at a distance
there. The same can be said of Marx. Marx was very sure to stress the inherently social nature of
labour but I still think he accepted the inherent, surface state-of-nature enlightenment presumption
which tends a divide this relationality rather than seeing it as hanging together.
PA: In terms of pluralism Scott - do you think it is a good thing or can it be carried too far.
SF: I think it is a good thing and it can be carried too far! I think Fred Lee has made this point. I
value pluralism and important new insights can come from the tensions between different
approaches but I think there is a flattening, ‘anything goes’ kind of pluralism (pluralism for its own
sake) that I think is problematic and I think there are times to dig in. I don’t think you should never
read Marx or throw out Marx or throw out Post-Keynesian economics but in particular moment,
on a particular issue I may dig in and say, ‘no, not pluralism’ or ‘everyone-has-a-right-to-theirown-opinion.’ The stakes are huge here. This is about whether localised private individuals are
ultimately responsible for making sure everyone employed or whether we have a strong sense of
ontological connectedness and political and moral responsibility, not to mention ecological
responsibility, to make sure everyone is employed, included, or helping to introduce this Green
New Deal etc.
PA: Thanks Scott. With respect to neoclassicism to do you think it has sufficient scientific merit to
deserve the title of a paradigm (in a Kuhnian sense) or a scientific research programme (in a
Lakatosian sense)?
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SF: Well I certainly don’t have anything particularly thought out on that issue. I am not especially
familiar with the debate. What I would say is that I think it is a paradigm- a hegemonic paradigm
and that is has served particular political and economic interests.
I was born in the late-70s; this was the moment a certain neoclassical paradigm gave way to
another neoclassical paradigm; the shift was founded upon deep political motives. American
military [neoclassical -synthesis] Keynesian ‘pump -priming’, so called ‘interventionist’ (although
that term makes no sense) government policy gave way to a new neoclassical, monetarist,
supply-side (there were heterogeneous schools involved) emerged to serve a new neoliberal
order. I think that, mid -century economic problems notwithstanding, it was in some ways better.
It seems to me that in the same way as then, in the broader economic conversation, we are in a
’paradigm crisis’ which means that what counts as viable discourse and is able to set the terms
of the debate is up for grabs again. Not in an easy or wild way- there are plenty of reactionary
actors out there- but many central banks are even admitting that they don’t really understand how
inflation works anymore, QE doesn’t seem to have worked, many of them are even calling for
more active fiscal policy, Japan is ‘nonsensical’ according to their models, and they’re admitting
it! Financial journalists are reporting it - it’s part of the public discourse; it‘s not just behind closed
doors. It’s an exciting moment and I wouldn’t separate this moment from the GFC and the rise of
new and exciting Leftist movements in the US and their waxing and waning in Europe - and with
the rise of new neo-nationalism.
In the US the 2016 presidential election was very indicative and symptomatic of the centre failing
to hold. Each one of these events is quasi-economic and we can’t take them as happening in a
vacuum. The same thing was happening in the 1970s, the same was happening in the 1930s so
it’s a very exciting time to be alive! As a heuristic I tend to use the language of paradigm.
PA: to what extent do you consider that heterodox economists work in a community as opposed
to within individual schools?
SF: Well since I am just a ‘satellite’ of the MMTers and have been embraced by that world, I can't
really say too much. However, from my experience of MMT events and critical legal studies
events with an MMT presence (when I’ve been part of that presence) I can say we feel tensions
all the time. I think, no matter what, everyone’s thinking of themselves in relative terms so even if
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it is ‘we go work in our corner and we meet in the lunch room’ - or everyone just meets at
conference (that’s probably what it’s like) while everyone is working on their own problems,
nevertheless people are often informed by different approaches to the same problem.
PA: Thanks Scott. This is a tricky question...I know you come a different place to me in terms of
economics but, from your perspective, does a heterodox economics paradigm (however defined)
exist? If it does, what features does it have? If it doesn’t exist, do you think it could exist?
SF: I would say heterodoxy can be described as a paradigm and, as a paradigm those working
within it share certain assumptions - refusing neutrality, refusing equilibrium, refusing
disembedded relations. The work of a heterodox paradigm either pays lip service to or, in actuality,
affirms history and involves thinking about economics in terms of power; it’s hard for me to imagine
any heterodox economist that doesn’t reckon with power in one way or another whether that's in
terms of competition, class conflict or even entrenched oil interests! Probably in their own way and it may be a thing I criticise - heterodox economists affirm an economic relation in the form of
being actively constituted and organised and, as I said before, mediated. My feeling is that each
sub-school has its own way of making that argument some are more compelling than others -for
me - but it seems like they all share that.
PA: That’s great Scott. You’ve given me one of the fullest answers I’ve had. The next question is
about critical realism. Are you familiar with it and if you are to what extent do you consider it brings
insights?
SF: I have come across it in minimal and fleeting ways and I have to say that when I confront it
or delve into it it’s hard for me to pin it down - it seems to have a lot of faces which seem quite
heterogenous to me. I haven’t read much more than a few paragraphs here and there of Bhaskar.
My understanding of his work is that it changes over the years…
PA: It does, yes...I tend to concentrate on his early work and the development of that work, in
particular (but not only) by Tony Lawson as applied to economics.
Final question; what do you consider to be the key factors (within the economics profession itself
or the external political environment) which might encourage, or inhibit, the chances of heterodoxy
(in any form) replacing the current mainstream? To what extent might we expect such a change
to occur in the foreseeable future?
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SF: Wow, OK! I'd say first, communities of heterodox economists committed to building
institutions, publishing organs, etc., second, the willingness of funders to support such efforts and
third, broad shifting political and social circumstances that the heterodox important everywhere
but economics departments, while rendering orthodox economics less and less relevant.
I think there's certainly a path to heterodox eventually overtaking the orthodoxy, but I would never
predict that it necessarily will.
PA: Many thanks indeed, this has been a fantastic interview.
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PA: Thanks Geoff, for giving me the opportunity to do the interview. First question, which field or
fields do you consider to be your specialism?
GH: Thanks Phil, for setting up the interview. In answer to your question, I am an institutional
economist and an evolutionary economist. .I am also interested in economic methodology and I
occasionally dabble in areas such as economic development and business economics.
PA: That’s an impressive range of interests! What would you consider to be the main issues
relating to those fields, currently, or perhaps over a longer time period?
GH: As economists, I think our foremost goal should be to understand the real world, maybe with
a view to improving it and, at least, to provide some grounding for policy makers at the micro and
the macro levels. For me, understanding the real world is primary. Ever since I started studying
economics, I have worried whether economists are really concerned with understanding the real
world, or are they just playing with models? My mathematical and philosophical training has
helped me to pick apart model-driven economics in various ways. I was eventually drawn to
institutional economics and evolutionary economics, which I see as close relatives. I am interested
in questions like individual motivation, the organisation of work, and the role of institutions in the
economy, all of which seem to receive a bit more attention these days. I’ve been able to swim in
this current and, hopefully, make a contribution.
PA: That sounds great. If we consider history does it have a role to play in your work?
GH: History is very important to me. I am reminded of a quote from Keynes [in his obituary for
Alfred Marshall], “The master-economist must possess a rare combination of gifts .... He must be
mathematician, historian, statesman, philosopher—in some degree. He must understand symbols
and speak in words. He must contemplate the particular, in terms of the general, and touch
abstract and concrete in the same flight of thought. He must study the present in the light of the
past for the purposes of the future. No part of man's nature or his institutions must be entirely
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outside his regard. He must be purposeful and disinterested in a simultaneous mood, as aloof
and incorruptible as an artist, yet sometimes as near to earth as a politician.”
We need to understand history, the political system, and institutions. We also need to be wellversed in mathematics and we need to understand philosophy. History is another vital facet of
this learning. These attributes were found in Marshall and, of course, were reflected par
excellence in Keynes, himself. Although that kind of broad ‘Renaissance Man’ – or Renaissance
Person - training is discouraged today by specialism, I still think it is very important. That’s part of
what’s wrong with much economics teaching. It’s not only model and technique-orientated, but it
also leaves out crucial areas of knowledge that you need – to be an expert about the real economy
and to be able to make sound judgements. I am not dismissing the importance of technique and
mathematics. But they are far from enough.
PA: Well that leads nicely on to the next question which is about maths itself. Do you think maths
is important? Do you use maths in your work and, if so, how do you use it; or how do you think it
ought to be used?
GH: As you are aware, there’s a long discussion been going on in the heterodox community about
this. My friend, Tony Lawson has been very prominent in putting forward a particular view. I have
discussed this issue with Tony for more than forty years! I agree with much of what he has to say
because I think he puts his finger on a serious problem. He is not the only one to do so. Another
friend, Mark Blaug, who is sadly no longer with us, also pointed the problem out from a very
different background and perspective. He said firmly that economics has become obsessed with
technique rather than substance.
So, in that respect, I share the stance of Tony Lawson and Mark Blaug (and several others) who
have made this criticism. Tony is right to underline the importance of ontology – I give him due
credit for that. I have been influenced by his work. I think ontology is vital in economics and in
social science generally. But I think there is a basic flaw in his argument. I will try and summarise
it quickly for you.
Tony makes the point that you wouldn’t use a hammer to clean a window and you wouldn’t use a
cloth to bang in a nail – the instruments you use have to be appropriate for the real-world entities
you are dealing with. Tony is quite right on that point. I also think that his implicit view of theories
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as instruments is a good one; it’s consistent with pragmatism and other ways of thinking with
which I am very sympathetic. However, it obviously doesn’t mean you that clean a window with a
window or bang in a nail in with a nail! Tony argues we need analytical methods which are
appropriate for the ontology of the circumstances we are in. I am right with him there. But he then
makes the leap to say that the tool we use must reflect - or somehow be like - the things we are
investigating.
Consider the openness criterion. Tony rightly points to the openness of economic systems. But
that doesn’t imply that the theory has to be open (if, indeed, it can be). A theory is a tool, not a
reflection. I have argued several times with Tony that you can have a closed theory which can be
effective in some respects in dealing with an open system. There is not a one–to-one
correspondence between suitable theoretical instruments and the ontological specifics that you
are addressing. I think that’s the fundamental problem in Tony’s argument. It doesn’t undermine
all of it. In fact, it leaves a lot of it intact.
Hence, I am sympathetic to three quarters of Tony’s argument, but I think there’s a bigger place
for mathematics than Tony accepts. I know that Tony is not against mathematics in principle; he
is quite insistent and clear about that. But he says that the circumstances under which it is
appropriate to use it, given the ontological situations we are investigating, are extremely rare. I
think they are less rare. We can use mathematical tools to investigate open systems in some
circumstances. For example, game theory can be a useful tool to analyse strategic interaction.
Agent-based modelling is another useful tool - I’ve used it myself. On the empirical side, I think
statistical techniques are also very valuable - I’ve used these too.
Where I agree with Tony very much is that we shouldn’t get carried away with the technique and
the models we are using. The danger here is that we may begin to assume that probing the model
of the world amounts to examining the world itself. That mistake, which Tony rightly criticises, is
not only present in the mainstream but also in heterodox economics. For example, I have seen
some Post-Keynesians, who would describe themselves as heterodox, produce a model and say
that their model proves that there’s, say, an unemployment equilibrium. They imply that they have
explained an aspect of the real world. Well, they may have demonstrated that in their model, but
they haven’t necessarily demonstrated it in the real world.
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PA: In my Interview with Tony Lawson he lamented the fact that the desire to produce
mathematical models has infiltrated some areas of Post-Keynesianism.
GH: Tony considers Sraffianism and some aspects of Post-Keynesianism to be mainstream
because their advocates use mathematics in what he considers to be inappropriate ways. For him
that's the key demarcation. I don’t share that view. I think that the key demarcation between
orthodoxy and heterodoxy is different. The one I would concentrate on more than any other is the
‘Max U’ (or utility maximization) assumption with its attendant equilibrium analysis.
PA: That’s fascinating, Geoff. It might be good to consider this theme more at this point in the
interview. I found that aspect of your recent book, Is there a future for Heterodox Economics?
very interesting and thought-provoking.
GH: I think Max U is the best way we have to demarcate orthodox from heterodox economics.
I’ve been in heterodox circles for over fifty years now; I started reading Marx and then Sraffa. I
saw Marx as an economist as much as a political scientist. I have become dismayed by the
enduring lack of agreement about what either orthodoxy or heterodoxy mean - I‘ve written this up
in my book you mention. There’s a chapter in it on Cambridge, relating to this lack of agreement
on the nature of heterodoxy. What’s also striking is that heterodox economists devote relatively
little attention to the Max U assumption. Joan Robinson and others quickly dismiss it. But there’s
no extended critique, or engagement with other crucial critics such as Herbert Simon (who died
in 2001). Simon was prominent when Cambridge heterodoxy was at its peak, but they rarely
discussed his work. By contrast, I long found his work fascinating. Generally, my Cambridge
colleagues were much more interested in macro issues.
PA: Thanks, Geoff. Which groups would you consider to be heterodox and to what extent do you
think these heterodox groups hold compatible or even complementary views?
GH: That’s a deep question...There is rich variety of heterodox approaches with many intellectual
sources; Marx, Sraffa, Robinson and Keynes are among them. As you know there are also several
varieties of Keynesianism, including some that are quite mainstream. There’s Simon and the
heterodox thinking based around his work. There are evolutionary theories following from the
work of Nelson and Winter. There’s MMT (which has links to Post-Keynesianism but has its own
momentum and kudos). There is mark-up pricing theory - Gardiner Means and others. There’s
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immense variety. Some compatibility may exist, but these approaches are actually looking at
different things, and using very different assumptions.
Also, let’s not forget the Austrians who can quite reasonably be described as heterodox - at least
by some criteria. Putting the Austrians in dramatises the variety within heterodoxy. There are links
between the Austrians and the more ‘fundamentalist’ Keynesians (or ‘true-to-Keynes’
Keynesians) because there’s a common emphasis on uncertainty, epistemic problems and
instability. You can find these links between Austrians and Keynesians in the works of George
Shackle and Ludwig Lachmann (who was close to Shackle and has been regarded as a prominent
Austrian).
Sraffian economics is very different. During the Cambridge heyday, Joan Robinson and some of
her pupils, notably John Eatwell, suggested that Keynes, Sraffa and Marx could form a grand
synthesis and provide a new way of doing economics. The Robinson and Eatwell 1973 textbook,
called An Introduction to Modern Economics, tries to marry strands together. But I think it
completely fails. Most dramatically, Keynesian uncertainty is incompatible with Sraffa-style
models. This compatibility problem was around in the seventies and eighties and caused big
arguments in the so-called Post-Keynesian camp. They used to have meetings in Italy (Trieste)
and other places and they argued about this all the time. Minsky, Davidson and several Sraffians
were all there. They never agreed on their fundamental unifying principles.
I think it’s quite obvious that they were coming from very different perspectives and assuming
different ontologies. The Sraffian system was linked to Ricardo and was used to critique aspects
of neoclassical theory. It relates to problems that are very different from those addressed by
Keynes and Marx. Advocates of the Sraffian apparatus don’t describe it as an ‘equilibrium’
analysis but there is little dynamics in it. It is completely different from a dynamic system, like that
of Keynes, where epistemic problems are central and crucial. It is also very different from the
knowledge-based understanding that you find in the Austrian school.
I came to the view that these things were very difficult to reconcile. And the reconciliation has not
happened. Maybe we can describe all these groups as heterodox because they are distinguished
by some criteria from the mainstream. But they are quite different from each other.
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Are they distinguished from the mainstream by the lack of the Max U assumption? Sraffians do
not address the question of individual motivation. Austrians and many Keynesians reject Max U.
But some Keynesians and even some Marxists accept it. This underlines the variety in the claimed
heterodox camp. Bringing all these different perspectives together to create a single heterodox
alternative is impossible.
PA: Thanks, Geoff for that- that’s another very interesting answer. If you looked at heterodox
economics how would you describe the attitude towards it in the community you work in (or those
communities you have worked in)?
GH: Things have become significantly worse for heterodoxy over the last fifty years, and
especially in the last twenty or thirty years. I can relate that to my own personal experience. It’s
to some degree country-specific. You find many more heterodox economists in France or in Italy
or in Brazil (where I am going next week) and in other countries. I get invitations to those countries.
But I don’t get invitations to speak at seminars from departments of economics in the UK anymore.
Thirty years ago, I might get an occasional invitation from a mainstream economics department.
They would listen to me and say it was interesting and tell me where I went wrong! There was
some open-mindedness. But that now seems to be gone, even though the mainstream has
adapted; it has changed and absorbed new things that were not acceptable previously. For
example, it is now possible to take a behavioural perspective and, to a limited extent, present a
qualification or critique of the Max U assumption. But despite these positive changes, heterodox
economics has been excluded from power, most dramatically in the English-speaking world. So,
you have a paradox. Especially since the financial crash, interest in heterodoxy has increased.
There are critical student movements such as Rethinking Economics and the Post-Crash Group
- a fantastic swell of critique of the content of undergraduate courses. But, despite all that, the
influence of heterodoxy within economics has decreased. It is more excluded from power in
academia than it was thirty years ago.
PA: Do you think that, maybe, the mainstream has become more defensive, after perhaps taking
a knock to their prestige during the crisis?
GH: I don’t think the mainstream has become more defensive. They have simply written
heterodoxy out of the script; they are not interested in the kind of arguments put forward by
heterodoxy. Even behavioural economics has reintroduced Max U, albeit at arm’s length. They
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have ignored the radical critique of Herbert Simon and made behavioural economics about
‘mistakes’ or ‘misinterpretations’ or other deviations from Max U. So, they ‘nudge’ or try to
persuade individuals to act according to standard Max U criteria.
Also, as the mainstream has become more varied and more specialized, they can ignore criticism.
They have their grants coming in for behavioural economics and other projects. They don’t need
heterodoxy. So, especially in the English-speaking world, heterodoxy has moved to the margins,
or to what would be called, in conventional ranking terms ‘marginal economic departments’. Even
these are slowly disappearing as they recruit more people who are mainstream. A number of
people, like me, have left economics departments and gone into business schools. There is more
open-mindedness at business schools in the UK and they seem less wedded to orthodoxy. They
trouble is that, even in business schools, the economists coagulate around the mainstream
paradigm. They use mainstream criteria to decide what is good and bad economics and what are
good and bad publications. So, the squeeze is on there too. This is the case in US business
schools, and those in Europe are likely to follow.
A number of other people have gone to other places like innovation studies. Some have found a
role as economists advising people working on technological change, and they have done well
for themselves. There are also departments like land economy and economic geography. There
is now a periphery of heterodox economists in these places, outside and encircling departments
of economics. But the mainstream is not beleaguered in the middle. They are very happy, thank
you! They control the Cambridges, Oxfords, MITs and Harvards .With enduring power and
influence they don’t need to worry.
PA: That’s a very interesting answer, Geoff - and if you look on my student card it doesn’t say
‘Economics’, it says, ‘Research and Innovation’...
Moving on to the questions about money and banking, to what extent are you familiar with or
support credit and state theories of money; particularly the approaches associated with Innes and
Knapp?
GH: The short answer is that I generally support these kinds of arguments without giving a blank
cheque to all possibilities. You may be familiar with my Conceptualizing Capitalism book? There’s
a section on money and finance in that where I argue in favour of this kind of the state-based
conception of money, both on logical and historical grounds. Historically, the evidence suggests
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that the state was crucial in the formulation of money - the unit of account, medium of exchange,
and of coinage in particular. There are also good logical reasons for state involvement, which
even Carl Menger eventually accepted. Menger published a book in German, Geld (Money),
which was translated quite belatedly into English. There Menger argued that the state is needed
because the potential quality variation of any money unit is so large that it had to be monitored.
So, there’s even an Austrian argument about state involvement!
One of the key themes of Conceptualizing Capitalism is that a combination of spontaneous and
state-driven mechanisms is essential to the development and sustenance of capitalism. It’s not a
pure either/or, argument; it’s an argument about interaction, involving a hybridity of its institutions.
That doesn’t just apply to money. It applies also to property and markets. This view that puts me
in a position different from the Austrians on the one hand and extreme versions of the state theory
on the other.
PA: Have you come across John Smithin’s 46 work on this?
GH: Yes, I have...
PA: As you’ll know, John proposes a ‘four-stage schema’ with a realist social ontology at the most
foundational level and economic sociology at the next. Applying that approach, when John
considers the ontology of money he argues that it is credit and then applies the state theory in the
next level of economic sociology, as explaining the circumstances where money (as credit) was
actually introduced. So money doesn’t have to be introduced by the state - it could be any large
stakeholder - it’s just the way it happens to have been. To what extent do you sympathise with
this view?
GH: I find that approach very persuasive. Credit being the core essence of money and then the
state theory being one possibility. But why are non-state monetary systems so rare? That question
has to be answered too. One day we might find a record of a money-less barter economy. But we
still need to explain why they are rare. The answer is precisely because of the role of money and
the information it provides for the whole economy. Likewise, the state greatly facilitates some key
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For example see Smithin (2010, 2016).
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processes and constitutes some key roles and institutions that are necessary for money to
function.
PA: Thanks, Geoff. Do you consider the money supply to be exogenous or endogenously
determined? Do you think banks create money by making loans or should they be viewed as pure
intermediaries between savers and borrowers?
GH: A number of mainstream economists have admitted that the mainstream has never handled
money properly. I agree with that critique - there are some key mainstream assumptions that
disable its treatment of money. That’s one reason why mainstream models failed in 2008. I agree
that the money supply is endogenous - as Kaldor said way back in the early eighties as a response
to Thatcherite monetarism. Likewise, I would say that banks can play a role in creating money through the creation of credit.
PA: Do you think that a central bank with its own currency under floating exchange rates could
control the entire risk-free yield curve, if wished to?
GH: I’m not sure about that. I understand the fundamental difference between a state, like the UK
or US, which has its own sovereign currency and the Eurozone system, and that distinction is
very important for MMT. That’s where the MMT argument works. Before answering that particular
question and I would have to examine the issue more closely.
PA: That's quite a common answer, Geoff. Moving on to MMT, to what extent do you consider its
approach to operational reality to be valid?
GH: I think that the basic MMT understanding of the nature and role of money is persuasive. It’s
consistent with Keynes and others. MMT gives a modern presentation, interpretation and
development, with which I find myself in agreement. However, once you start applying this, either
a model level or as a conceptual schema to empower policy you necessarily need to make certain
assumptions.
PA: Well the next question links to that viewpoint. To what extent do you see the distinction MMT
makes between nations with their own sovereign currencies under floating exchange rates (where

649

the government faces no revenue constraints in its own currency) and nations under the gold
standard or hard peg (where spending is limited by taxation and borrowing) as an important one?
GH: I think that distinction is a very important one and it links to that whole historical debate about
the gold standard in relation to other exchange rate systems. But a lot of work on MMT comes
from the US which is large and relatively closed economy. US imports are only about 15 percent
of GDP, whereas in the UK and other countries they are around 30 per cent of GDP. The extent
of international trade flows must put some constraint on a policy programme informed by MMT.
PA: Thanks Geoff; in answer to that I might refer to Mosler who would say that the perceived fear
that policy informed by the insights of MMT would lead to catastrophic fall in the exchange rate
are misplaced. There may be an initial fall - possibly in the order of 25% - but once the policy
stance started to show positive results (as the advocates of MMT would expect) the currency
would rise again. In fact, in the longer term, the improved performance of a nation utilising MMTinformed policies would be likely to face upward, rather than downward pressure on the exchange
rate. Forex traders are not, ultimately, ideologues; they are interested in making profits.
GH: The temptation is to create an optimistic scenario and suggest the problem will resolve itself.
A severe currency depreciation in the order of 25% would be highly disruptive. Some recovery
mechanisms might operate, but we can’t know for sure. All these things are subject to experiment.
I think that MMTers should be a little bit more cautious about potential problems, especially in a
much more open economy like the UK.
PA: Originally, as a Post-Keynesian, when I first encountered MMT, these were the sorts of issues
I brought up with Warren. He would make all these points and as he works in finance (very
successfully) his views inspire confidence. I accept that the future is uncertain but if we say we
daren’t implement MMT-informed policy which might well significantly benefit the population
because we are frightened of forex market reaction that seems like we are being held to ransom
by - what I would consider as greatly exaggerated - fear. In any case, a nation could always use
capital controls to defend the value of the currency if required (in the UK’s case that would be
possible post-Brexit). However, to reiterate, I do not believe they would be necessary for financial
reasons. However, as an aside I might suggest they may be used for ethical reasons.
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If the government bought say, a nuclear submarine from a defence contractor what would happen
on the balance sheets at the central bank and commercial bank where the contract had their
account? Is this the sort of question you would consider in your work?
GH: No…
PA: Do you think it’s an important question?
GH Yes…
PA: Tough question now, Geoff; can you summarise QE in a sentence?
GH: [laughs] I think the fewer words said on this the better… Quantitative easing entails the state’s
creation and injection of money into the economy, via its operation of the bond market, leading to
an increase in the amount of money in circulation.
PA: Thanks, Geoff. That’s a more eloquent answer than most. At this point I might move in to
perhaps the two most controversial aspects of MMT. First, the advocates of MMT tend to
consolidate the treasury and central bank - as a heuristic or pedagogical tool, based on the
assumption that they are both part of the state - in order to draw out what they argue are key
insights. Second, they support the use of a Job Guarantee (JG) or employer of last resort policy
as a means to set unemployment at zero and to provide a counter-inflationary price anchor. To
what extent do you consider these ideas valid or beneficial?
GH: I am aware that MMTers are in favour of the JG but, personally, I am much more sceptical
about the JG scheme than I am of MMT itself. I’d like them to be separate items on the policy
menu. If the government was guided by MMT, then it would have the option of expanding the
public expenditure in the economy and a number of spending programmes would be open to it.
There’s an infinite number of ways that government policy can be facilitated by MMT and I don’t
think the JG is the best one or the only one.
I think there are severe problems with the JG. When Minsky developed the idea thirty or
forty years ago the economy was very different. There is now much more specialism in the
system, creating issues such as the transferability of skills, and other difficulties in managing
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employability opportunities in a highly complex economy. I would go in a different direction. It is
essential that we deal with unemployment and help people without jobs to find jobs. I think there’s
other ways of addressing these problems that are more appropriate for a modern complex
economy. But I am open to experimentation and a government may wish to experiment with a JG
scheme. But personally and presently I am sceptical.
On the other issue you mention, as an institutionalist, I think that institutions have internal tension
as well as coherence. The state has some degree of coherence alongside enormous internal
tension. Consider the conflict between the Treasury and other ministries and parts of government.
Sometimes we treat the state as a single entity. But practical policies have to deal with this tension
between departments. In particular, we need to recognise the power of the Treasury in the British
system as a perennial problem for governments.
PA: That’s very interesting, Geoff. Would you consider MMT to be a stand-alone school or as part
of Post-Keynesianism or something else?
GH: I think it’s a refinement of an important and central aspect of Keynesian economics.
PA: And what’s the attitude towards MMT in your community?
GH: I think MMT quite widely known these days, particularly given its links to Bernie Sanders and
Alexandria Ocasio Cortez. It’s had media coverage, especially in the US and, to a degree in the
UK as well. In that sense it is a heterodox success story.
PA: What would be your general approach to methodology?
GH: I am philosophically a realist - drawing insights from critical realism and from other realists and I am strongly influenced by pragmatism and its realist variants. There are insights from
pragmatism which are consistent with realism. Ontology is crucial and, like Tony Lawson and
others, I am strongly influenced by Aristotelian fundamentals.
PA: Do you support a particular substantive approach to theory and, if you do, what insight does
it bring that you consider to be absent from alternatives approaches?
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GH: I am very much an eclectic. I would find it difficult to give my approach a single label.
PA: That’s interesting, Geoff. You are clearly an open-minded economist - I can see that from
your attitude to MMT and your respect for Keynes’s thought. However, you mentioned being an
institutionalist earlier in the interview; indeed you might be regarded as the UK’s foremost
institutionalist! What draws you to that approach?
GH: There are two ways to look at institutionalism. Is it an approach, with a set of methods and
concepts? I think that’s problematic because there’s as much disagreement about what
institutionalism is, just as others cannot agree what heterodoxy is. Personally, I am strongly
influenced by people like Veblen and Commons, amongst the original institutionalists, but I have
also been influenced by North, Hayek, Coase and others, for different reasons. I’m eclectic here
too.
I would prefer to define institutionalism not as an approach - largely because people don’t agree
what that approach is - but more as a focus of real-world study. I am an institutionalist because I
think institutions are important in the economy. That distinguishes me from many (but not all)
mainstream economists and puts me in line with people like the German Historical School, the
American Institutionalists and also the New Institutionalists. We all agree that institutions are
important, although we may disagree on how they should be analysed and what concepts ought
to be used. I am also influenced by evolutionary approaches, but again that’s another vague word.
Here I would go further and argue in favour of the use of ideas from generalised Darwinism. I
have typically described myself as an institutional and evolutionary economist.
PA: Very interesting, Geoff! Next question - do think pluralism is valuable and can it be taken too
far?
GH: I think this is a very important question. I have long been convinced that pluralism is valuable,
but I have become more and more convinced over recent decades that too much pluralism is
dangerous. I have written about this in Is there a future for Heterodox Economics? Here I have
been influenced by Michael Polanyi and Philip Kitcher who - rather independently of each other have argued that we need a balance between consensus and pluralism. Pluralism is necessary
to drive innovation. But with too much pluralism we argue about everything all the time and never
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get anywhere! That’s been one of the key problems with heterodoxy; it’s pluralist - which is good
- but there is little consensus on core issues.
Lack of consensus leads to two major problems. First it becomes difficult to be cumulative. Every
development is critiqued to destruction, while there is too much repetition of old ideas from Marx,
Keynes or wherever. The second major problem is quality control. If you can’t agree on what the
basics are, then you can’t exclude many things. Those two problems have beset heterodoxy. I
think an understanding of the need for a degree of consensus - as well as of pluralism - is
essential.
PA: I agree with you. I think that the rather more nuanced position that you present is a very
interesting and compelling one.
Do you think the mainstream operate in a paradigm or scientific research programme? Do you
consider what mainstream economists do to be sufficiently scientific to deserve the label of
paradigm or scientific research programme?
GH: There are a number of issues here…briefly, I would describe it as a paradigm (or a research
programme in a Lakatosian sense). I would also call on the work of people like Mirowski who has
shown how neoclassical economics - with its central assumption of Max U - was inspired by
physics in the nineteenth century. It thus has a clear structure and an underlying metaphor. Is it
scientific? The Max U assumption is unfalsifiable, but all sciences contain ideas that are
unfalsifiable. Some unfalsifiable assumptions are unavoidable, like the assumption of causality.
The problem does not lie in any predictive capacity, because if it’s unfalsifiable you can make it
predict anything. The more serious problems lie in its use for policy design. Here my institutional
concerns come in. If you want people to follow rules, to enact policy, to behave in particular ways,
then you have to understand how they are really motivated. Saying that they are all maximising
their utility, based on their preference functions, is not saying very much.
Take a problem like climate change. Here effective policy has to involve a moral case - we need
to care for the planet and to look after the needs of people in future generations. There has to be
moral as well as pecuniary motivation. We can use prices to nudge people to use fewer plastic
bags or to use their cars less, and so on. But in addition, we have to appeal to different kinds of
motivation. That’s where Max. U is useless. It doesn’t discriminate between different kinds of
motivation.
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PA: Thanks, Geoff – that’s another very interesting answer. To what extent do you think that
heterodox economists work in isolated groups or within a wider heterodox community? Does
such a thing as a heterodox community exist?
GH: There is a dispersion of people to different areas, where they tend to specialise. There are
also networks and associations, like the Association for Heterodox Economics. These do bring
heterodox economists together. I raise the question of why people come together under the
heterodox label. I believe to a large extent it comes down to ideology. Cambridge heterodoxy was
diverse but bonded by ideology. It’s not completely about ideology but I think leftist ideas unite
many of the heterodox critics.
PA: Thanks Geoff. First, do you consider that a heterodox paradigm exists - however defined -or
could it exist, if it doesn't already? Second, could such a paradigm (and the schools of thought
within it) be under-laboured by critical realism?
GH: We can investigate how influential critical realism is in general, and Tony Lawson’s important
version of it, in particular. Unfortunately for Tony it’s not very influential. If you look at the
handbooks of heterodox economics, such as the Routledge Handbook of Heterodox Economics
edited by Tae-Hee Jo, Lynne Chester and Carlo D’Ippoliti, or look at the interviews that Andrew
Mearman [and his co-authors, Sebastian Berger and Danielle Guizzo] did with Heterodox
economists [in What is Heterodox Economics?: Conversations with Leading Economists] both of
which I consider in my book [Is There a Future for Heterodox Economics?], Tony’s work is present
there but it’s only a small minority that adhere to it. Of course, that does not make Tony wrong. It
simply means that relatively few adopt his argument.
Fred Lee used to say that critical realism was one of the tenets of heterodox economics, but I
think that this is just ceremonial lip service. In practice, critical realism does not unite the majority
of heterodox economists. So, coming back to the more general question, I don’t think heterodoxy
itself has the means for creating a single school. It is theoretically too diverse, and united more
by leftist ideology than anything else.
PA: Thanks Geoff; my final question is a general one. When you look at all the factors, both
positive and negative, inside the economics profession and external to it - in the social
environment, how old you assess the chances of heterodoxy- in any form- mounting a serious
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challenge to mainstream hegemony in the foreseeable future? Following on from that question,
what tactics should heterodox economists employ in order to maximise their chances of success?
GH: I don’t think organizing heterodoxy in any way, either first, in confrontation and
engagement with the mainstream, or second, in separation from the mainstream, are viable ways
forward. In the first case, because heterodoxy is too disunited, engagement would lead to
heterodox fragmentation. If it engaged seriously within an economics department it would fall
apart because it can’t hold itself together - there are too many diverse specialist issues. The
heterodox community wouldn’t survive. I also see dangers in separation. Such experiments have
led to ideological domination. For example, in the Department of Political Economy in Sydney in
Australia, which is separated from the Department of Economics in the same university, there is
a strong left ideological presence and Marxist ideas are prevalent. That is not very pluralist! It
seems you have to be a Marxist - or something close to it, like a radical Keynesian - to engage
with that community. This closes down pluralism - at least in the ideological dimension.
So I think there are several alternative strategies for heterodox economisrs, as I outline in my
book [Is There a Future for Heterodox Economics?]...
PA: I remember you talking about eight…
GH: [Laughs] Yes, eight in all but I have thought of more since then…
PA: Second edition, Geoff…?
GH: David Colander’s strategy is to go for a unified structure of social science to force mainstream
people to have a dialogue about underlying concepts or philosophical assumptions, within an
interdisciplinary context. That’s worth pursuing. It would create space for the kind of courses that
matter - especially for heterodox economists who are methodologically-inclined and the critical
realists, institutionalists and others. Another strategy is to pick winners - to see what's succeeding.
MMT is an obvious candidate. We could focus on them, build up some journals, try to create an
organized presence, alongside or within the mainstream, whatever works, get the ear of key policy
units, of key grant-providers and so on. If it generates attention and has some robustness, then it
gives something to work on. It would take a lot of strategic skill. But it is another potential strategy.
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Another strategy is to focus on a particular aspect of study. We could for example concentrate on
institutions, as they are crucial in the economy. We could adopt a multidisciplinary approach rather
than a single disciplinary approach.
Overall, we need a dialogue about strategy. I think it is just beginning to happen after a long time;
we are discussing the way heterodoxy can move forward.
PA: Well, on that note. Geoff, I thank you very much for what has been a fantastic interview.
GH: It has been a pleasure.
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v.

R2 (7) Professor Jonathan Joseph: Interviewed face-to-face, London, 23
September 2019

PA: Which fields of economics - or other social sciences - do you consider to be your specialisms?
JJ: I am not an economist; my specialist area of focus is international relations (IR) and
underpinning that is social theory. My social theory is of a Marxist inclination - and you can’t be
interested in Marx without being interested in economics - so any interest I have in economics
comes about from that.
PA: And what would you currently consider to be the main issues relating to your field?
JJ: Most of my work is on resilience and I have just finished a book on resilience, wellbeing and
sustainability and those areas are connected to economics insofar as they link to the way new
forms of governance are emerging (the book is framed to consider these links) post-crisis and
how neoliberalism has been trying to reinvent itself. But I see the situation more from the
perspective of neoliberal governance rather than from the arguments within neoliberalism about
the role of markets and so forth. More broadly, within IR, global governance is a big issue and I
am part of the debates on that issue.
PA: How important is history in your work? And if it is, why would you think it important?
JJ: Well not history with a capital ‘H’ - I don’t look at the rise and fall of the Roman Empire, for
example! However, everything I study is historical and the Marxist method is historical materialism
which points to social processes (rather than discrete events) which shape our social world.
PA: And in terms of mathematics, do you think it’s important? Do you use it, and if so, how do you
use it?
JJ: No, never...
PA: Well that is a great relief to me; I have had some very long responses to that question!
Now, the next section is on monetary and fiscal issues. To what extent are you familiar with and
support the credit (Innes) and state (Knapp) theories of money?
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JJ: Not all at.
PA: And would you say the quantity of money is endogenously or exogenously determined?
JJ: Well, I presume the correct answer is a mixture of both...but I think the main focus is upon
how banks create money endogenously.
PA: In terms of interest rates, how would you see them as being determined? And do you believe
that, if it wished to, a central bank could control the whole yield curve? So, if it wanted to set the
whole spectrum, risk-free, could the central bank do that?
JJ: [laughs] That’s not a question that keeps me awake at night… what do you think?
PA: [laughs] ...You do surprise me…I think they can but choose not to….
Now I’m going to move into the area of heterodox economics. This is very much about your
personal opinion as, I guess, an ‘outside observer’ from an adjacent field. Firstly, what would you
personally understand by the term ‘heterodox economics’? And what groups of economists would
you personally identify as heterodox?
JJ: I wouldn’t classify economists in that way and I don’t like to use the term. However, I know
people do group themselves by using that term. It is something that I remember as a somewhat
desperate measure; a person might say something like, ‘I don’t do econometrics and I have been
squeezed out of the Economics Department at Cambridge therefore I am going to call myself a
heterodox economist’- effectively, as a means to draw in as many people as possible to oppose
the mainstream. But that, for me, is not really a coherent position. It’s a career choice I suppose,
a place of sorts within the academy…
They [heterodox economists] are people who have been squeezed out of the economics
establishment and are trying to get back in again using this label of heterodoxy but it doesn’t work
for me.
PA: OK, if I define these non-mainstream ‘outliers’ in perhaps a more complimentary way as
‘radical’ economists and include Marxists, Post-Keynesians, Sraffians etc; would you see this
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group as having compatible or even complementary ideas? Or do you see them as being quite
disparate, only linked - possibly - by that definition and not agreeing with each other much at all?
JJ: Well, I wouldn’t see them as compatible. In the ‘old days’ a Marxist approach would be seen
as radical and a Keynesian approach as mainstream. I don’t see them as part of the same
paradigm; I see Keynesianism as fighting Marxism; Keynes set up Keynesianism as an alternative
more to Marxism than to the form of capitalism which preceded neoliberalism - it was the so-called
social democratic route to governance - so, no, I never bought into that [complementarity idea].
PA: Would you see a link between Marxists and Sraffians?
JJ: No, I don’t think Sraffians see themselves as Marxists- I think any link is almost an accident
based upon the friendship between Gramsci and Sraffa.
PA: Would ally Sraffians more with Post-Keynesians or would you see them as distinct from the
Post-Keynesians?
JJ: [laughs] I don’t know the answer to that one….
PA: [laughs] Well there isn’t really an answer…
JJ: That was rather a leading question…
PA: It was rather a leading question…
I’ll move on and ask if you see think heterodox or radical economists have any chance of mounting
an effective challenge against the mainstream?
JJ: I am a Marxist or historical materialist so the answer to that question would be it depends on
what history allows for and so, for example, post-crisis there was a return of Marx...and that wasn’t
because Marx was suddenly writing lots of new books! - it’s because the time creates the ideas
and there has been a renewed interest in Marx’s ideas. It’s not necessarily that people are
producing good arguments, it’s more that people are searching for answers (even the Queen was
looking for answers!) It’s the same with neoliberalism. Most people regarded Hayek as a nutcase,
didn’t they?
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PA: [interjects] ...some of us still do…
JJ: Well, he was a clever guy but he was an evangelist for that approach and it was the same with
Friedman and the others and they were marginalised by the [then] mainstream as well. It’s only
because of historical circumstances in the 1970s that people decided to put a label on that
approach and government policy and that was when Hayek came in again (although he was
misunderstood by most people who used his work). So, it’s the same now, I think, in terms of
coming back in again, although it’s not necessarily because any evangelical message has been
heard it’s more that events are making people rethink their approach to orthodoxy.
PA; Well that links very well to the next question on the global financial crisis (GFC)! After the
GFC of 2007-8, what evidence do you think appeared to contradict the expectations of the new
consensus macro, or the mainstream? Did it have an effect on them?
JJ: It was a jolt and certainly a jolt to their complacency about the market. Having said that, if you
take the example of the bastions of global governance within neoliberalism, like the World Bank
and IMF, they have already changed their approach and discussed the need to regulate and to
have controls. It wasn’t so much that there was this new idea that we need to be more ‘regulative’
of ‘bad sectors’, it’s just that there was the talk and then there was the reality and it was about the
unintended consequences of a lot of these actions which hit people and made people think about
what was going on.
Some people packaged this up in a way that suggested it was just about ‘bad people’ - there were
the bankers, of course. However, those people who were a bit more reflective were able to say it
wasn’t all because the bankers were bad, it was the unintended consequences of these actions
which had caused the crisis and to understand the situation we need to understand the
mechanisms and then people started to turn to Marx and other heterodox approaches to try to
understand the mechanisms.
Even the mainstream tried to do that for a while but I think it they are getting complacent again.
However, my impression is that the effect of the jolt is now waning...
PA: Are you familiar with what MMT says?
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JJ: No, not really
PA: No problem, Jonathan. I will move on to methodology and ask you outline your general
approach to methodology.
JJ: Well, I wouldn’t want to spoil your best-laid plans but I don’t start from methodology and I
wouldn’t identify with any one methodology; I’m definitely not driven by methodology. I’d start the
other way around and ask what are my ontological and epistemological commitments? And
ontologically, the question is what is reality, what the nature of the world? What is the nature of
society? And, once you get into society, what are its underpinning structures, how is it socially
stratified? What are the dominant mechanisms? How do we understand the economy, culture,
governance and the relationship between societies and global governance? And then I think the
question comes in about the type of methodologies we might use to try to understand all those
issues. That would be my approach - not to start with methodology or to self-identify with a
particular methodological approach - but to start the other way around.
PA: That’s very interesting. You’ve already noted that you come from a Marxist tradition but to
what extent do you consider pluralism in economics - or indeed any social science discipline - to
be valuable? You can be specific or general.
JJ: It depends on the field - and the economics field is peculiar insofar as there’s been a pluralistic
response to the dominance, the very, very strong dominance of econometrics and mainstream
economics. It’s a bit different elsewhere and IR theory is an interesting case; there’s an interesting
debate in IR, writers have been going on about pluralism for a very long time, there are lots of
books with titles like, ‘Pluralism, Diversity and Discipline’ or similar (that’s written by two critical
realists, actually). I’ve always disagreed with the argument that pluralism is always a good thing.
I am not wedded to one approach, definitely; my own work is criticized by everybody! I’m trying to
bring together Marxist, Gramscian and Foucauldian arguments about governance. Of course, the
Foucauldians don’t like it, the Gramscians don’t like it- they all say, ‘why do you need Foucault?’
so I am definitely pluralistic in some respects but I don’t think, in general, pluralism is a good thing
in of itself. What’s good is being right; having the right answers! I am an epistemological relativist
insofar as I don’t believe we are ever going to find an absolutely correct answer and I think we
need to be constantly critical and self-reflective about our approach but that doesn't mean I
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embrace pluralism in the sense of tolerance of everybody else’s views. Some things are wrong
and if they're wrong, I don’t agree with them!
I’ve seen that [misplaced tolerance] in economics and I’ve seen that in IR but the way it occurred
was a bit different between economics (with heterodoxy) and IR. In IR there was positivism and
post-positivism. The two positivist approaches were mainstream; that is neoliberalism and
neorealism (neoliberalism here meaning neoliberal institutionalism; both neoliberalism and
neorealism are connected to the market approach) and the alternatives were Marxists, critical
theorists, feminists, constructivists. So, you’re already starting to water your critique down a bit at
that point - once you start bringing in post-structuralists, post-colonialists; you lose that coherence
in terms of what your object of study is. That's my view on pluralism. It is not always a good thing,
[carried too far] it can actually undermine the thing you are trying to argue for.
PA: That’s a very interesting answer, thank you. I’ll move onto neoclassical economics. Would
you regard it as a paradigm? Is it worthy of the scientific status to be called a paradigm in a
Kuhnian sense, or a Lakatosian ‘scientific research program?’ Does it deserve either of those
titles?
JJ: I don’t like the label or the ‘paradigm’ concept, although we all use it - it’s unavoidable. People
have said there are fifty ways to understand what we mean by a paradigm. Just look at how we
try to define neoliberalism; is it a commitment to this or that- is it a set of beliefs? Or is it a trend...or
a school (the Geneva School, the Chicago School)? So, in that sense, I don’t like using the term
‘paradigm’ to describe these things. Neoclassical economics is a bit like positivism in IR; it gets
defined by what it isn’t rather than by what it is! So, to give an IR example, nobody knew what
positivism was- the thing they [critics within IR] were attacking, just like neoclassical economics,
it was actually quite nebulous. So, my definition of positivism in IR is something that is not postpositivism! So, I am always quite wary and being more than at least slightly Foucauldian, I always
want to deconstruct these things and question the logic behind calling these things ‘paradigms’...
PA: So, in a sense then, turning it on its head, do you think a heterodox or ‘radical’ economic
paradigm exists or even could exist?
JJ: No, no it can’t exist...well, only in the loosest sense of the term could it exist. Again, it depends
on which of the fifty definitions of the term you use. If you want to use it as a very loose term to
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group together a group of people in the academy based on very minimal common criteria such
providing a critique of neoclassical economics, econometrics and those approaches then okay,
but that’s not really very coherent; you could include anybody in this cafe...
PA: [laughs] So would you say - and I don’t really want to lead you...that it would be better to say
there might be such a thing as a heterodox community rather than a paradigm…?
JJ: Yes, you can call it a ‘community’ but then its members are defined by things other than theory.
They can be defined by things like personal relationships, friendships and similarity of position
within the academy. That’s definitely what I see in IR, were people are doing things for career
reasons more than anything else. People self-identify with a school or an approach that happens
to be in vogue at a particular time and I see a lot of people holding on to a position in order to feel
more comfortable in their environment.
It’s a bit different in IR [to economics] - and this is something I should have said earlier - in contrast
to economics, the [so-called non-mainstream] post-positivists are ninety percent of the field!
There’s a kind of irony as everybody says IR is dominated by these positivistic approaches neorealism and neoliberalism - but, in fact, they are not even dominant in the US which is their
homeland. Constructivism is really challenging them. They are certainly not dominant over here.
Some of the more prominent people like John Mearsheimer came over to the UK and just turned
on their audience and said, ‘you’re all having a go at me for being the mainstream but I’m not;
you’re the mainstream! I wouldn’t get a job in the UK. Why? Because you don’t like positivists.
You’d call me a positivist. You’d call me a realist. You’re just as exclusionary as you claim that I
am!’ So, it’s a bit different with IR and you can see how people, given the chance, might do just
the same thing to others [that they claim to suffer themselves].
PA: That’s a very interesting response, Jonathan.
Are you familiar with and support critical realism (CR)? What are its strengths and weaknesses in
your opinion?
JJ: Well, it’s a bit like my answer on methodology- I don’t want to spoil your best-laid plans! I think
CR can play a role in our understanding of things but not half the role that many of its advocates
think that it can play! My biggest issue with some of the critical realists is that they think there is
something which can be called a ‘critical realist approach’ to the field of study that they’re in. I
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don’t think Tony Lawson is guilty of that but some people might say there’s a critical realist
approach to economics. But I would say, no. It’s what kind of approach do you take to Marxist
economics? That’s the interesting question; not whether there’s a ‘critical realist economics.’ And
likewise, is there a critical realist theory of society? No, there shouldn’t be - not if you start with
the early work of Bhaskar, where critical realism was a philosophy that was an ‘under-labourer’ to
the sciences- both the natural and social sciences - therefore its role is to clarify - it’s designed to
be an under-labourer and the occasional midwife and I’m much more of that opinion.
Having said that, I know it’s very difficult to separate what we do as researchers from the way that
the world is and that there aren't hard and fast boundaries, so inevitably, if you are going to do
philosophy of social science you are going to end up making certain comments about your
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of the social world and so if you say that you think that social reality is socially structured and
stratified then the next question is, what kind of social structures are we talking about?’ Well, I
would say Marxist accounts, critical approaches to Marx, would provide the best accounts of the
kinds of social structures - and their focus on economic structures, in my view, is the correct
one as the most dominant structure among a set of structures. That’s where my belief in the
importance of economics originates. But is it CR’s job to then lay out an account of what those
structures are? That’s where it gets very difficult and leads to my main criticism of CR and how it
has evolved. Bhaskar saw it in a particular way and, ironically, for a critical thinker he has a very
‘stageist’ view of the unfolding of CR; even the names- he started with scientific realism then he
called it CR as the next stage to incorporate critical naturalism and hermeneutics. Then the next
point after that was to call it dialectic CR which brought in Marx but also brought in a whole load
of other baggage, Hegel and others...then he went on to the ‘weird stuff’ after that. I don’t think
it’s an accident that CR went off the rails at that point because I think it was an attempt by him to
totalise everything and come up with a ’theory of everything’ and I don’t think CR ought to be
doing that. So that’s my view of it. I don’t self- identify as a critical realist - ‘X’ or ‘Y’.
PA: I agree with you. My reading of Bhaskar essentially consists of his first two books [2008,
2015]. When he moved on to - in my opinion as a non-philosopher -excessive complexity, I moved
my focus of research more towards Tony Lawson and Sheila Dow, in particular.
JJ: Yes...
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PA: In terms of a CR- informed approach to research, accepting of course that it’s not prescriptive,
what broad advice (for the want of a better word) might a researcher draw from CR?
JJ: Well the main thing is that it makes us aware - or tries to make us aware - of what we’re doing.
What assumptions are we making? So even in IR - to give an example where CR made some
kind of small intervention, you could ask the question of researchers, ‘what is your object of
study?’ ‘Who are the main actors?’ Well, originally, they were assumed to be states. Then
everybody went the other way and said ‘no they are not - they are non-state actors’. A critical
realist would say, ‘first of all, what is an actor?’ ‘Are states actors?’ To be an actor you have to
have intentionality so you’d ask those kind of questions about who are the actors and if there are
a variety of actors then who are the most important actors? If there are important new actors, how
do their actions take effect? What do they rely on? Are their actions socially structured? Then you
get into the structure- agency debate. The structure-agency debate has always been the
important thing for me and we combine that with the idea of social stratification and identification
of key generative mechanisms, causal processes and tendencies. Tendencies are especially
important in economics (but not just in economics); the tendency of the rate of profit to fall is not
hard and fast but is always socially and historically contingent.
PA: It’s not an empirical thing you can see…
JJ: No, no...
PA: ...this core idea of a tendency is why CR, at least potentially compatible with Marxism…
JJ: Yes…
PA: Given that you follow a Marxist line that leads me to the next question. To what extent do you
consider that CR can be viewed as an under-labourer for Marxism?
JJ: I think it’s the best option we have. My interest in CR came from the fact that I don’t like Marxist
philosophy. When you ask someone, ’what is Marxist philosophy?’, they might even say,
‘dialectical materialism’ or something like that but I don’t think anyone can coherently can tell me
what that actually is…
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PA [interjects] I am glad you said that, because I don’t really understand what it is…
JJ…it became a dogma…so we needed something to critically scrutinise Marxist claims that came
from outside of Marxism. Lenin’s answer to that question was that Marxism is correct because it’s
true which might make some formal sense but it doesn’t really help us very much. Too many
Marxists adhere to that kind of approach and suggest that you can’t criticise Marxism from outside
Marxism - and CR comes from outside Marxism therefore we should reject it - but reject it in favour
of what? And when you ask, ‘what do you think?’ Then it starts to become incoherent, so I saw
CR as important because it’s not reducible to a Marxist approach therefore it’s able to critically
scrutinise Marxist claims. Now people said, ‘how can you believe that, it’s bourgeois, isn’t it? If it’s
not Marx, it must be bourgeois’. But CR is a philosophy of all the sciences and you wouldn’t want
to have a Marxist under-labourer scrutinising astrophysics!
I don’t think you can make a coherent contribution that way; some might say, ‘it’s the dialectics of
nature’ but I don’t believe that and if you can a philosophical scrutiny of scientific claims in the
natural sciences where you’re not going to denounce atomic structure as being unfair or unjust
then you can have something resembling that – which Bhaskar would call naturalism – in the
social sciences but, of course, they got connected [CR and Marxism] very quickly but having some
sense of their separability is important to me. It’s not all reducible to the Marxist approach. I mean
it’s determinately non-Marxist to think Marxism has all the answers because Marxism’s historical
materialist approach says that Marxism itself is a product of history and that it will be outdated at
some point in the future.
PA: So, Marxism involves sowing the seeds of its own replacement…
JJ: Exactly, yes!
PA: Well that was the key question I wanted to ask but I might conclude the interview by asking
you to assess the potential impact of factors within economics (or adjacent fields) and factors
outside economics on the possibility of changing the way we think about economics and the policy
options that might bring. What is the potential for changing from where we are to where we might
be?
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JJ: Well, that’s a difficult question because I am not familiar with the field (economics) and I am
not familiar with the internal debates. What I would say generally of any field is that it’s events
which create these tensions and paradigm shifts - so you can see I have returned to using the
word ‘paradigm’ now!
There are two ways you might get a paradigm shift; one is an ‘internal combustion’ through the
theories not being able to explain something – a Copernican revolution taking place. The other
one would be an ‘external explosion’ caused by something like the financial crisis –which, as we
noted did have an effect- but we are back to a quite a high degree of complacency now. I think
these factors would have the most effect on the field and if the field is immune to their effects then
we have real problems with the field. It’s then effectively wedded to dogma and orthodoxy and is
unable to look and the world around it.
Again, if I give you an example from IR, the closest thing that IR had to the current economic crisis
–which, if anything might be even bigger than the crisis - was the end of the Cold War. None of
the main paradigms saw it coming; they were all locked into their world of strategic action and
mutually-assured destruction which locked both powers into bipolarity. They couldn’t imagine a
world without one and that caused a major crisis in the field which I think led to the post-positivist
evolution which brought in these other theories.
But very quickly, the post-positivists became the new orthodoxy in the UK and if you want to get
a job in the UK, you have to be post-positivist. IR is moving further away from realism (in a
philosophical sense) than ever because some of the new arguments about post-coloniality for
example, which embraces amore ethnomethodological approach, are saying that all different
views are valid – you have no privileged vantage point to speak about the world. So that’s one
tendency.
Another one is the so-called new materialist turn which contends that everything is material but in
very radically contingent way; this room that we’re sitting in is a radical assemblage of lots of
pieces of furniture, chairs, objects, you and me and the teapot is just as important as we are- it
has its own causal powers…it’s an actor in the same way we are. So the stuff its supporters draw
from Bruno Latour is a current fad; even though Latour has been around for years this approach
has suddenly taken off. This is like the way Hayek was around for years and suddenly his ideas
took off. So that kind of development does worry me in my own field. It’s the result of my own field
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being influenced by broader sociological developments. I think economics is immune from that to
a certain degree so it would be interesting for me to look at the impact of those kind of
developments – if they have any impact – might have.
Having said all that, I would apply some of that back on to economics as my way of understanding
the emergence of something like neoliberal thinking in the 70s. It wasn’t by design, it was due to
a contingent process where a new set of ideas coalesced around a label which came to be called
neoliberalism but we’re still arguing about what it actually means. Hayek’s approach was very
different to the more models-driven approach of the Chicago School it was almost a religious
approach in many ways – you have to have faith in the market you can’t actually quantify it.
That’s quite similar to some of the thinking that’s going on at the moment which involves a
rejection of a scientific method in favour of the contention that everything is uncertain and
unknowable and within that uncertain and unknowable world we have to make inferences to ‘feel
our way through things’, Ideas like ‘big data’ come in , for example, where there’s so much
information you can’t possibly analyse it properly in a scientific way but you can try and feel your
way through and I think that’s inevitably going to affect all the social sciences. And not always in
good way and not always in a positive way. So, I think there is still a case for defending the
scientific approach and we have to claim that for ourselves and not buy into what the mainstream
claims is scientific method.
PA: well thank you Jonathan that’s been a great interview.
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PA: Which field, or fields, of economics do you consider to be your specialism?
SK: I think the best overall title would be complexity economics, which is still a long way from
being defined in the sense that Post-Keynesian, neo-classical or Austrian are, but it’s
fundamentally looking at the economy as a complex system with feedbacks and non-equilibrium
behaviour being essential. On top of that, I’m a monetary economist, so in terms of defining
schools of thought it would be Post-Keynesian, but even within Post-Keynesianism I’m on the
periphery.
PA: In terms of that field, what are the main issues that you focus on in your work?
SK: The role of money. My main interest is money so I built the Minsky software package to
enable dynamic system modelling of monetary flows in a way that’s never been possible before.
Now what I’m working on, most importantly, is the role of energy in economics and how it’s been
completely omitted by both mainstream and non-mainstream economists, and what the impact of
that is on economic theory and ecological theory once you bring in the fact that you can’t produce
anything without energy, in a fundamental way. That’s my main focus right now. In addition to
that, of course, methodological critiques, both of Marxian and neo-classical economics - that
pretty much defined me beforehand.
PA: And to what extent does history have a role to play in your work?
SK: It’s essential. It’s inevitable when you work in complex systems you necessarily include
history. The best and most interesting modelling in historical modelling is being done by a guy
called Peter Turchin these days - he’s actually a historian with a mathematical bent, he does what
he calls cliodynamics - and an essential part of history is you have initial conditions. Even when
modelling using something like my model of Minsky’s financial instability hypothesis, I technically
start from knowing what the history was of levels of wage share of GDP, employment and private
debt, so in that sense it’s essential. When you look back at history, at economics over time, you’re
looking at all the historical events that mainstream economic theory completely ignores. In this
instance, we’re very familiar with the financial crises over the last two hundred years, and I look
at data over the longest term I can, because, fundamentally, the factors I talk about existed
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throughout that time, and have been ignored by the mainstream all that time. It strengthens my
case to know history, rather than weakening it as it does if you have a neo-classical approach.
PA: And do you use maths? If so, how do you use it? Is it important to your work?
SK: It’s essential, but it’s not the maths neo-classicals use. This is a major bone of contention
between myself and my good mate, Tony Lawson, I have a lot of time for Tony as a person. Tony
is completely against mathematics, and I think that’s fallacious, because what he says about
mathematics applies to linear systems and it doesn’t apply to non-linear systems. I make that
case in a critique of his description of anyone using maths as being neo-classical - when you have
non-linear systems and feedback, then the impact of one parameter at a particular point in time
will not be same as at another time, because it’s influenced in a non-linear way by the other factors
in the system. So that’s the mistake I think Tony makes, to do away with mathematics completely.
The sort of mathematics I do is non-linear differential equations. That’s an area of complex
systems; we know from work that goes back to mathematicians called Li and York that once you
have a three-dimensional, or more, non-linear system, you get the potential for complex behaviour
and what’s called ‘non-ergodic behaviour’. This is one area that, again, poorly-informed critics of
mathematics and deeply poorly-informed mathematical neo-classical economists don’t
understand -that is that you can get non-ergodic behaviour out of a deterministic system.
For example, Paul Davidson is a good friend but I can never get through to him on this particular
point! Paul is completely against using anything other than equilibrium modelling, strangely
enough, because he argues that you’ve got to have non-ergodic systems and mathematics leads
you to ergodic systems; he does drawings instead. The definition of ‘ergodic’, technically, is that
the time-path of a system is the same as its space-path. Now, when you have a complex, threedimensional (or more) system, the time path and the space path are different. What that means
is that history matters, whereas in an ergodic system history doesn’t matter. So, in the
mathematics I do, basically, history matters, and you can get into the old idea of a sense of
dependence on initial conditions - if you start from a particular point and go forward in the timespace of a complex system, that can be completely different just starting from a fractionally
different initial condition, because of what’s called bifurcations driving from one point to another.
That’s an essential part of my approach, but it makes me completely different to the neoclassicals, who impose equilibrium on everything.
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PA: That makes sense. To what extent are you familiar with, and support, credit (Innes) and state
(Knapp) theories of money?
SK: I support them. I’m a bit critical of some elements of them; for example, the argument that the
state defines money by imposing taxation. When you go back far enough in history, you find that
it’s often the payment of debts that imposes that monetary system; if you look at David Graeber’s
work, a lot of those debts were effectively blood-debts: you impose a cost on somebody for
damage they’ve done to another person to prevent warfare breaking out inside a society. So, it
wasn’t so much the state taxing for its own purposes as penalties being imposed as a monetary
form that led to the evolution of money, rather than the state wanting taxation for its own purposes.
Generally speaking, money is a legal construct, and in the modern world, the ability to make
something money depends on having legal power.
PA: And do you consider the quantity of money to be determined exogenously or endogenously?
SK: Endogenously.
PA: I thought you might say that! How do you view banks? As pure intermediaries, or as being
able to create money via credit expansion?
SK: The latter; the failure to understand that is one of the main failures of neo-classical economics,
and that’s saying something.
PA: In terms of interest rates, how would you consider those to be determined in the short and
the long run? And to what extent do you think a central bank, particularly in countries with floating
exchange rates, can control the whole yield curve?
SK: In the first case, I think Marx put it very well a number of years ago in saying that there’s no
real basis for the rate of interest. So, I don’t see interest rates being determined by real factors.
In terms of on the short end of the curve, I see it as being set by the central bank plus a mark-up
to cover the cost of money creation, because although we say banks create money out of nothing,
that doesn't mean it costs nothing to make money! As a whole, they’ve got to have their risk
assessments, as much as they take them seriously, the branch infrastructure, the whole
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management system, the cost of funds when they borrow long-term to provide themselves with
equity capital and so on - that tends to be of the order of 3%, being as low as 1% in some cases.
The fundamental basis of the policy is that the central bank sets the reserve rate, the banks then
add a mark-up to cover their own administration costs in the money creation process. At the long
end, it becomes completely expectation-determined, and also financial fragility-determined. So,
the central bank can certainly only control the short end, and even there its control is subject to
market interventions because, as we’ve seen, some cases where bonds were so over-subscribed
that the rates became negative - that wasn’t the central bank’s target, but that’s what actually
happened.
PA: If I said ‘heterodox economics’, what would you personally understand by that term? And
what sorts of groups of economists would you consider heterodox? There might be some that you
include with reservations.
SK: In that case, I treat as heterodox any people who have some fundamental critique they make
of the mainstream, and that includes Austrian economists, for example, who critique them over
their obsession with equilibrium, but at the same time they themselves don’t move far from an
equilibrium vision. Then you have Post-Keynesian economics, which is a valid critique of neoclassical mainstream; you get evolutionary economics; ecological economics; all those are
predominantly so critical of the mainstream they won’t use mainstream methodology. It’s a very
broad stream - you get Marxists at one extreme and Austrians at the other, and I’m critical of both
of those groups while conceding some of the points they make. It’s a broad spectrum, and in
terms of the population of economists, I’d say it’s in the order of one in six. The reason I suggest
that figure is that the French host a society of non-orthodox economists, they call it the ‘Society
of Appalled Economists’. Dany Lang was a leading figure in that, Dany’s a good friend. The French
education system is very hierarchical, so when you apply for a job as an economist, you apply to
the Department of Education and they then allocate you one of the positions available if you meet
their standards for being registered in the first place. There were eighteen hundred economists
who applied and, of that eighteen hundred, three hundred put their hands up and said they wanted
to form the new non-neoclassical group that Dany Lang put forward. That was then blocked by
Jean Tirole. But that’s three hundred, and three hundred is one in six. France might be slightly
more extreme than most, but that certainly implies something in the order of certainly more than
10%, between 10% and 20%, of economists are non-orthodox.
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PA: That’s very interesting. In your experience of these heterodox economists, to what extent do
you think their views are compatible, or even complementary, as opposed to being disparate?
SK: Obviously the Austrian and Marxian are completely contradictory. In the middle there’s the
Post-Keynesian, evolutionary, ecological, complexity economists as well; there’s generally a fairly
consistent overlap. What you get at that point is fragmentation, because both the neo-classical
and Austrian at one extreme and the Marxist at the other share a theory of values - the neoclassical and Austrians have the utilitarian theory of value, Marxians have the labour theory of
value. That gives you a unity in how they approach issues, which doesn’t exist in the middle; that
lack of unity means there could be a bit of chaos, not of the creative kind, in the way that they
interact with each other and don’t interact with each other, and so on. There’s a lack of consistency
in the middle where I’d like to see an alternative theory of value evolve that would actually bring
those together, but that certainly hasn’t happened yet. The older I get, the more I doubt that it will
happen in my lifetime.
PA: I’m a bit pessimistic too. I’m aware of the fact you’ve worked in different environments; do
you think that heterodox economics is considered as a realistic alternative to the mainstream in
the environment that you work in, or have worked in? Is it dependent on the environment?
SK: It’s been very different depending on the environment. If you work in a heterodox field, in a
university like Kingston or UWS [University of Western Sydney] and so on, it’s somewhere
between a large minority and a majority of the staff who believe in alternatives. If you go to an
economics conference you’re in the outcasts’ room. When I deal with businesses they’re often
not even aware of the distinctions between different types of economists - and if they are, unless
they’ve been trained in neo-classical economics, they’re normally biased in favour of PostKeynesianism or see that as more realistic.
PA: You’re not working in a university now, are you, but you have taught undergraduates in the
past?
SK: Oh, yeah.
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PA: I’m going to move onto the financial crisis and the impact that it might have had on the
hegemonic status of the mainstream. Would you say that anything that happened during or
immediately after the crisis contradicted the expectations of the mainstream? If so, what particular
things happened that you would think were unexpected?
SK: The crisis itself - they had no bloody idea it was coming. In fact, I can quote papers from
DSGE modellers saying what a wonderful year 2008 was going to be! Particularly the OECD,
published an ‘outlook’ in 2007 that basically said, ‘We’re looking forward to a strong recovery,
falling unemployment and booming economic growth.’ That was two months before the crisis
broke out; they didn’t have a f*cking clue. Of course, the reason they didn’t have a clue is their
models exclude credit; they don’t have any role for it whatsoever. Without banks and without credit
in your model, your model comes back and tells you how great everything is. The credit conditions
might have you slightly worried because you can’t avoid reading the newspapers and reading
about Bear Stearns’ troubles, BNP (Banque Nationale de Paris) shutting down its funds and so
on. That would be a little bit of a worry, but even that didn’t even turn up in the model, they didn’t
even have what they call ‘financial frictions’ in the model at the time, so they were completely
flummoxed by it, and their only defence in the aftermath has been, ‘You can’t predict new week’s
Lotto results.’ As if the GFC was just exogenous shock, a random throw of the dice - and that,
from my point of view, is bullshit, because you’re driven by the level of credit, the level of private
debt; the timing was difficult to pick, but the inevitability of the crisis was written in stone.
PA: Do you consider that the crisis has really done anything to the hegemony of the mainstream?
If it has, to what extent do you think that heterodoxy, in any form, has a chance to replace it in the
future?
SK: That question requires a complicated answer, because at the university itself, it has actually
made heterodoxy more of a threatened species. The neo-classicals used to just basically ignore
characters like me - say, ‘hi’ to you in the mail room, go and have coffee with someone else and
laugh about that nutter down the road who thinks that capitalism’s unstable. After capitalism
proved itself to be unstable it was a case of: ‘Where’s that bastard who said it was and made a
fool of all of us?’ There’s much more hostility and attempts to undermine you in the mainstream,
and, in that sense, they’ve actually sort of circled the wagons, now that they realise Indians
actually exist they’re surfing the great wave and going on extermination hunts rather than just
ignoring us. It’s actually made things more difficult in academic circles than it was beforehand.
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At the other extreme, places like the Bank of England, which were completely taken by surprise
by the crisis, have undergone something of a soul-searching. To some extent there’s been a bit
of a reaction back in the other direction - that’s why Andy Haldane formed what’s called the One
Bank Research Department and specifically hired large numbers of non-economists for it:
physicists, engineers, biologists being brought in from the outside to model the economy from a
non-mainstream point of view. With the Bank of England, the Bundesbank, the Norwegian Central
Bank, even Australia’s Reserve Bank has come out and said that banks create money, which has
of course always been a heterodox point of view, not neo-classical, where they’re seen as being
intermediaries. So, in the policy sphere it’s probably improved the odds for Post-Keynesian and
heterodoxy in general. In academia it’s made things more dangerous.
PA: That’s a very interesting, nuanced point, thank you. I’m going to move onto MMT. Are you
familiar with MMT’s analysis of operational reality? And to what extent do you consider MMT that put forward by the ‘big three’, Mosler, Wray, Mitchell - valid?
SK: I’m very much aware of it, of course. On the accounting front I completely concur with their
perspective on the creation of money. I then diverge in a number of ways from them - the first is
that I don’t think they pay enough attention to credit. You know that Doug Henwood came up with
a critique of MMT a few months ago?
PA: Yeah, I heard about that. I noted that Pavlina Tcherneva [2019] wrote a reply in the ‘Jacobin’
but I didn’t see Wray’s.
SK: OK, look to the reply that Wray made from it, which was quite disparaging.
He points out at one stage that Henwood says that he [Wray] regards endogenous money as
trivial because all that’s basically said is we should go back to central banks targeting the rate of
interest rather than targeting the quantity of money, and that’s pretty much it. Now, he hasn’t
thought through the consequences of credit money creation, it’s my speciality. I don’t blame him
for it in some ways, except that if they were so good they should have worked this out for
themselves - I’ll send proof of this, and I gave proof at the conference you came to in Berlin - and
that is that once you’ve accepted that banks create money, then it follows that credit creation
increases the assets of the bank and the liabilities at the same time, and the person who’s
borrowed the money doesn’t do it for the sheer pleasure of being in debt. They’ve borrowed to
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spend the money! That adds to spending power. So, credit is part of aggregate demand.
Consequently, the ups and downs of credit have an enormous impact on the economy.
Now, to say that endogenous money is trivial is not to understand that; once you do understand
it, you extend MMT. You don’t undermine it, you extend it. So, money still remains invital, but it
isn’t just a case of the government should run a big enough deficit to let the private sector run a
surplus, it’s also that the private sector’s own decisions to borrow money can generate feedbacks
that might undermine the government’s objectives. You’ll have periods where the government’s
running a surplus, as you had in America before the Great Depression - it ran a 1% of GDP surplus
every year, but at the same time the private sector was off on a huge speculative bubble that led
to the stock market crash of 1929 and the Great Depression. So, you’ve got to include both those
factors inside there.
Then, I completely disagree with them on international trade. The only explanation I have for that
is that it’s one of Warren’s hobby horses, this little one-liner that exports are a cost and imports
are a benefit, and that the others haven’t come back and ‘wised him up’ on some elements of
reality there. To say, as Bill Mitchell, does that exports are an opportunity cost implies you’re at
the full employment level - only at full employment does selling something to another country
mean you can’t use it for yourself. In fact, we have spare capacity in the vast majority of
companies that produce something for export - if you didn’t export it, you wouldn’t produce it in
the first place. It’s using excess capacity. Also, because you export, whatever might be the internal
monetary machinations to go from an American dollar to a European Euro, at the end of the day,
the exporter’s bank account goes up by the amount of the sale and the importer’s bank account
goes down by the amount of the sale. You get a monetary impact from that that they’re completely
ignoring, even though their foundation is monetary analysis. So, I see that as just a weird little
complication - again, you get rid of it, you get better. It’s not that I say it undermines MMT, I think
it would be stronger if they got rid of that particular piece of what I see as nonsense and focused
on monetary analysis all the way through.
There’s also a tendency in MMT to underplay the instability of capitalism and the [possibility of]
absence of state money. Again, they say that if you don’t have state money you don’t have
capitalism - but it’s quite possible, and it happened during the 19th century, to have money being
almost entirely privately created. It actually happened, that was the free money period in America,
and we had the same thing in Australia, Scotland as well. There have been periods where, even
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though the state enforces the existence of money, it’s been private money that’s been created and you have booms and busts at that stage, you didn’t have full employment. I have had an MMT
person argue with me that in the absence of state money there would be full employment - but
that’s wrong.
So, I see it as having a fundamentally correct foundation, which is 90% of what matters, but in the
final 10% I think they’ve got a totally ‘arse about tit’ attitude to international trade, and a
mischaracterisation of the stability of capitalism in the absence of state money.
PA: That’s very interesting. In terms of MMT’s idea that taxation doesn’t fund spending in a
functional sense, MMT makes a distinction between countries with their own currency as opposed
to those on perhaps fixed pegs or gold standard or the Euro - do you buy into that distinction? Do
you think they’re getting it right there?
SK: Oh, yeah. If you look at the accounting, and I’ve done this myself with my Minsky Software
Package, the purpose of taxation is to mop up money created by the government beforehand, not
to finance spending, when you issue your own currency. When you don’t issue your own currency,
then you’re stuffed! You simply can’t go beyond the bounds of your own taxation revenue, and
what that means is if you’re taxing the public more than you’re spending on them, you’re reducing
the amount of money in circulation and causing a decline in economic activity.
PA: Say the government decided to buy a nuclear submarine from a contractor, what would be
the balance sheet effects of that for the central bank and the commercial bank where the
contractor held its account?
SK: You’ve got an increase in reserves. It would cause an increase in the assets of the banking
sector and increase in the liabilities because that money was paid to a private contractor. So, you
get a matching increase in the assets and the liabilities of the banking sector. That’s it. You also
get a change in the distribution of money in the government sector - the increase in the reserves
is an increase in the liabilities of the central bank, so the assets have to rise as much as well and
that’s where you get government bonds being bought by the central bank to finance that, all bonds
being purchased off the private financial sector.
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PA: If you were trying to summarise quantitative easing in one sentence, how would you describe
it?
SK: Oh, inflating asset prices.
PA: I’m happy with that! Now, the next two questions seem to be the most controversial areas of
MMT. First, the idea of the central bank and Treasury being consolidated when modelling. The
second is the job guarantee or employer of last resort policy. So, what do you think about those
two aspects?
SK: Well, in terms of the first one, I think it’s a simplification which can be taken too far. That’s
why I’ve got Minsky, so I can model these things accurately. I’m quite happy modelling the central
bank and the Treasury as two separate entities - the Treasury, therefore, has its own assets and
liabilities and the central bank has its own as well. The rule is that the central bank has to finance
the liabilities of the Treasury, but they still have separate existences. So, I can get away with just
risking it - acknowledging that the government creates money and ignore it [the separation of the
entities], but I’d rather have the extra detail for the sake of completeness.
On the job guarantee, I can see the desire to lower the rate of unemployment, of course, which is
one of my desires as well. But I have two reservations about the overall area - one is that part of
what gives capitalism its creative thrust is what Janos Kornai calls being demand-constrained. If
you look at a typical capitalist economy, he says that this desire to keep wages as low as possible,
profits as high as possible, you have your usual corporations competing for the market shares as part of that they produce more capacity and, in the aggregate, you have more capacity
produced than can be bought by the demand. So, they’re fighting over market share all the time,
but the only way they can fight over market share effectively is to innovate. You get all the
innovation we’ve seen in every form of technology for the last fifty or sixty years - that’s an
essential part of what gives capitalism its strengths. If you end up having full employment through
a government policy, what do you do to the impact of demand-deficient behaviour on
corporations? Do you loosen it, or do you strengthen it? My worry is that you weaken that. So,
you might achieve full employment but have a lower rate of economic innovation, and that is
something which I’m concerned about. I don’t think that’s been properly considered by MMT. I
might be wrong, but I doubt it.
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SK: One other problem I see with the job guarantee is because I’ve got this focus on energy and
the role of energy in production: what I see over time is that you need less and less labour to
harness free energy. We can harness the free energy more and more by increasing the complexity
of the machines we use to turn that free energy into work. Now, we face a serious ecological
crisis, possibly in the next decade, which is going to challenge all the certainties of how we think
about production today. If we get through that crisis and survive all that, then with the trajectory
we’re on, keeping with low-level artificial intelligence - I don’t believe high-level’s feasible, I could
be proven wrong on that front, but I’m not expecting Terminator any time soon! - but low-level AI,
which is just using neural networks and other computer technologies to replace human thought in
a wide range of things (for instance, medical diagnosis can be done better by neural networks
than doctors) you can replace a wide range of human activity that way. Then with mechanisation
going further, and particularly additive manufacturing - we’re only in the very early days of additive
manufacturing - but it ultimately means that the people you need to control the machines that cut
the metal won’t be there because you won’t be cutting the metal anymore. So, the end target is
ultimately almost zero labour input to produce output.
Now in that case, the only jobs you could get are what David Graeber calls ‘bullshit jobs’, and I’d
rather get away from that, and say that given we’ve managed to generate the capacity to produce
relatively unlimited amounts of output, let’s allow people do something creative rather than waste
their time in a bullshit job. The other thing is that in a planetary sense, to survive the amount of
energy we consume to produce output, ultimately the only way to do that - and I’m talking the
timespan of a millennia - is to take production off-planet. Now, if we managed to do that, you can
forget about talking about going to work each day. It’ll be a minority of people working in space
with highly complicated technology, dropping the stuff back on the planet, however that’s done.
We won’t need labour to produce anything, and after degrading the planet, the whole idea would
be to try and turn it back to a form of what it was before we hit it with the Industrial Revolution.
So, in that sort of world, a job guarantee doesn’t make much sense. What makes sense is society
organising collective labour to some extent, but people making a creative use of their time, rather
than being bored out of their brains - either not working, being on welfare, which is one way that
job guarantee people look at UBI, or working in a bullshit job.
PA: You’ve really looked at the future there! To what extent do you consider MMT to be a
legitimate distinct group within Post-Keynesianism?
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SK: Well, I’ve got to take my hat off to them on one front absolutely, and that is that nobody else
has managed to make a non-mainstream approach to economics part of public discourse.
They’ve done it. I haven’t achieved that, Post-Keynesians haven’t achieved it, nobody’s achieved
it since Keynes, so it’s a major, major success you can’t take away from them. Therefore, they
deserve to be seen as a group in their own right for that alone.
PA: And what’s the attitude to MMT specifically in the groups that you work in, as opposed to
heterodoxy more generally?
SK: From other heterodox people?
PA: Yeah, and also mainstreamers, if you come across those.
SK: Mainstreamers typically think it’s either quite wrong or nothing new. With Keynes and the way
they talk about his ideas, they’ve done the exact same to MMT. So, you try to talk about it and
they say, “How does that differ from what we argue?” You pull your hair out trying to explain it
because they’ll deny that they’re in favour of government surpluses - then you read their bloody
crap and of course they’re in favour of government surpluses, especially Robert Barro. So, they’ll
almost deny their own position to get to the stage where they can say it’s nothing new, then they’ll
say it’s quite wrong for other reasons, they’ll say you face such and such constraints and so on.
It’s a pain in the arse talking to them about virtually anything.
In heterodox circles, you have people who are complete MMT starlets, so Wray and Mitchell and
Mosler and Stephanie Kelton and so on - there are also a lot of people who just find them arrogant
and difficult to deal with. I’ve said it myself - but at the same time, was that part of the reason why
they succeeded in getting into the public discourse? Was the single-minded side of things a major
part of their success? So, in that case, part of it’s sour grapes, you’ve seen that as well - ‘Why’ve
they got attention and why haven’t I?’ - well, they’ve got attention, give them credit for it. So, that’s
part of what I think is going on there. Also, there is a ‘take no prisoners’ attitude to MMT in debate
in places like Twitter, as I’m sure you’ve seen. That does not go down as well when you’re having
an academic debate. Partly it’s the MMT-ers’ behaviour that makes things more difficult as well. I
think that they could get on a lot better with other heterodox economists with a change in attitude
that would come out of people other than Mitchell, Wray and Mosler being the dominant persons.
It’s a personality thing. So, in that case, people like Stephanie Kelton and Scott Fullwiler - very
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personable, you can have discussions and disagreements with them, not a problem. It’s very hard
to have that with Wray or Mitchell.
PA: That’s interesting. One of my biggest influences in Geoff Harcourt, and he’s so personable,
that kind of warmth - I kind of class myself as a Harcourt Post-Keynesianism, I just buy into MMT,
but I don’t have the same adversarial approach as some MMT-ers. My PhD supervisor is a TSSI
Marxist - we’ve actually written a paper together, which is kind of trying to prove that it is possible
for MMT-ers to get along with other heterodox economists.
The last section is on methodology. So, how would you describe in general terms your approach
to methodology?
SK: I take a top-down approach to economic modelling. I think the neo-classicals’ desire to have
incontrovertible foundations in economics, something no one can disagree with, is quite a valid
aim. I disagree with Geoff Harcourt on that front, Geoff of course wrote that paper with Hamouda,
the ‘horses for courses’ paper, and I have always rejected that, because as Roger Backhouse
said, “If horses for courses is the way things are, why is the neo-classical horse never sittable?” I
think that’s quite valid, so you do need a methodological core, but the one that they’ve chosen,
microfoundations, is completely wrong for reasons laid out in the Sonnenschein-Mantel-Debreu
Theorem, and because their model of the micro-world is wrong anyway! Firms don’t face rising
marginal costs and consumers don’t maximise utilities; these so-called incontrovertible
foundations are themselves wrong. But I work from macro down, so I think that if you can actually
understand most of the dynamics of the economy, simply by getting the structure of it right and
putting that in the dynamic framework, so that’s what I fundamentally do. So, that’s my
methodology.
In terms of philosophical methodology, I see myself as a dialectic materialist. Have you seen my
work on Marx?
PA: I’ve seen some. I’ve read your analysis of Marx in ‘Debunking’ and I’ve read bits of your work.
I’ve quoted you in the first chapter of my thesis when you criticise the labour theory of value.
SK: On that front, I see Marx as starting from a philosophy that is an absolutely superb foundation
for analysing capitalism, and that’s the idea of any unity having to exist in society and society
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necessarily focuses on some aspect of that unity, which means those aspects become the
foreground aspects of the unity, but the unity can’t exist without the stuff that society ignores that’s your background, and you get a dialectical tension between the two which will transform
both the unity and society over time. That’s Marx’s dialectics in a nutshell. I think it’s an incredibly
deep, non-equilibrium way of thinking about the world, as it’s all about change and tensions and
instability and so on. That’s my organising philosophy when thinking about economics.
PA: And is there a particular substantive approach to economics, is there a school that you think
is better than the others, and if so, why?
SK: That’s fundamentally complexity economics, because a whole lot of economic theory was
designed to analyse the economy using the intellectual tools we had in the 19th century. That
ruled out anything other than equilibrium thinking. The one person who managed to do nonequilibrium thinking in that time was Marx, not that the Marxists themselves actually noticed it but it was from Marx!
So, our understanding of complex systems has increased dramatically since that period, certainly
since the 1960s, and with that understanding of complex systems, most of what we see in the
economy can be understood by just looking at a structure, not ruling out the feedbacks that exist
between parts of the structure as neo-classicals do, and then seeing what the behaviour of the
system is. In essence, it’s almost theory-neutral, non-ideological, just saying, ‘Capitalism has
workers, capitalism has bankers, capitalism has capitalists - any argument?’ And if you say, ‘No,
it doesn’t have any of those, it has agents’, then you’re being ideological, mate. So, I see it as a
non-ideological starting point, based on the structure of the economy, looking at it as any other
complex system subject to major feedback effects. That, to me, is the best way to proceed,
because the value wars have been a complete waste of time.
PA: And do you think pluralism- taking any definition you like - is valuable? Could it be carried too
far? What’s your view?
SK: Fundamentally, when you don’t have a complete set of answers now you need every answer
at the same time. So, in that sense, I’d rather have people getting together and saying ‘Let’s try
to work out a cohesive perspective that makes sense because we don’t have one at the moment,’
so that’s a good argument for pluralism. Equally, if you look at physics - if you ask if physics is
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pluralist, you’ll be answered ‘No, it’s got a single way of thinking.’ It’s pluralist! The pluralism in
physics is specialisations - so you’ll have some people working in fluid dynamics, somebody else
working in quantum mechanics, another person working in statistical mechanics, others in nuclear
physics. You get a huge range of specialisations but they all share a common philosophical
starting point, and that’s the nature of pluralism in physics. I’d rather get that sort of pluralism in
the long-term, but in the short-term you need pluralism to pull people together, so the key stuff
that is left out by one paradigm can be suggested by another.
PA: Do you think that neo-classical economics is worthy of the status of a paradigm? Has it got
the scientific status that you could call it a paradigm, or a scientific research program, depending
on whether you want to think about Kuhn or Lakatos? If not, what is it?
SK: It’s a failed paradigm. It’s certainly a paradigm, it’s very much got all the ideas that Lakatos
puts forward, a hard core, protective belt, and so on. I prefer the Lakatosian idea to how a
paradigm develops to Kuhn’s, but fundamentally they’ve got a shared theory of value and they’ve
spent the last hundred and thirty years finding out it doesn’t work and refusing to admit it.
PA: That sounds pretty reasonable! If you look at heterodox economists, your experience with
them, to what extent do you think they work within their own schools with occasional interactions
at conferences, or as a community? Is there a community there at all?
SK: There’s a bit of a community. For example, I used to like going to economic board conferences
because I’d get away from the neo-classicals back in Australia; AHE conferences, same sort of
thing. But I find myself frustrated by the lack of technical capability of most people working in that
area. Generally speaking, though, a Post-Keynesian conference is a chance to relax. So, that is
a sign of a community even if individually you’re working on very different things. What we don’t
have is some unifying vision; I’d like to help develop that unifying vision, but it certainly hasn’t
happened yet.
PA: That leads onto my next question: if there were this ‘unifying vision’, or ‘heterodox paradigm’,
what sort of features would it have for you to consider it a heterodox paradigm or a heterodox
scientific research program?
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SK: I’ll start from the basics - it has to include energy. Theories of production that leave energy
out are theories of fantasy, and both neo-classicals and Post-Keynesians have been guilty of that
over the past two hundred years. The last school that got it right was actually the physiocrats. I’d
go right back to the physiocratic foundation and see industry as being unproductive, sterile, if you
can’t create energy and then convert energy into work. You’re working with a fantasy of
economics, not a theory of economics, if you don’t start from that. So currently virtually everything
is fantasy.
Secondly, it’s got to be monetary. Capitalism is a monetary system. Thirdly, it has to be social,
class-based. Bankers, workers and capitalists is usually the minimum of the social classes to
consider. And it has to understand the economy as a complex evolutionary system. Those are
my essentials.
The extent to which I find other economists aware of it, it tends to just be the evolutionary
economists and the ecological economists - so even the Post-Keynesians tend not to be focusing
on that overall - what I’d see as a - unifying framework.
PA: Now, you did mention Tony Lawson earlier, and I’ve personally spent a lot of time with his
work on critical realism. To what extent are you familiar with or support the ideas of critical
realism? Do you think it might have the potential to ‘under-labour’, to use Tony’s phrase, a
heterodox paradigm?
SK: No, I don’t think it does. Critical realism, I see a lot of it as coming out of Bhaskar’s wok.
Having read Bhaskar, Dialectic: The Pulse of Freedom is the only book I’ve read, I think I put it in
my garbage bin, rather than my bookshelf, after I finished reading it. I found it very overblown,
flowery, but didn’t get to the core of Marxist dialectic concepts at all. The idea of critical realism
ruling out mathematical analysis I see as wrong as well. I see it as being a palliative that’s a
necessary check on going too far in that direction, but I don’t see it as being a core on which you
could build a genuinely critical theory of capitalism.
PA: That’s interesting. Now the final question has two parts. What are the key factors - and this
could be within the economics profession itself, or the external environment, or how the two
interact - which might inhibit or even bolster the chances of heterodoxy in any form replacing the
mainstream? What are the ‘goods’ and the ‘bads’?
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SK: Oh, the bad is that the neo-classical dominance is so complete. In fact, the uselessness of
economics is a major defence in its favour, because you don’t use economics to build a bridge. If
you did, the bridges would all fall down, there would be complaints and you’d get a reform of the
discipline fairly rapidly. In economics, they can get away with saying, ‘Oh, the global financial
crisis wasn’t our problem,’ and you can’t say ‘But, but, but,’ to them, because they’ll say, ‘Do you
want me to predict next week’s Lotto results?’ or something inane like that. Then they continue
teaching the students the same crap, unchallenged thus far in the real world. So far, that’s the
major problem we face.
Another problem with this neo-classical dominance is that most economists have been trained by
neo-classicals; they don’t know that there are alternative ways of thinking about the economy
even though they know the neo-classical is wrong. Most economists look into difference equations
for doing mathematical modelling, for example, because that’s all they’ve been taught, whereas
if you do a mathematics degree, you learn that difference equations are very limited in their scope
of application and they certainly shouldn’t be used to model something like the economy. Those
are the two major constraints that I see getting in the way.
You also have the political and ideological factors - neo-classical theories employ an ideological
defence of capitalism - it’s a completely inappropriate defence. If you want an appropriate defence
of capitalism, talk about its role in sponsoring innovation and change, that’s what it does. To say
it gives you equilibrium is total nonsense, but that’s what they do. When you then have businesses
wanting to fight with trade unions or environmental activists and so on they’ll dive in and give the
ideological defence that neoclassical economics has given them. Now, if you come and out say
you’re going to take those defences away then you face a push-back from the business
community - whereas it’s quite possible that the business community could say, ‘In fact, you guys
mischaracterise us; we don’t want your defence’, if only they knew that their mischaracterisation
was so extreme. So, that tells me that they get the support from the business community even
though a lot of what they do is antithetical to business. Those are major limitations.
PA: And are there any positives out there?
SK: The positives - well, the Rethinking Economics movement came out of the GFC and the
mainstreamers not seeing that, not acknowledging it. They’ve now got substantial backing,
substantial presence, all over the world, so they’re a thorn in the side of the mainstream. That’s
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very positive. Same for ‘Extinction Rebellion’, that’s also a major thorn in the side of the
mainstream - and ultimately the fact that the real world is going to impose the need on us to
think about the world in a non-neoclassical way, whether we want to or not. I think that’s where
the ecological crisis we face, as bad as it is, will be a wake-up call even neo-classicals can’t
ignore.
PA: And to what extent do you think there’s a chance that this change; the shift from the
mainstream to something heterodox, something broader, is it on the horizon, or not for you? Is it
a way off?
SK: It’s a way off. I think it’s on the other side of an ecological crisis. John Blatt, who’s a major
influence on through his book, Dynamic Economic Systems, said in that book at one point that
economists are so backward about the nature of capitalism’s dynamics that we might well not
even understand capitalism’s dynamics by the time that it ceases to exist. I saw this rhetoric when
I first read it thirty years ago, but looking at the state of the global economy and global ecology
right now, it could quite possibly turn out to be the case. We’ll be believing this neo-classical
equilibrium crap until the day in which we have to have military guards to enforce access to
energy.
PA: Well, Steve, I’ll call that a day. It’s been very interesting interview, thank you.
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vii.

R2 (8) Professor Tony Lawson: interviewed face-to–face, University of
Cambridge, 24 October 2019

PA: Which fields of economics - or indeed, any subject- do you consider to be your specialisms?
TL: Well, my interest is in social ontology. Its relevance is not restricted to any substantive field
whether within economics or outside, of course, but it’s what I spend much of my time doing…
PA: And what would you currently consider to be the main issues relating to your field?
TL: Given the emphasis on social ontology, there is no specific field of economics I work in. But
whatever the field I believe the central problem is that economists don’t do ontology in any
sufficiently explicit or systematic manner! Modern economics in all its divisions is dominated by
mathematical modelling – a method. A central use for social ontology is to facilitate an informed
choice of method, relevant to any task at hand. If you first look at the nature of the task you intend
to undertake, you can, in an informed manner, select an appropriate tool; it may be a hammer, it
may be a particle accelerator, it may be a telescope, whatever. But if your tool or method is
determined in advance of knowing the task, you don’t provide the opening for ontology to make a
difference; you are choosing the method blind.
For the last sixty years or more economists have chosen their method – mathematical modelling
-- in advance of forming their questions. They don’t ask the question ‘what’s the nature of the task
or problem or context?’ because they’ve determined the tool to be employed in advance. So, with
the rise of mathematical modelling, we find a decline of explicit ontological reasoning, resulting,
of course, in the increasing explanatory failures of the discipline. So, the main issue relating to
any and every field, as you put it, is a crying need to return to social ontology pursued in an
explicit, systematic and sustained fashion, just like it was before mathematical modelling rose to
dominance -- as was the case for the likes of Keynes, Marx, Veblen and Hayek.
PA: How important is history in your work? And if it is, why would you think it important?
TL: Well, my emphasis is always on being ‘realistic’. Every phenomenon I've ever come across
has been in time; so, history is relevant to, and a part of, everything I do - as is geography, with
everything being in space; as is cultural study, and so on. Because every phenomenon is
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historical, etc., the question becomes, ‘how do we combine theory and history?’ not which of the
two should we chose, or whatever. So, history is always involved.
PA: And in terms of mathematics, do you think it’s important? Do you use it, and if so, how do you
use it?
TL: I am most critical of mathematical modelling; well economists call it ‘mathematical modelling’
- in fact, we could take the word ‘mathematics’ away from it, perhaps call it mechanistic modelling,
or mechanistic fictionalising, but it’s known as mathematical modelling. Mathematics is something
else; I love mathematics. Mathematical modelling as interpreted and pursued by economists, I
think, is mostly irrelevant to social analysis; it probably has no useful role at all. I’m a pluralist so
I always say, ‘let’s include modelling techniques in the toolbox, just in case’ but I’ve never found
that any insight has come from the use of a ‘mathematical model’ in economics.
PA: That’s a very interesting view. Now, the next section is on monetary and fiscal issues. To
what extent are you familiar with and support the credit (Innes) and state (Knapp) theories of
money?
TL: Elements I do accept; but I criticise - certainly - the credit theory. I think that credit (or debt,
specifically, bank debt) at this moment is the occupant of the money position. But money is no
more equivalent to bank debt than the President of the United States is equivalent to Trump.
Trump currently contingently occupies the position of president and inherits the rights and
obligations that go with the position. Currently, bank debt is contingently positioned as money so
the rights and obligations we, as community members, have regarding what we use to make
payments relate to positioned bank debt. But I’m happy with the idea that many things could fulfil
the role; gold has been previously so positioned as money, for example.
PA; Would you have an alternative definition for money to replace a conceptualisation of money
as always credit?
TL: Yes, money, is first or nominally identified as a community’s general means of payment.
Second, and more fundamentally, or in essence, money is that which accounts for this nominal
or identifying property, namely the contingently positioned stuff forming that component of a
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community’s system of value accounting that, via the workings of community accepted rights and
obligations, gets to function as the community’s agreed general means of discharging debts.
So, as regards to the ontology, the conception I defend is that society is everywhere made up of
totalities or systems, and one of those is a system of value accounting. Elements of such a system
include a unit of account or of value, another component is the money position with its occupant.
Our rights and obligations relate to the uses of whatever is in that position qua positioned item
(just like the rights and obligations of the president relate to whoever’s in that position qua
positioned person). Currently, the occupant of the money position is bank debt/credit. But it
doesn't have to be. The occupant hasn’t always been a form of credit.
So, there’s a sense in which money is credit, just because the current occupant of the money
position is credit – that sense being that money currently is positioned credit - but I don't think
money itself is always credit or credit is always money, not in a wider sense. People (such as
Geoff Ingham) will say, ‘money is always credit’, but what I think they mean by this expression is
that money can be used to discharge a debt. That’s a colloquial use of the word credit (it’s not
Innes’ for example). Credit is best not used as an alternative word for a means of payment; it
misleads. For credit theorists, the task rather is to show that it is only – there is nothing but -- a
form of credit that can serve as the general means of payment (and so be credit in the derivative
unhelpful sense). I argue that this is false. As I say, currently money certainly is a positioned form
of credit. But money and credit are not the same thing; and previously gold was positioned as
money in communities like the UK, and so served as the general means of payment.
PA: That’s an interesting nuanced position, Tony. Jamie [Morgan] alluded to such a viewpoint in
his interview. Other than Jamie and yourself, people I have interviewed have either not known
about the credit theory, supported or rejected it fully or said something along the lines of ‘it seems
interesting and I need to read more about it’. Your answer - along with Jamie’s - adds a new
perspective. In terms of the state theory of money - what do think of Knapp’s approach? Does it
add anything of value? Is it consistent with the credit theory or your ‘social-positioning’ approach?
TL: I would say it is more consistent with the social positioning theory of money, than with the
credit theory. According to Knapp money is a creation of the legislatures. That is no doubt the
case of most modern money; but more generally it depends on communitywide acceptance. Being
a creation of the law is but a specific – delegated - form of community acceptance. Unlike
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proponents of credit theories, Knapp recognises that the content of that which serves as the
community’s general means of payment can vary and has been forms of metal. As noted, I argue
that something can serve as a general means of payments where it is appropriately positioned in
a community’s accounting system and governed by relevant community accepted rights and
obligations. Knapp’s account lies in the thing’s ‘chartality’. This is a term he invents. But what
he means by it can be interpreted as a specific case of social positioning. Long story.
In the end, though, it depends what you mean by the ‘state theory’. If you mean by it, as some
do, that everything must be state-determined, state-regulated, then the ‘positioning approach’ is
more general and avoids any reduction to this very common case. You can have, say, a
community of drug-runners where people peddle illegal products and they may agree amongst
themselves that the only thing positioned as money in their community is, say, Bitcoin. It comes
down to an agreement amongst participants of that particular community- it doesn't have to
involve state regulation. However, mostly, in a ‘big society’ or national community agreement
comes through - or is certainly directed by - the state. So, it’s very close to certain interpretations
of state theory. It’s very close to Keynes’s interpretation of state theory, for example.
PA: Yes, I think there’s a famous link to the state theory right at the beginning of the first volume
of ‘A Treatise on Money’ which seems to be a point of interest for money theorists (especially
advocates of state and credit theories).
TL: You’re right, but can I go back to earlier point…you’re right that the social positioning theory
is kind of new (I agree with Jamie on the theory). What it says is, ‘money is not the thing utilised;
it’s the positioned thing’. A metal like gold (with its particular qualities) can be positioned as money,
and where this is so the money so formed (unlike the gold occupying the money position), is a
social thing; it’s made social through positioning.
That same argument, in effect, though with a contrasting terminology, can be found in Keynes,
Marx and most of the main theorists of the nature money. Marx continually talks about gold per
se not being money. He emphasises that if a chemist looks closely at gold as metal, he or she
won’t see any money; it’s only when the stuff has become a universal equivalent that money has
been produced. I interpret this as meaning that it’s only when it becomes appropriately positioned
in the community that we obtain money. It is the process of being positioned as money that
matters. Keynes too; he doesn’t use the language of positioning; but he says there’s a relationship
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between the money thing and its identity which it answers to. He says it’s like the King of England
(whoever it is) and King George. The King of England is a position, King George is the positioned
occupant. So, he’s [Keynes] got the same basic framework; he just doesn’t use the language of
positioning.
PA: That’s a very interesting viewpoint – one which I will have to think about! A rather more
straightforward question now, I hope! Do you consider banks to be pure intermediaries or being
able to create money through lending?
TL: Well, certainly banks create money. Currently, all money is bank debt- central bank debt or
private bank debt. But banks can also act as intermediaries. For example, if a punter sends off
an electronic bank payment using positioned money qua private bank debt to the HMRC - to the
tax office – then if the tax office requires payment in money qua positioned central bank debt,
then the private bank will intermediate to ensure that that is the form in which the payment is
received. So, banks do both - but the most important thing is that they do create money.
PA: There is this perception amongst some authors that banks merely act as a conduit for preexisting savings and they use the term ‘pure intermediaries’ in this context.
TL: No, they don’t do that! They don’t take money, store it and then give out…
PA: In terms of interest rates, how would you see them as being determined? And do you believe
that, if it wished to, a central bank could control the whole yield curve? So, if it wanted to set the
whole spectrum, risk-free, could the central bank do that?
TL: I’m afraid I’d have to say, I’ve no idea!
PA: That’s fine – you’re not the first to say that! Now I’m going to move into the area of heterodox
economics. This section is very much about your experience during your career. Firstly, what
would you personally understand by the term ‘heterodox economics’? And what groups of
economists would you personally identify as heterodox?
TL: Well, this is a topic which I could talk to you about for the rest of the afternoon! I have written
papers on this subject, but to give you a quick answer; I do believe that economics is made up of
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different projects –amongst other things - and people pursuing them (small communities) call
themselves Institutionalists, Post-Keynesians, Marxists, feminists etc., all of which tend selfidentify as heterodox, whether or not they define the term. They are all communities with their
own projects, and you could say the attempt to mathematise economics is another such project.
The problem with the latter, a project concerned more or less only with mathematical modelling,
is that it has become so dominant it has become the current mainstream. Even worse, it has
taken over economics faculties and its proponents think that what they do defines economics.
They confuse their narrow project for the academic institution of economics and have taken over
for themselves qua modellers the rights and obligations that should go with faculties.
So, for me, the modern mainstream project is more or less defined by its insistence upon the use
of methods of mathematical modelling. Heterodox basically means an opposition to a doctrine
(dox from doxa); a doctrine held by the mainstream as true. The only doctrine held by the
mainstream as true is that you must do mathematical modelling, so in the first instance heterodoxy
constitutes a resistance to this emphasis on mathematical modelling in the first place.
But heterodoxy also entails more than that because you have to ask the question, ’why the
resistance?’ I think it reflects a recognition of the fact that the use of mathematical modelling is
always unrealistic and at some level (although not necessarily fully consciously) that the reason
for this is that the world is open – it’s an open system. Heterodox economists usually refer to
features that are quintessentially inhabitants of open systems – constitutive social relations,
transformational processes – that if fully contemplated are seen to render mathematical modelling
methods inappropriate for their analysis. Mainstream modellers just focus on the methods
implicitly going along with the closed systems presuppositions.
However, the picture is messier than this in practice. Most especially, where there is a failure for
all this to be articulated, heterodox economists themselves often unfortunately use mathematical
modelling, not recognising any inconsistencies involved between their methods and declared
visions. An important difference with mainstream modellers, though, is that heterodox
practitioners don’t insist on modelling for all – or haven’t until recently – they’ve engaged with
contributions of others that don’t do mathematical modelling. So, pluralism is important, or
historically has been, for heterodoxy - an acceptance of the validity of a range of methods and a
willingness to engage with people who don’t use mathematical modelling.
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Are there specific groups that are wasting their time modelling? There are some within feminist
economics, Institutionalism, etc…but Post-Keynesianism is becoming increasingly the most
problematic for me, as it is seemingly being taken over by a group of people who appear to think
that mathematical modelling is the only way to go. In your field, there are those who think stockflow modelling is somehow the only and a legitimate way to go; but I think that all such modelling
endeavour is mostly a waste of time.
PA: That’s an interesting observation because I went to a Post- Keynesian conference where the
agenda was based around attempts at ‘outreach’ between Post-Keynesians and new –Keynesian
DSGE modellers. From my perspective this represented a move very much in the wrong direction.
How do they justify this activity?
TL: Over the years I have found that a characteristic of modellers is that they have no idea of how
to defend what they do, so they don’t try! Or, if they do try to justify what they do, they use
platitudes like, ‘it’s scientific’ or ‘it’s rigorous’ or even ‘it’s just the way we do it’. All of which are
cop outs!
PA: Well, I would certainly say so!
TL: The only mathematical economist I have come across who would engage was Frank Hahn…
PA: Would you see the different heterodox groups of economists as having compatible or
even complementary ideas? Or do you see them as being quite disparate, only linked - possibly
- by that definition and not agreeing with each other much at all?
TL: I characterise them in the same way I would categorise different branches of say, biology, or
different branches of physics, as divisions of labour. They have a lot in common, (although - as I
noted earlier - I am starting to worry about certain Post-Keynesians…) and certainly, until recently,
they shared a vision of the world as open, as processual, as relational, as full of meaning and
characterised by emergence. So, they are characterised by sharing a basic realistic ontological
vision; where they differ from each other lies in the sorts of questions they pursue and lay the
emphasis. So, feminists are especially interested in relations, particularly relations in the form of
oppression, discrimination, care and so on; institutionalists are interested in processes and
institutions - following Veblen - evolutionary processes and then institutional stability within them.
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Post-Keynesians, traditionally, have been interested in uncertainty and the condition behind it,
namely the openness of social reality, Marxists in the structure of the specific totality in motion
that is capitalism, and so on. So, I see the different branches as being a bit like groups of medics
at a hospital, if you like, where some groups focus on blood, some on skin... but each group has
must know something about the whole thing and about each part, in order to look more closely
at, and specialise regarding, any chosen component or aspect of interest.
PA: I’ll move on and ask about the attitude of the people you work with towards you and heterodox
economics.
TL: [laughs] Ah well, they love me…No, I’ve experienced a lot of resistance, had numerous
obstacles put in my way. But it’s worked both ways for me. Mathematical modelling is the criterion
of worth that they use; mainstream economics reduces to mathematical modelling. So, people
are admitted to do jobs or do a PhD if they do mathematical modelling. Now when I arrived, I
came with a mathematics training and background, so they thought I’d be one of them and I’d fit
in easily. Even when I got my first job, heterodox economists still comprised about fifty per cent
of the department, so I was the second choice – and so accepted compromise -- of both
heterodoxy and mainstream modellers, one group was comfortable with my politics and the other
group with my mathematical background.
Since then they [the mainstreamers] have more-or-less pushed out the whole of heterodoxy,
many of whom moved to the business school. I stayed – stupidly or not – whereupon I became
public enemy no. 1, being more or less the only non-modeller left. After experiencing failure after
failure with their mathematical modelling endeavour they’ve become more insecure and more
defensive. So, I am ever more blatantly perceived as ‘the enemy’ and I have had continual
opposition and faced various restrictions. They have insisted that, to economists, I teach nothing
but mathematical modelling! Looking back to when I used to apply for promotion – you have three
categories; contribution to knowledge, international recognition, and teaching and to become a
full professor you need to get ten out of ten for each – they gave me nought for them all…
PA: [interjects ...that's harsh…]
TL: Well, when I asked about why I got the zeros the answer was always, ‘because you don’t do
mathematical modelling’…They knew what they were doing; it was discrimination. Every time I
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have been promoted has been when a non-economist was somehow brought in -- to chair of the
promotions committee or something -- and decided to take a stand! When it was to a Reader, it
was a feminist theorist that took a stand. The last time I got promoted the university had changed
the rules to ensure that at least two women had to be included on the committee of five. They
couldn’t find two female economists, so they included two lawyers, who, I presume, made a
difference. If so, it was chance.
The short answer is; they haven’t helped! [laughs]
PA [laughs] No, I can see that they have not been the most supportive of you…
TL: And it’s not just me of course. Many of the people over in the business school (who came
from economics) applied for senior lectureships, professorships whilst still in economics but never
got them. Promotions followed only after moving to the business school
PA: So, what’s the difference between the business school and economics department? Is the
business school more eclectic?
TL: It certainly is! The reason is that businesspeople who pay the money, are not seeking
qualifications per se but wanting to learn about the real world; they’d rather study Marx than a silly
model! All my PhD students – whether feminists, Marxists, institutionalists, post Keynesians,
straight social ontologists - have got jobs in business schools. Business schools are much more
open, confident and relevant.
PA: That’s really interesting ...and I guess you’ve taught both undergraduates and postgraduates
in your career?
TL: Yes, I fear I’ve taught too much for my own good! The Economics Faculty has forced me to
teach mathematical modelling to undergraduate economists, so I have compensated for that
limited focus by teaching the stuff I believe in to undergraduates in sociology, law, criminology;
it’s a kind of resistance but it has taken up a lot of time. I don’t do overly much compulsory
teaching. The introductory mathematical modelling doesn’t demand much of me so most of my
teaching is voluntary in these other areas. I am passionate about what I teach in these areas.
Unfortunately, the stuff I have been paid to teach in economics I find boring and irrelevant. It’s a
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waste of the students’ time and my time. It’s such a shame because I like to get passionate about
what I’m teaching.
PA: Well teaching is very valuable in terms of impact upon the next generation! I am teaching
engineering now which I enjoy - at least I feel am not telling students about something that is
entirely irrelevant.
TL: As it happens, I love mathematics. I don’t mind talking about, say, functions per se and their
properties, but then to talk about a Cobb-Douglas production function is such a ridiculous missapplication, for example. The properties of functions or, indeed, mathematical properties in the
abstract, I enjoy. Take a carpentry tool - you may like using it, but it is pointless telling students
that its way to clean your teeth, and to conceptualise teeth in a manner that the tool fits the bill.
PA: True enough! Moving on, Tony, after the GFC of 2007-8, what evidence do you think
appeared to contradict the expectations of the new consensus macro, or the mainstream? Did it
have an effect on them?
TL: For me, mainstream is an emphasis on modelling. The modellers were never relevant to the
real world, so the crisis made no difference to them as they remained just as irrelevant after the
crisis as they did before it!
PA [laughs] Yes!
TL: What some of them did was tell stories - as Krugman did - like everything was hunky dory up
until the crisis then it all went wrong. This is how people justify the development of INET and so
on, as a response to the crisis. But economics in the form of modelling had failed to provide
insight for 50 years or so running up to the crisis. There is this myth though that the discipline
experienced problems only following the 2007/8 crisis. So, if, for example, you look at YouTube
recordings of INET conferences – supposedly new economic thinking -- they contain talk after
talk after talk about how, to improve economics, first, modelling has only to be modified and,
second, the challenge is only to accommodate in models such events as the recent crisis. New
model assumptions, new methods of model estimation, etc. are all that’s required, modelling
remains - it’s garbage. The crisis of economics started when modelling started to be become a
dominant practice. It can be informative to look at reflections of prominent reflective modellers
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themselves that were recorded way before the recent crisis. We find numerous cases where the
likes of Leontief, Friedman (who weren’t heterodox) and others all the way through the history of
mathematical modelling, saying, ‘What are we doing? This is a mess; it isn’t progress.’
The problem didn’t start with the 2007 crisis; the crisis made no relevant difference to the
discipline. What the crisis did was encourage people like the queen to make comments on the
state of the discipline; or, more generally, it brought to the attention of the general public the fact
that most modern academic economists have almost anything of value to say. I think that’s the
difference.
Economists only felt the need to say something, to apologise - or some did -- for not having
predicted the crisis. What they should have said is that prediction is impossible anyway, given the
nature of social reality, and we apologise for wasting so many resources on modelling and
pretending to predict when instead we should having been using methods of explanation; but they
didn’t go there.
PA: Well if they had, that would have signalled the end of their careers in many cases – modelling
is all they can do…
TL: Frankly, that’s true!
PA: Do you think there is any chance of heterodox economics - in any form - mounting a serious
challenge against the mainstream within a reasonable time frame?
TL: I don’t know. Intellectually, I see economics as made up of competing projects, just as in
biology where not everyone is an evolutionary theorist or as in physics where relativity theory and
quantum mechanics are opposed. So, people work on different projects - that’s true in economics.
What differentiates the mathematical modelling endeavour from all such projects, which I see as
the mainstream (despite its being particularly uninformative and lacking in insight) is, as I say,
that it has taken over the academy. So, the question you ask is a power question - not an insight
question. It’s easy to beat proponents of modelling in argument; that’s why they so rarely engage.
There’s no record of empirical success, there’s no argument at any level, to justify what they do
– to support their mumblings about science and rigour and so on. Once you unpack the nature of
science and rigour, it can be seen that modellers don’t even have those features on their side,
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either. So, the question really becomes, ‘is there any reason to think the control that the
mainstream modellers exercise on all aspects of the functioning of the economics academy, will
be undermined? I think it’s a political question. Who knows? They’re not going to give it up their
power base just like that. If critical thinking came into it at all for them, they would never have
become modellers. Given their repeated intellectual failures institutional power is all they have.
So, if change is to occur it will likely derive in large part from sponsors and ‘outsider’, including
student, criticism. I earlier said that all I have taught to economists is mathematical modelling.
That’s not quite true. In the last few years, I’ve contributed to a course called history of thought
and philosophy. I teach a stream called ‘issues in social ontology’; probably the only place it’s
taught, at least for economists. Now that didn’t come about because my colleagues think it is
worthy -- in fact they’ve done everything they can to stop it happening -- but because the students
have complained about the lack of variety and explicitly pushed for such a course. For years and
years, the students have given the lowest evaluation to economics teaching. The university more
widely has recently come to care more about student evaluations, including relative ones. And
they have come down on the powers that be in economics encouraging the provision of more
variety. Students wanted social ontology, so it’s been rather forced on them.
Students actually wanted whole courses on it - the compromise was a few lectures - but it’s there.
This change was a result not of intellectual argument – easy though that is to make - but of
‘outsider’ pressure; and it’s the students and the funders of education that can create the pressure.
If the funders were to wake up or the government were to wake up ...but then we are bringing in
a political element.
The government are unlikely to intervene of course. If we look back to before the Second World
War, the group that criticised ongoing developments in capitalism the most was the economists.
That’s why, just after the war, economists got into trouble with McCarthy in the US. All the money
from sponsors keen to avoid hassle went to projects like modelling that carried no political or
economic relevance to anything. Economics conceived as economic modelling received support
just because it was viewed as largely irrelevant. I suspect many in government aware of the
uselessness of modern economics take this sort of view. In a sense, as long as economics
remains irrelevant, the government is happy because there’s hardly anyone with an academic
economics position that is able to challenge them; no one with such a platform or a voice that has
anything to say. Economics is so useless it can be used to ‘justify’ anything and its opposite. So,
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it is likely that many recognise that economics as currently pursued is just a waste of resources,
but tacitly accept that, because there’s no intellectual political threat coming of a sort that might
be expected were the discipline to recover relevance, the discipline is best just left be as it is.
PA: I guess their very uselessness is an advantage in that sense…
TL: Yes. There are, of course, some with a platform that that genuinely seek real change in the
direction of increased relevance. Soros has sought to sponsor change of this sort, and people like
him clearly want to restore relevance; and he has written books where he has emphasised the
role of mathematical modelling as an obstacle to this. But he has been advised by people like
Stiglitz who just keep on doing the same old modelling stuff, if interpreting it as something new!
And INET has ended up being, to my mind, a significant waste of significant resources (a waste
of millions of pounds), despite Soros’ best intentions. There may have been a few worthwhile
projects supported; but the main thrust of the people there has been towards more of the same.
So, it’s looking bleak, but you never know in this world. The future is unpredictable, as we know!
PA: Thanks, Tony. I’m going to ask about MMT. Are you familiar with MMT’s analysis of
operational reality? If you are, to what extent, if at all, do you consider it valid?
TL: I don’t know…As you know I’ve written on the question of MMT’s conception of the nature of
money. At the heart of things is money and I think they’ve got that wrong. Whether that affects
their analysis of monetary operations much I don’t know. I’ve never really studied or taken that
much interest in the detailed workings of day to day monetary interactions. When I have
[considered MMT’s approach], like many other people I’ve questioned the rationale of putting the
government and the central bank together and calling it the state. I think the interactions between
the two need to be spelt out and so on. What’s bothered me is the idea that many seem to hold –
perhaps mostly those taking a US perspective – that government spending can solve the
problems of the economy. I believe that is naïve. The factors that most drive the forces in the
economy are assessments of how value is most easily expanded, of the easiest way to make
profits, If, say UK based businesses have labour-intensive components to their production, and
find workers cheaper in Brazil, India, China, Africa etc. that’s where they are going to tend to
locate. There’s isn’t what MMTers call ‘spare capacity’ lying around because of mistakes that just
need a government stimulus. It’s a result of increased capital mobility and opportunities for
business to locate elsewhere. Workers in communities like the UK, have gotten used to certain
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standards of living, health and safety etc., and firms will go where standards are lower. I don’t
think that government spending more money will provide a solution; people will use any money
put into the economy through government spending to buy cheaper, and high quality, imported
goods or to invest in India or Africa and so on. The problems around us stem from the nature of
capitalism and uneven development. MMTers seem often to argue that the problems around us
are instead purely the result of incompetent governments. The UK Labour Party and their
advisors do so too.
PA: It’s very interesting to hear your view. I might argue that MMT recognises that it is real
resource availability that ultimately determines the potential for a high living standard rather than
government spending per se. The government’s spending should be such to allow a nation to ‘live
up to its means’. A government is not revenue-constrained in its own currency –it is real resources
that that matter. So, for example, if Alan Sugar left the country there would be no loss as he is a
non-productive resource, whereas if we lost a thousand skilled nurses there would be a real
resource loss. Many MMT advocates recognise the potential need for capital controls – not
necessarily for financial reasons - but for ethical reasons and as a means to encourage other
nations to improve standards. MMT supports the idea of a job guarantee (JG) – if the private
sector leaves workers unemployed the government can employ them at (virtually) zero real cost.
Have you come across the JG?
TL: Vaguely, but to me job guarantees or reducing the length of the working week are technical
fixes which don’t get at the problem they just seek to affect how the problem is manifest. I don’t
see spare capacity, especially in the form of unemployed people, in this country as an accident
or a malfunction in the system; it’s the result of capital going wherever it wants to go to make most
profits. Capital is just not going to invest in this country, not unless the worker resistance to the
lowering of living standards gets so undermined that workers can be employed at very, very low
wage rates and in terrible conditions. Zero-hours contracts and other such developments
constitute an attempt to do just that. Capitalists welcome immigrants who are prepared to work
under terrible conditions- employers generally like cheap labour. It’s more about power than
avoiding government mistakes. Instead of focussing on decisions of individuals or groups in
relative isolation, we should be focussing on the nature of the global system.
Let me qualify this because I haven’t studied MMT in detail (or the policies from any group in
detail). But behind this, it seems to me, there’s a view that capitalism is functioning badly in certain
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quarters and they’ve got a remedy for it - all stances like that, I believe, are mistaken. They tend
to oscillate between more government intervention and less government intervention - but I feel
it’s the system itself that’s the problem. We have to think more radically. And we have to centre
it on internationally linked communities and agreed rights and obligations. Long story- all in my
recent book.
PA: That's a very interesting perspective....
TL: But it is difficult to get these issues aired. A problem with discussing these issues is that
people try to pre-empt critical thinking by requesting a label and deciding what they think on that
basis - I prefer just to spell out what I think rather than use a name or a label.
PA: That’s fine. Would there be an attitude towards MMT in your community or do you think
they’ve even heard of it?
TL: My community of fellow academic economists is made up of mathematical modellers and
haven’t heard of anything...most of them would say, ‘what crisis?’
PA: [laughs] sounds a bit like an album title from Supertramp in the 1970s…
TL: I’d be very surprised [if they’ve heard of it] but can I come back to the last question? My
position is that mathematical modelling is irrelevant to the world. I haven’t talked about this so
far, but its set ontological presuppositions, the vision that necessarily underpins their modelling,
is of a world of isolated atoms, of factors that ‘under conditions x, always do y’. Social reality is
the opposite, everything is constituted through relations –you don’t have a teacher without a
student or manufacturing without money and so on. Everything is a process so it’s quite different
[in the real world]. The same [atomistic] assumptions underpin [mainstream] forecasting models
but in reality, we can’t forecast or control the future; everything’s changing!
However, we have to ask the question, ’who are we; what are we trying to achieve?’ I would argue
the goal is a world that facilitates generalised human flourishing in our differences, as well as the
flourishing of other beings. We are all different and what is needed to support flourishing is always
changing (as technology changes etc). Given that we can’t predict or control, what can we do?
We can try to remove obstacles to flourishing. The question then is ‘what are the obstacles?’ I
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think most of us would agree that things like racism, gender oppression, are obstacles; I happen
to think money is an obstacle - the monetary system; call it capitalism if you like. I am far less
interested in how we spend money; in all cases there are those who benefit and those that lose
in monetary terms. My priority is the removal of obstacles in ways that result in all being able to
benefit. But that’s a long story of course
PA: That’s interesting- is there a substantive approach that you support? How would you label
yourself?
TL: as I say, I like to define everything before accepting a label. I’ve been called everything from
Marxist to Post-Keynesian, feminist…different people interpret what I say differently. I am happy
to go with any and all those labels and more if I can say what I understand by them! You mentioned
critical realism, with which I have long been associated. But I’d have to define what I mean even
by critical realism before I can say I support it. Most of all, I am an ontologist – a form of researcher
rather than a purveyor of a specific theory, result - and, as I said, I see the world as one in which
the goal is generalised human flourishing; and I am interested in the views of anyone who provides
insight bearing on ways of achieving that. Marx focused on the internal contradictions of capitalism
and I find value in that. Actually, Keynes thought capitalism was a temporary phase and we would
end up in a better situation eventually (and so do many groups of thinkers), so I am happy to take
bits and pieces from everyone; Keynes, Marx, Veblen, Hayek…
PA: Do you think pluralism is valuable, or can it be carried too far?
TL: Good question…and an interesting question! I believe I am a pluralist but, for me, pluralism
doesn’t mean accepting everything. It means a willingness to engage, a willingness to tolerate
different ideas, but not necessarily to allow anything a place, and certainly not to agree with
everything. There are some views or approaches that should not be tolerated. Given I am
interested in generalised human flourishing, I can’t accept everything - I would have to describe
racism, sexism etc. as unacceptable.
In economics, pluralism is constrained by the dominance of mathematical modelling; it kicks out
ontology. If you insist in advance on using a hammer for all your DIY jobs, the role of ontology is
absented! By arguing for a switch to ontology – something that I think is clearly warranted – you
promote pluralism, you create the conditions for informed variety of relevance. In economics, it
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isn’t the use of mathematics itself that’s the problem, it’s the mismatch of the tool to the task.
While I am happy to include everyone in the academy (including mathematical modellers), I don’t
think we should support the current modelling emphasis and orientation. Rather, I think the onus
is on all of us to justify our choice of method. Mathematical modellers never do. If I applied for
funds from a sponsor and said I proposed to carry out research into the causes of discrimination
in the workplace or whatever using a stethoscope, a hammer and a particle accelerator, I‘d
probably have to justify that choice of method… Modellers don’t ever have to justify their choice;
they just use methods as they wish – they could even say they’re going to use econometrics –
with no justification. Yet why are these methods more relevant than the hammer or stethoscope
etc. I believe they are not. The point though, is that, the choice of any method, especially those
as seemingly irrelevant or prima facie unpromising as mathematical modelling, should be justified;
pluralism comes with criticism.
PA: That’s a full answer, Tony. Moving on, do you consider neoclassicism (or the mainstream if
you prefer) to be deserving of the title of a paradigm in a Kuhnian sense or a scientific research
programme in a Lakatosian sense?
TL: I’ve a lot to say on neoclassicism…the term itself mostly exists in the writings of heterodox
economists when they criticise others and wish to name these others! Ironically though, if we
seek to use the term coherently, it turns out that many of these ‘heterodox economists’ are
themselves neoclassical.
How do I explain that statement? I believe there is only one coherent interpretation of the term
‘neoclassical.’ I go back to Veblen, who coined the term. Being highly influenced by Darwin,
Veblen saw social reality as an open system in process with very few patterns at the level of
events. As I say, he viewed social reality as open, causal, relational, and processual; that ontology
is pretty much what many of us, including many in heterodoxy recognise. Veblen was observing
that most disciplines had caught up with this Darwinian perspective at that time, but that
economics was a long way behind. In fact, the title of an important essay at this time was ’Why
Economics is not an Evolutionary Science’ [1898]. In making his observations Veblen focussed
on those economists he thought were the most advanced along this evolutionary line. He looked
at Marshall, in particular, as one advanced economist who appreciated the need to look to biology
to form evolutionary metaphors and who recognised the world as open. However, Veblen stressed
that although Marshall was ahead of other economists, even Marshall doesn’t fully and
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consistently establish an evolutionary approach to the discipline. Rather, Marshall emphasises an
evolutionary ontology, but retains methods that inconsistently presuppose a world of event
patterns or a patterned order. So, Veblen coined the term neoclassical for this inconsistency.
Classical for the use of methods that implicitly presuppose event patterns, neo for the explicit
recognition of an open processual social reality that was largely devoid of any event patterns of
interest. That’s how Marshall became the first named neoclassical.
So, it is this inconsistency that defines a neoclassical: a recognition of a realistic ontology coupled
to a persistence with wrong or inappropriate methods to address it. And this inconsistency very
well characterises the practices of modern heterodox modellers, using methods that are
inappropriate to declared visions. These are precisely the people who go around dismissing
others with different models as ‘neoclassical’. Those heterodox economists who are most vocal
in their use of ‘neoclassical’ as a term of abuse are the ones who actually themselves most closely
fit the neoclassical conception.
Their modelling project is not sustainable. But worse still, as these economists insist on modelling
more and more, and simultaneously increasingly avoid ontological considerations, the less they
fit with any viable notion of heterodoxy - and neoclassical - and the more they conform to the
characteristics of the current mainstream.
Usually, these modellers continue to insist they are heterodox because they get different or ‘more
radical’ conclusions from their models than their predecessors, by making different assumptions.
For example, they like to provide results that appear to support more regulation (or similar ‘antimarket’ or anti- austerity conclusions). But their assumptions necessarily remain based upon
worlds of isolated atoms, with the result, of course, that their contributions are equally worthless,
no matter how radical sounding the accompanying rhetoric. You can get any result you want if
you make false assumptions and they do.
They commonly think they’re heterodox because they get ‘truer’ results. But if the assumptions
are silly, doing so adds nothing. As an example, suppose a heterodox economist thinks that all
polar bears are white, an apparently true claim, and seeks to demonstrate that this view is superior
to that of mainstream economists who suppose that polar bears are pink. Happy in making knownto-be false assumptions, as modelling necessitates, our heterodox economist assumes 1) all polar
bears eat snow and 2) anything that eats snow turns white, and thereby deduces the seemingly
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true conclusion that 3) all polar bears are white. I hope it is clear that any such reasoning can
contribute nothing to understanding. The use of known to be ridiculously false assumptions – that
are always necessitated in modelling social phenomena – renders the whole exercise pointless.
Moreover, if a mainstream economist says that anything that eats snow turns pink, and argues
thereby that all polar bears are pink, this mainstream economist is no more irrelevant than the
‘heterodox’ one for arriving at a thought-to-be false conclusion! All such endeavour is simply
irrelevant. The sorts of results achieved are not defining of heterodoxy or a sign of relevance.
To repeat, I am saying that such self-styled heterodox economists are the real ‘neoclassicals’, but
the more they abandon ontology the more they become indistinguishable from the mainstream.
They think they’re heterodox because they get ‘better’ - or left wing radical - results but this merely
debases the notion of economic heterodoxy; in reality like any other form of modelling their output
is mostly irrelevant. I am sorry I have not discussed Kuhn or Lakatos. But I had to cover what I
take neoclassical is first. As I say, I could go on all day.
PA: Now that's a very interesting answer, Tony!
TL: I might add that I fear that the tendencies mentioned are almost worse than I describe because
by claiming that their results are more relevant, truer, more radical, more emancipatory these
‘heterodox’ modellers are obscuring the situation even more than the mainstream - who mostly
don’t pretend to be relevant. They mislead students who want really to be radical and relevant
PA: I’ll have to think about that...Now if we look at heterodox economists in general, do you think
they work as a community (as opposed to in their own departments)?
TL: Kind of yes...or it can be yes. I think all of reality is made up of emergent totalities; at the
lowest levels, excitations of quantum fields, quarks which combine to form nucleons which, in
turn, combine with electrons to form atoms and so on...and in the social realm we all combine to
form communities. So, communities are everywhere; national communities, local communities,
sports clubs etc. And there are communities in economics based around interesting questions
such as the implications of digitisation on the economy, or around studying Veblen and
institutional issues or around studying Marx, etc. So, you can have a community - I am part of a
community called the Cambridge Social Ontology Group. There’s around twelve of us and we
meet every Tuesday morning and we have rights and obligations that follow from being positioned
706

in that community. Anyone can join us, and they would get the same rights and obligations relating
to how we interact and so on. We can give ourselves more rights and obligations. Suppose we
decide to hold a conference the following summer we have to appoint a conference organizer, a
secretary, a fund-raiser - they get more rights and obligations. These rights and obligations bind
us together as a community. Yes, I think there are communities within economics - they can unite
around ideas, questions, theories. You can have Post-Keynesian communities, Marxist
communities but, at the same time, you can have individuals working by themselves, isolated,
working on Marx, for example.
PA: OK, Tony. Let me go a step further. Accepting some work in isolation and some in
communities, what about the idea of a deeper collaboration or heterodox paradigm? Does it exist
or could it exist? What would it look like and what do you think heterodox economists would have
to do to be counted as working within such a paradigm?
TL: I have already said that I think heterodox economists share a commitment to a particular
ontology and underlying most of what they do is a vision of the world as open, relational,
processual, characterised by meaning and so on. That which defines particular heterodox groups
– i.e., that sorts individuals into groups such as feminism, Post-Keynesian etc. - is not a theory
but the questions being asked - the sorts of things that those involved are interested in. So, every
feminist might conceivably have a different theory of care or of oppression or discrimination, but
it is the focus on these sorts of issues that matters. Every evolutionary theorist may have a slightly
different account but is interested in the same sorts of evolutionary issues. It’s the same as people
who focus on uncertainty - particularly the Post-Keynesians. Others have argued against the
existence of commonality in these groups. You mentioned Geoff Harcourt earlier. He wrote a
paper with Omar Hamouda where they said there's nothing in common to Post-Keynesians. But
that was on the grounds of looking for common substantive theories.

On that basis physicists

can be very different, biologists can be very different - they qualify as physicists etc not by
agreeing on theories but on the sorts of questions they ask, the approaches they take. I think is
true too of heterodox groups in economics.
PA: And do you think that critical realism might have the potential to ‘under-labour’ heterodox
schools and, if so, which schools could it be an under-labourer for?

707

TL: I think it can under-labour for all of them. This ontology that I think is shared by institutionalists,
feminists, Post-Keynesians, Marxists etc. - I don’t know a project that elaborates it better than
critical realism. It puts the goal of elaborating the nature of social relations, processes and
openness up front, so it could act as under-labourer for all of them. It can be viewed as underlabouring even when criticising mainstream economics for presupposing an ontology of isolated
atoms, where social reality in its basics is the opposite – here it is under-labouring for would-be
mathematical modellers too! The implication in the latter case is that mathematical modelling
methods are best reserved for experimenting in situations where there is reason to suppose
human behaviour at least approximates to that of isolated atoms. So, it could under-labourer for
that modelling project as well – though in this case there’s no one listening!
PA: Finally, Tony, as an advocate of critical realism and a believer in the need to build work in
economics on a realist social ontology I am interested in your opinion on how I might approach
my research to be consistent with and informed by such a stance.
TL: It can make a big difference - but considering your first point - I don’t mention critical realism
so much these days in my own papers just because so many people have taken it up and run
with it and they have made it mean what they want it to. Just like the term ‘neoclassical’ can be
used to refer to anything the users don’t agree with - critical realism for some is used to refer to
anything they produce! For me, the important thing is the emphasis on social ontology - critical
realism is an answer, a theory; it is an ever-developing one, but it’s a theory or answer - realist
social ontology is a form of study. The latter is what I am most interested in. Its social ontology
pursued in an explicit and systematic way that is almost everywhere missing.
In the early days people like Margaret Archer, Andrew Sayer, Alan Norrie, myself came together
and realised we had a lot in common; Roy Bhaskar was there too. Roy called what we were all
pursuing critical realism and we all went along with that. Since then it has developed, and we’ve
all taken different views on various aspects. For example, when Roy Bhaskar announced a
dialectical turn, I was of the view that dialectics had been included all along – that its inclusion
wasn’t new. So, it’s never been that straightforward. We all very straightforwardly agree about
say, the worthlessness of the sort of stuff that goes on inside economics; we’re united in our
opposition to that. But once you get down to the details of the positive programme there are lots
of different positions or strands within critical realism.
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But yes, it makes a difference. Referring to what I have already said, I argue that the world is
open, relational, processual, characterised by emergence. If that’s right, ninety nine percent of
modern economics as currently practiced is simply irrelevant. The assumptions have no
connection to reality. So the results achieved are of no interest. The techniques used in most of
modern economics are simply the wrong ones for the job! They are irrelevant.
So, a major difference is simply that a turn to ontology gives you a chance of determining methods
appropriate to the objects of study, given their natures. In turn, the specific theory I defend, with
the emphasis on relationality and processuality of social phenomena, suggest that most of what
has been going on in economics should be changed. But the most obvious implication is a very
general one and perhaps a banal one. It is that there is no specific method (such as mathematical
modelling) that you should use in all circumstances. Rather it makes more sense to choose the
method most suitable to understandings of the specific task. This seems so obvious that we
shouldn’t have to say it - but we do in economics.
The key then is recognising that the choice of tool depends upon the nature of the task. It turns
out that the nature of social reality is such that looking for correlations and making predictions is
a fruitless activity, rather economists should look to identify causal mechanisms.
Of course, the question then follows as how we can ever identify new causal factors in a complex
open world? Well, there’s no single answer. There’s a method that I’ve found very effective in a
range of situations; it’s a form of dialectics which I describe as contrast explanation. By that, I
mean we don’t start from a single phenomenon and try to explain it; rather we start from a
surprising contrast seek to explain that. We can ask ‘why X rather than Y?’ in a situation where
we had reason to expect X.
For example, a farmer notices that crop yield is pretty much the same throughout a field apart
from one area at the end. It seems that all parts of the field experienced that same weather
pattern, has the same soil composition etc, so it makes sense to ask if there is a single identifiable
causal factor that made the difference? It could be a river passing by or shade from trees. Even
then, there’s two possible explanations; river or shade? How do we tell which one? Well maybe
the river goes through the next field and there’s no shade from trees next to the river? Is the crop
yield still higher where the river runs?

In this case we are considering an open system,

everything’s changing, the weather is potentially different every day but, we have good reason to
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think whatever the weather, it the same across the field- if it rains, it rains across all that field and
its immediate neighbours. By looking for surprising contrasts though there is a chance of
identifying a causal factor that makes a difference.
That’s the method but it is justified in terms of the ontology. To employ the method, we look
around for surprising contrasts such as crises to explain. It’s contrast explanation. It involves
starting from a surprise. It is dialectic because in order to be surprised you have to have an initial
understanding. You start from an understanding (thesis), then you have a contrast (antithesis)
and then you resolve the question (a synthesis or new understanding). For example, if we saw a
cow fly past the window we would likely be surprised and seek an explanation. But if I was a
Martian who had just arrived on earth, I would probably just suppose that that’s what cows do on
earth. It’s only because you have some existing understanding of cows that an even can act as a
surprise, as a contradiction to this understanding, and so prompt the need to obtain an explanation
of it.
You can take that approach to most phenomena in economics. Of course, economists do the
exact opposite. They look for event regularities and if they come across an ‘outlier’ event, they
drop the observation on it from the analysis. I’m suggesting that the outlier or contradiction is
usually the most interesting bit from the point of view of advancing understanding. That's the
surprise, the contradiction, raising the question of how it happened if it’s far away from all the
other outcomes. The general insight, though, if to repeat yet once more, is just to determine
methods by taking into account the nature of the context we are researching; ontology facilitates
the choice of a method appropriate to the task. Given I’ve defended an account of the nature of
social reality as, in broad terms open, relational, processual, etc., then a broad approach to
analysis, that might be expected to be often applicable to facilitating successful social explanation,
would be dialectic as I have described. But it all depends. Research is a labour-intensive process
involving a lot of critical reasoning and sensitivity to contingencies of the situation.
PA: Many thanks indeed, Tony. That’s really been a fantastic interview.
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viii.

R2 (10) Professor Gary Mongiovi: Interviewed by email, response
received 2 November 2019

PA: Which fields of economics do you consider to be your specialism?
GM: I’m mainly an intellectual historian, so I would say that History of Economic Thought is my
primary field. I consider myself a generalist, so I also work in the areas of political economy, PostKeynesian economics, Marxian economics and Sraffian economics —not necessarily in that
order.
PA: What do you consider to be the main issues relating to your field?
GM: The principal issue for all economists, mainstream or otherwise, is to understand how
markets work at a fundamental level, and in particular what regulates the distribution of income.
Almost every significant question thing hinges on how income distribution is determined.
PA: To what extent, if at all, does history have a role to play in your work?
GM: It’s crucial: you can’t truly understand any social scientific problem until you understand the
historical context in which it emerged and evolved.
PA: How important is the use of mathematics to your practice? If its application is important, how
do you use it?
GM: Maths can help you to see more clearly how key economic variables might impinge upon
one another. So, I have no objection to the use of mathematical models to make sense of a
complex reality. But, of course, one needs to be respectful of the limitations of any particular tool.
In an economic model, the results are front-loaded: they always depend on the assumptions you
make about behaviour and about what technological and institutional constraints are operative. A
good model provides insight into how the world works; but the model and the economy are not
the same thing.
PA: To what extent are you familiar with or support credit and state theories of money?
711

GM: I have only a passing familiarity with such theories. I’ve had exposure to them, mainly through
my editorial work at the Review of Political Economy: a fair amount of that stuff crossed my desk
when I was co-editing the journal, and I get exposure to it occasionally in my capacity as Book
Review Editor. But I’ve never really taken the time to work through the literature carefully.
PA: Do you consider the quantity of money to be determined exogenously or endogenously?
GM: Surely at this stage of the game everyone realises that the money supply is endogenously
determine.
PA: How do you view banks? Do you assume them to be pure intermediaries (between savers
and borrowers) or as being able to create money via credit expansion?
GM: Again, I don’t think there is any controversy about this: the banking system creates money
through the extension of credit.
PA: How would you consider interest rates to be determined, in theory and practice? To what
extent do you consider it possible for a central bank to control the whole spectrum of interest rates
or, alternatively, to what extent can a central bank control the shape the shape of the yield curve?
GM: I have not got a strong position on that. I acknowledge that the monetary authorities can
exert a good deal of influence on the level of interest rates. I’m not sure they can target them as
precisely as they’d like to: they probably cannot entirely defy market sentiment. But I am not a
monetary economist and so would not assert anything on the matter too dogmatically.
PA: What do you understand by the term ‘heterodox economics’? Please give examples of groups
of economists you would identify as heterodox.
GM: I don’t like the label ‘heterodox economics’; it ghettoises those to whom it is applied, including
those who apply it to themselves. I’ve written about this in an essay that appeared in a volume
edited by Fred Lee & Marc Lavoie. Here’s what I wrote:
The terms orthodoxy and heterodoxy are suggestive of irreconcilable outlooks in
battle over the soul of economics. (This presumes that economics has a soul; let
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us posit that it does, or at least that it once did.) The word ‘orthodoxy’ has a
somewhat pejorative connotation: it implies a stodgy conservatism, ideological
rigidity, and a resistance to novelty. Orthodoxy is static, anchored in conventional
wisdom, and slow to adapt to new circumstances; it is retrograde, an impediment
to progress. To call an idea, or the person who espouses it, orthodox is to utter an
epithet. ‘Heterodoxy’ carries some negative baggage of its own. A heterodox
thinker is not so much pushing the envelope of established doctrine as operating
outside the boundaries of acceptable scientific conventions; they are by definition
marginalized. There is a whiff of indiscipline about the word, as of ideas that have
not met the recognized criteria for intellectual respectability—never mind that those
criteria are precisely what heterodoxy wants to call into question. (Mongiovi 2010:
203)
That said, I do think we can distinguish between mainstream economists and its critics
on two criteria. The first is concerned with how the distribution of income is to be
explained. Economists who you might label ‘heterodox’ reject the idea that the
distribution of income is regulated by some factor substitution mechanism which
operates through the interaction between wage-elastic and interest-elastic factor supply
and demand functions. Orthodoxy is ultimately anchored to precisely that sort of factor
substitution mechanism. The second criterion concerns the degree to which
explanations need to be grounded in some account of the choice behaviour of atomistic
agents.
I think on the basis of these criteria, different analytical traditions could be sorted into ‘Orthodox’
or “Heterodox’ boxes. I don’t want to do the sorting myself here: if labels are to be attached to
people, those people should adopt their own labels, the ones they feel comfortable with.
PA: To what extent do you consider that groups of heterodox economists hold compatible or
complementary views? Please give examples.
GM: My general impression is that the range of compatible and complementary views is much
more extensive and much more significant than the points on which there is disagreement —
though perhaps this is not always recognised by the relevant parties.
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PA: To what extent do you think heterodox economics is considered as a realistic alternative to
NCM in the economics community in which you generally work?
GM: Well, I generally consort with the renegades. So most of my community of scholars consider
heterodox economics to be a superior alternative to mainstream neoclassical economics.
PA: Do you work in a university economics department? Do you teach undergraduate students
undertaking degrees in economics?
GM: I work in an Economics & Finance Department in the business school of a large American
university. I teach mostly students taking degrees in various business disciplines, though we also
have a healthy economics concentration and I do teach students taking degrees in economics.
PA: Do you consider that the GFC provided significant evidence to contradict the expectations of
NCM? If so, please give examples of such evidence.
GM: Oh, absolutely. The layering of financial fragility that left the global economy so vulnerable
undercuts the premise that markets are ‘rational’ or ‘efficient.’ Markets are useful instruments, but,
like all human institutions, they are dysfunctional in sometimes nontrivial ways.
PA: If you consider that it did, what effect do you believe this has had upon the hegemony of
NCM?
GM: None. I see no evidence that the majority of economists — including politically progressive
economists — are prepared either to let go of the Supply & Demand theory of distribution or to
make room at the table for economists who emphatically reject that theory and the methodological
outlook that underpins it.
PA: To what extent do you think that heterodoxy has the potential to become a rival to (or even
replace) NCM in future?
GM: I hesitate to speculate on that. The fact that the heterodox camp is itself quite fragmented
means that it is not well positioned to displace a hegemonic mainstream framework. The only
thing more resilient than capitalism itself is mainstream economics; like capitalism, the latter has
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proven itself capable of reinventing itself in response to crises that would have demolished most
other systems.
PA: Are you familiar with MMT’s analysis of operational reality? If you are, to what extent, if at all,
do you consider it valid?
GM: I am not very familiar with MMT. I know the basic elements of the argument, and my
(admittedly under-informed) position on it right now is that the parts of it that are sound are not
new, and the parts of it that are new appear unsound.
PA: Do you consider an Employer of Last Resort Policy to be a viable means to ensure full
employment and price stability?
GM: I consider it to be an intriguing idea that merits consideration, but my general impression is
that an ELR cannot ensure dignified work for everyone. What is needed is a permanently larger
government sector with a unionised workforce.
PA: To what extent do you consider advocates of MMT to be a legitimate but distinct group
operating within broad-church Post-Keynesianism or within heterodox economics in general?
GM: They are definitely ‘legitimate’, even if I am not entirely persuaded by their arguments, and I
consider them to be a subgroup within the Post-Keynesian tradition.
PA: What do you perceive the general attitude towards MMT to be in the economics community
in which you generally work?
GM: It pretty much lines up with mine: what’s sound isn’t new, what’s new smells fishy.
PA: How would you describe your approach to methodology?
GM: I like Geoffrey Harcourt’s ‘horses for courses’ approach: different questions call for different
analytical tools; use the tool that’s best fitted to the issue you’re trying to understand.
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PA: Do you support a particular substantive approach to economic theory- if so, what are the
insights you believe this approach provides which you consider to be absent from alternative
approaches?
GM: Keeping in mind that I don’t like labels, I align most closely with the Sraffian outlook. It has a
number of advantages. It offers a powerful critique of the neoclassical theory of distribution; that
critique allows us to ditch the feature of mainstream economics from which most of its significant
errors emanate. The Sraffian framework is open-ended enough to accommodate (i) an
institutionally inflected class-conflict approach to the theory of distribution, (ii) a Keynesian
demand-driven approach to the analysis of employment and growth, and (iii) approaches to
market failure that don’t rest upon the questionable notions of Pareto optimality and welfare loss.
PA: Do you consider pluralism in economics to be valuable?
GM: I think it is very valuable. If the only tool you own is a hammer, every problem looks like a
nail. To study complex social processes, we need a well-stocked tool-kit.
PA: To what extent do consider neoclassical economics can be considered a paradigm (Kuhn) or
scientific research programme (Lakatos)?
GM: All analytical frameworks are paradigms and scientific research programmes, are they not?
PA: To what extent do you consider that heterodox economists work within a community as
opposed to within their own schools?
GM: We sometimes squabble — the by-product of what Freud called ‘the narcissism of small
differences.’ I have noticed in the past ten years that there is less of this going on, that younger
economists recognize that there’s room for different, including competing, perspectives. We are
now largely a community of diverse groups operating under a big tent. We have our differences,
but the debates are healthy rather than divisive, at least most of the time.
PA: What do you consider to be the essential features of a heterodox paradigm?
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GM: As I mentioned in earlier answer, I think we can distinguish between mainstream economists
and its critics on two criteria. The first is the rejection of the idea that the distribution of income is
regulated by some factor substitution mechanism which operates through the interaction between
wage-elastic and interest-elastic factor supply and demand functions. The second is a rejection
of methodological individualism.
PA: To what extent do you consider that a heterodox paradigm exists? If it does, to what extent
does such a paradigm exhibit these features or, if you consider it does not currently exist, might
it have the potential to do so?
GM: There is no single heterodox paradigm, but almost all heterodox paradigms exhibit the
features I mentioned above. One exception might be Austrian economics, though I am not sure I
would consider them heterodox.
PA: To what extent are you familiar with/support critical realism?
GM: I’ve sparred from time to time with Tony Lawson and other critical realists. I have read enough
of their work to be able to say I am familiar with their general methodological outlook.
PA: Which heterodox schools do you consider to be compatible with CR?
GM: Perhaps Old Insititutionalism and the branches of Post-Keynesianism that focus on Chapter
12 of The General Theory.
PA: What role, if any, do you consider CR might have in under-labouring a heterodox paradigm?
GM: I would not assign it a large role. I think it is methodologically wrongheaded, and is moreover
anti-pluralist in its radical hostility toward any kind of equilibrium analysis.
PA: What are the key factors –within the economics profession itself or the external political
environment- which might encourage, or inhibit, the chances of heterodoxy (in any form) replacing
the current mainstream?
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GM: Two factors are important. The first is that economists are now very badly educated: most of
them know little more than the four or five models they learned in graduate school, and the
statistical algorithms required to test minor variations on those models. They know little of
intellectual history, little about alternative perspectives, little about history, politics and sociology.
Indeed, far from thinking that they might learn something useful by studying these other
disciplines, economists often assume that those other disciplines would be more scientific if they
adopted the tools of economics. The second problem — but perhaps it is the same problem — is
hyper-specialization. I appreciate the benefits of the division of labour, but we have got to the
point, even to some degree in non-mainstream circles, where an extremely small group of
researchers are hoeing the same field; they mainly read each other’s work, and people who aren’t
deeply immersed in that specific body of work cannot assess its robustness because they’re not
familiar with paradigm. This creates real language barriers for economists who would like to bridge
sectarian divides.
PA: In the light of your answer, to what extent might we expect such a change to occur in the
foreseeable future?
GM: Don’t hold your breath. I’m not expecting it in my lifetime. Fortunately, heterodox economists
tend to be the sort of people who are energised by the struggle.
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ix.

R2 (6) Professor Jamie Morgan: interviewed face-to-face in Wigan,
Lancashire, 7 August 2019

PA: Thanks, Jamie, for agreeing to the interview. Which field of economics do you consider to be
your specialism?
JM: I don’t have a specialism. I’m not expert in anything, though I am interested in many things.
I suppose if I were to say I had expertise on anything and not just a random smattering of
knowledge, then it would be in finance, but not particularly finance as economics.
In general, I always start from being interested in the economy - an economic problem, I guess
you’d call it - rather than economics. Most of the time, understanding economics is a barrier to
understanding how the economy works. I very rarely start by thinking about what economists
would think about something. I start by questioning what the nature of the problem is; how I would
investigate it; what evidence I would want; how it would work in the real world based on
institutions, government, policy; what corporations really do. Then somewhere along the way you
have to find out what economists think about this, as opposed to thinking to yourself ‘What is an
economic framework of thinking about this, in terms of (mainstream) theory and concepts and
how does that help me understand the world?’ - because nine times out of ten, it absolutely
doesn’t. It may indicate to you how the world is shaped, because of course concepts shape policy,
but it doesn’t help you actually understand how the world itself works, fundamentally.
So, if you’re asking me in what sense I’m an economist or what kind of specialism I have, I would
have to say, to some degree, finance, or at least the nature of finance in economies. Am I an
economist who understands those things? Possibly less. Am I somebody who understands some
things about those things, which has required me to also know some things about economics?
That’s probably a better way of putting it.
PA: That’s a very thorough answer. To what extent is history important to the work you do?
JM: Fundamentally, social reality is a set of processes which affect the nature of things. So, there’s
a cumulative set of causes of events as things become part of social reality and those things are
constantly evolving through time. That’s how I think about the nature of social reality. From that
point of view, history is extremely important, because if you want to understand how things are,
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and how things might be in the future (without necessarily thinking you can predict them) you
have to have some concept of how things have been. It’s not necessarily the Marxist point that
you’re destined to repeat history if you don’t understand it - it’s just that, necessarily, time is not
just ‘instantaneous’, an ‘in the moment’ you’re living in. It’s the Bergson point about duration; but
also, how things have been must affect how things are going to be in the future, unless of course
you have fundamental and radical transformation - but even that is going from something to
something, so you must understand the nature of that thing to be able to explain it.
So, is history important? Well, clearly so, in terms of the nature of the history of the place you live,
and yes, the nature of the history of specific things within it - institutions of one kind or another,
government, etc, - is very, very important as well. Then if you wanted a history of economic ideas,
a history of any kind of ideas - also very, very important. If you understand how people think then
you need to know how they were socialised, the kind of sociology of knowledge that they lived
within, the kind of ‘frame’ they had for perceiving the world - ideologically, for everybody, but also
for individuals who work in academia. You have to understand the nature of those things, in which
case you do require some degree of knowledge of the history of ideas. Also, that tells you just
how original people are; often, people think they’re coming up with something completely original
or new or interesting, when it’s actually been said before, probably better.
PA: And what about mathematics? What role does it have in your work, if at all?
JM: Do I read a lot of maths? Yes. Do I read it for the purpose of understanding anything in
particular? Then the answer is no. I read economic theory, which is mathematical in order to
understand mathematical economic theory, rather than thinking it has any great insight into the
world, because it typically doesn’t – though that needs some explanation.
I also read quite a lot of analytical statistics - because bear in mind, maths and statistics are not
the same thing. There’s a mathematical foundation to the plausibility of analytical statistics, in
terms of the nature of a probability distribution and expression of something quantitative in terms
of probability. Remember, ‘probability’ in the ordinary language sense is likelihood, it’s not
necessarily quantification, it’s not necessarily mathematics. A Keynesian point is I can look
outside and say to myself, ‘Should I take an umbrella? It’s likely to rain because there’s a dark
cloud’, that’s also the Humean thing of cultural association of something based on habit, which
has a certain background to it. You can have a certain degree of forecasting probability in the
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world and it’s not stupid. Of course, the longer the time frame you’re looking at that for, the more
problematic that becomes, the more complex it becomes, because you’re looking at social
institutions rather than just looking at clouds.
None of that is about mathematics, but there is a mathematical basis for the nature of probability,
as expressed in a quantification form (that’s down to things like probability density functions and
that kind of idea). So, if you’re asking if I have an interest in maths - well, I have an interest in
analytical statistics, in the sense that they’re extremely influential in the world in terms of policy;
people say things like, ‘Because of this coefficient we should do that kind of thing.’ Often those
things are entirely spurious or arbitrary, but at the same time extremely influential and powerful in
the world, so you’ve got to understand the basis of it. If you’re going to argue with these people,
you have to be able to talk the language. You have to be able to say to them, ‘Really, you think
that tells us something? Do you think your model is well ordered, stated, additive, transitive, all of
those things? Is that really the case?’ You have to be able to argue in that language, you have to
be able to understand it. That doesn’t mean I think it’s a good way to see the world, I just think it’s
very influential.
My interest in maths is not economic, because the maths in economics is mainly very simple Matrix algebra, for example, or basic calculus, which are two of the easier and less interesting
parts of maths. As you’ll know yourself from doing engineering, there are places where calculus
is incredibly useful, but economics is just not one of them. What is calculus used for in economics?
Optimum points so you can put two curves together - mainly, that. Given those two curves don’t
exist in the first place, and that they are interdependent rather than independent, you literally
cannot do anything useful with that maths. You can produce it, but it’s maths that is not ‘of the
world’, so what is the point? Speaking cynically, the formalisation of a lot of economics is basically
about restricting the people who can read it.
If you go back to Samuelson’s work, 1947, etc., producing theorems for theory, and then proofs,
it has a kind of power in the world. Someone two generations down the line writing a textbook
would be able to say ‘Samuelson proved’ - which he did. In a formal sense, he proved a theorem,
which meant he said this was mathematically consistent or expressible. That’s very different from
saying ‘he proved’ in the ordinary language sense of something being relevant to the world or
how things work. Those two things are fundamentally conflated, which is one of the effects of
economics, the conflation between ‘somebody’s proved’ as a theorem, and ‘somebody’s proved
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that this is actually how the world works’. Economists often say ‘This is how the world works,’
when what they really mean is that somebody has produced a consistent theorem, and often not
even that, if you consider the Sonnenschein [Mantel-Debreu] theorem and so forth; you start
looking at the basic axioms and say that they haven’t even proved that. You can’t even produce
equilibrium unless you start from the point of saying there is an equilibrium and there is some
bootstrap convergence behind the scenes, but the maths doesn’t prove that. There’s nothing in
the maths to suggest that’s the case, that firstly you have what would be a unique equilibrium
point, and secondly that you would ever be heading towards it. Neither of those is in the math.
You have to cheat to do the maths. That’s ridiculous.
On the other hand, if you’re saying, ‘Is maths interesting in a ‘Sudoku’ way?’- a question of just
how we can express things that are internally interesting or engaging, it has that aspect to it.
Mathematics in economics is often nothing more or less than that. People who think that somehow
they’ve produced this incredible science of the world are often deluding themselves. Just think of
it fundamentally: economics claims to be social physics, which supposedly tells you how an
economy functions, an economy which involves material production of something from processes
in the world. If you wanted genuine quantification, it would have to start from the material
quantities, processes and energy forms - that would be the basis of the measurements of the
mathematics, and yet those are not in most economics. How can you have a science of a material
productive process which has no productive process? We are socialised to think that somehow
economists are incredibly insightful about the world on the basis of mathematical constructs or
quantifications, and yet much of this is merely different takes on value; idealisations of
quantifications - a price, for example - but nothing about the productive process itself, even though
you might get a production function. The things that are not in economics are typically the things
which really matter. So can you say this has anything to do with science - this maths? Clearly not
in most cases.
My interest in maths is not really to do with any of that, I’m not interested in maths as it’s used in
most economics. I like philosophy of maths, I’m quite interested in things like [Georg] Cantor’s
work, for example. I find that kind of thing quite interesting – intellectually; but not most of the
maths in economics. I have got friends, people like Wendy Olsen, who do a very different kind of
thing. You can confuse the two - it’s sort of mathematical, but it’s not mathematics in the sense
you think. It’s not about theorems, proof and formalism, and it’s not about analytical statistics in
the way that I described them (unthinking tests of datasets). They’re interested in the empirical,
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which has quantities and measurements. They adopt mixed methods and realist strategies and
the diversity of methods used is much greater.
Of course, you’re asking me about a more restricted universe of possibilities. But there are people
doing lots of interesting work in the world - David Byrne, Wendy Olsen. Lots of people do those
things - it’s just that it doesn’t get much space, and it doesn’t really reflect the motivation of the
question you’re asking me, if we are talking about its dominant and general role. So, I wouldn’t
conflate the two.
PA: I’m going to move onto my next section, money and fiscal issues. Firstly, to what extent are
you familiar with credit (Innes) and state (Knapp) theories? If you are familiar, do you support
them? Do you think that they have validity?
JM: Are you asking me to talk about the origins of the theories of money?
PA: I’ll rephrase. Would you say that you are interested in the origin of money stories? Would you
count yourself more as a Mengerian, or would you count yourself more as a state or credit theory
sort of person? Or would you not really be interested one way or the other?
JM: Asking someone to categorise themselves in terms of things, which labels them is a
dangerous process. You’re asking me to give you a shortcut to stating something which I’ve not
had to explain in full, which you have to infer from for the nature of argument. That could lead to
the idea that you are producing your own argument.
PA: You can interpret it in any way you want, Jamie.
JM: If you’re asking me if I think money is important to the nature of an economy, rather than we
live in an economy where money is neutral, so literally it’s nothing other than a kind of veil, clearly
that’s a fallacy. What money is, is fundamental to the nature of a modern economy. How money
is produced, as in how money is created, is also fundamental to an economy - and those are not
the same question. What money is, is essentially an institutional and ontological question: the
nature of money. How money is created is related to that, but not the same thing. Then what it is
created for or to do clearly affects the structure of an economy over time.
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Anyone who understands the nature of history will have to understand that the way in which you
create money and what it is, will then affect the nature of economies and structures over time.
Obviously, the characteristics of money over time will affect the nature of an economy as it
becomes something. If you live in an economy which is debt-based then the nature of how money
flows and is produced, say based on borrowing, will fundamentally affect the nature of your
economy over time. That’s why financialisation, as an idea about the nature of a modern economy,
is quite plausible. We live in debt-dependent economies where the vast majority of money is
produced for asset creation and asset speculation and asset trading. Clearly that will affect the
nature of the economy over time. How money is borrowed and what money is then used for in an
investment cycle will also matter.
So, again, your question is slightly different, I guess. You’re wanting me to talk about whether I’m
aware of or know something about, say, Knapp or Innes – I do. State theory and credit theory of
money aren’t quite the same thing, because Innes and Knapp are not making exactly the same
argument. The monetary circuit bases of the two are not the same but overlap. Just because
something is credit, doesn’t mean it’s necessarily credit created by the state. Again, that’s down
to the institutional basis of the situation, historically speaking. It also doesn’t tell you about the use
of commodities’, representation as tokens, which is of course different to whether in fact that thing
is itself the commodity which is the value of that thing. A commodity will create a limit, obviously,
because you couldn’t have something like gold where the value of the gold is itself more than the
value of the currency as it is, as Innes argues (using silver I think).
You might not agree with people like Smith about the origin of money, ideas about barter and all
these arguments and interpretations in history about the history of money. You don’t have to agree
with those to find it plausible to ask why are there some things that we used as ‘money’, even if
they’re not necessarily the thing that gives money its value, why did we use those things and
how? That still is a historically interesting question.
Credit theory, I think, is very plausible in lots of ways. I like Innes to some degree. At the same
time, it’s important to bear in mind that just because something is created out of credit, and is then
something which carries the form of credit (so it becomes a permission certificate as a debt-credit
relationship), doesn’t necessarily mean that thing, of itself, is still credit. It carries credit based on
trust. That’s the difference between saying you have a credit theory of money and a money theory
of credit. They’re not the same thing.
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PA: Schumpeter said that, didn’t he?
JM: Schumpeter is one of the people who said something along those lines, but Tony Lawson is
the most recent and is more specific. You’ve got this question of is money fundamentally credit,
as in it can only be credit, it can only be created out of credit - or is the form of money that we
have credit, but once it exists as money it is merely money that has characteristics which are, if
you like, a credit-debt relationship because I can expunge debt with it etc.? Philosophically, if you
were looking at it in terms of the analytical logic, those are different things. And again, I’m not sure
which one is correct, because I don’t have that degree of confidence that I understand, historically,
every way in which money can be constituted. I don’t think anybody has a definite answer to that
question.
At the same time, if you’re saying to me that clearly money is debt-related, and also is a
permission certificate in society which expresses credit-debt relations, then that is obviously the
case. You don’t need me to tell you, the Bank of England even says that now - even though
someone like Mark Carney obviously thinks intermediation of loanable funds is how the world
works (despite the fact that the Bank of England’s own research department have now produced
all these things that say that isn’t how it works). McLeay and all the rest of those people, Kumhof
and Zoltan - they’re quite open about the fact that money is essentially produced by the private
banking system out of deposits, which are generated out of borrowing. They’re quite clear about
that.
So, how is money produced in the economy in which we live? Well, clearly, it’s not the way that
the Bank of England expresses it in some other parts of their work, and what is assumed in some
of their models. At the same time, many of them also accept the fact that it is a credit production
system to a private banking structure - so one unit of Santander currency is produced, and that
trades at par with one pound sterling, so we never notice that what you’ve actually got there is
one Santander unit, which flows around the economy before it’s expunged with the original debt.
Those kinds of things are interesting, but there are, analytically, three different questions.
One, what is money? Two, how is money created? Those are related, but not necessarily the
same thing, because this is how they’re created now, but that doesn’t mean it’s what money is
fundamentally, it just tells you what the contingent issues of it are now.
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Then you have the question of what is it created for? How does spending structure your economy?
If you’re asking me about Knapp and Innes, then that’s a slightly different issue, because
historically that’s two sources of our concept of what money is, but like anybody else, they’re not
perfect. One doesn’t need to venerate Innes, for example, in order to say that he had some
interesting ideas. If you look at some of his ideas about, say, the French economy, a lot of those
things are historically contestable at the same time as being intuitively plausible. ‘Are they actually
historically the case?’ is not quite the same thing. If using historical examples to make a case and
at the same time, those historically examples are contestable, does that make conceptual issues
contestable? Or are they still plausible?
PA: Do you think that, if it wished to, the central bank of a country like the UK or US (one that’s
got its own currency, no fixed exchange rates) could control the yield curve?
JM: Can they shape their own yield curve? It requires the will, but how dynamic is the question?
Over a period of time that is immediately foreseeable to us - then clearly, they can.
What would be the long-term consequences of doing so in terms of the overall structuring of the
economy? In terms of how corporations, investments and everything would respond, it would then
eventually affect capacity. Could you do it? That’s one thing, yes. What would then happen to the
overall nature of your economy over time? That’s a much more difficult question to answer, and
that would then affect whether in fact you persisted. Maybe you would end up with a situation
where you’d have more and more of the economy influenced by the state? Now, that doesn’t
mean a command economy, it just means that you would have to have more direct levers, and
that is not just about the yield curve.
One of the things that concerns me about economists when they get a ‘good idea’ about how we
should fundamentally influence the economy is that the economy is an integrated set of systems
- integrated into other economies that may not work under the same basis. When you do things,
they have other consequences that may affect whether in fact having that fundamental lever
would be workable into the future.
It’s not a question of whether it’s a plausible thing to do - it’s possible to do. It’s a question of how
would it affect the very nature of everything that you do? That’s a slightly different question. So,
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my answer to you is that yes, you could - would you want to? And the answer to that is that it’s
impossible to say because there’s fundamental uncertainty. Post Keynesian’s build most theory
out of fundamental uncertainty combined with money contracts and this is quite different than
mainstream economics, but in terms of confidence in theory, consistency requires a degree of
scepticism based on our own fallibility when messing with complex systems.
PA: Thanks for that. What do you understand by the term ‘heterodox economics’? And what sort
of groups of economists would you classify as heterodox?
JM: ‘Heterodoxy’ is a received term. I didn’t invent it; I wouldn’t have chosen it. It just exists,
people use it and they impose it. When they use it, they typically mean those things which are
antithetical to or marginalised by the mainstream, and those two are not the same thing.
‘Mainstream’ and ‘orthodox’ are not the same thing. ‘Orthodox’ is a particular way of describing
some characteristics of what is the mainstream; ‘mainstream’, by definition, is a thing which most
people do, but it wouldn’t have to be orthodox in its approach. Orthodoxy is a power relation of
how you express and do things in the world, what you exclude - so this is the proper fashion or
function or practise or form of doing something, this is the orthodoxy, and it is singular in its way.
‘Heterodoxy’ has two inflections, one of which is it’s not the orthodoxy, it’s oppositional - and the
other is that it’s multiform. Again, those two are not necessarily the same thing.
Do I think the term heterodox is a particularly helpful one? Well, it kind of identifies a grouping,
roughly speaking, and that’s useful in and of itself for organisation and knowing that someone
else will be receptive to certain ways of thinking about the world. So, it is important to support the
work of Lynne Chester and like-minded people who organise. Of course, thinking in the world is
changing all the time, and the fact that people use the term Heterodoxy can also in itself become
dangerous. Merely being oppositional is not a good thing, because we should want to be the
mainstream. If your ideas are anything other than merely saying that the mainstream’s defective.
If you’re constantly positioning yourself as oppositional, but at the same time you like the fact that
that is your positioning (if you like that you’re the ‘other’ in the relationship) then I don’t find that
particularly helpful in terms of long-term prospects. To that extent, I agree with Geoff Hodgson.
But many heterodox people are heavily committed to making the world a better place - they are
also fundamentally pluralist, which is one thing that should be emphasised. Pluralism is what
should be most important about heterodoxy - and the fact that it is, unlike most of the mainstream,
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genuinely committed to realism. Realism doesn’t require you to be ‘a realist’ of one kind or
another, it just makes you think that the nature of an economy and the problems of it are what we
should be focused on, where we begin from. That doesn’t require us all to have one set of norms
in particular, but it does require us to understand that social reality is normative, that our norms
are important in how we construct the world and they should be one of the things that we argue
about in arguing about everything else. What kind of world do we want to make? That doesn’t
require me to agree with you about what the nature of that world is, which is why heterodoxy can
encompass, for example, a Post-Keynesian and an Austrian.
Still, I think heterodoxy is quite a restrictive term. It’s useful in some respects. You've got to accept
the fact it’s part of received use or ordinary language use and engagement. It’s also a label that
allows you to look at an issue and say, ‘There’s something we can probably have a conversation
about and communicate’ At the same time, it excludes and marginalises other people who think,
‘Ah, you’re heterodox, why would I even want to talk to you?’ It has that dangerous part to it.
Again, if it simply means ‘oppositional’ and people start to appreciate their own marginal status
and think that that’s somehow something to venerate and continue, I find that a bit bothersome.
However, there aren’t many people like that. That’s much more of a stereotype of heterodox
people.
I’m not overly comfortable with having all these labels. Obviously when anybody asks you
something methodological, philosophical, analytical, then you always end up with concepts, and
concepts require labels. You start using them, defining them, arguing about them - Andrew
Mearman has made an entire career out of this, and I’m not denigrating him for that because it is
an interesting subject. But there are also limits to it, because in the end, what we’re all interested
in is: how does an economy work? What kind of an economy do we want? What’s a better way to
live for all of us?
PA: And how is this heterodoxy regarded in the community you work in at Leeds Beckett or the
wider community?
JM: Most people who work where I work at Leeds Beckett don’t know what they are, because
most of them are teachers who teach from textbooks. That is the job they were employed to do
and I am by no means denigrating that. The issue doesn’t really come up. Some of them are
intuitively more heterodox than others, in the sense that they’re more interested in and receptive
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to lots of different ideas about the world. Also, because few of them are career academics in the
red brick sense, who go to a lot of conferences and do a lot of research and publication, and
therefore interact with other academics in other places and through journals, which requires them
to develop and reflect upon a communal position (‘We are this and we do that,’) because they
don’t have that, then they don’t really recognise themselves as anything in particular. They might
say I am an economist and leave it at that.
I’d say that quite a few of them are by socialisation and inclination (because that’s just the nature
of economics) very mainstream - but that’s just because they use and teach from textbooks. If
you do that and you teach the course on, say, micro-foundations of macroeconomics, that’s what
you’re going to be - you can’t help it, because that is your framework. If you teach sociology or
something else, the degree of real diversity is greater. If you teach economics, the degree of
conformity is massive because economics is so unlike all the other social sciences in the way that
it’s transmitted and taught and then in terms of its internal coherence as both a body of knowledge
and a community of practise in the world. It’s very, very unusual. Of course, if you work in
economics, you think it’s normal and you don’t realise how different you are to everybody else. I
spend a lot of time with economists but I know a lot of people who work in other fields, so I get a
sense of how alien it is. Economists still think that they are representative of how the world is, and
in fact they are different in nearly everything they do.
PA: That strikes me as true. If you were looking at heterodox economists and the groups of them,
to what extent do you think they have complementary or compatible ideas? To what extent do
you think that, although they might come together at conferences, they very much stick to their
own schools?
JM: Well, let’s look at it the other way around. Let’s ask, how should they be, based on their best
practise? What is the nature of social reality? Do we live in more than one reality?
So, we live in one social reality - it’s multiform, it’s obviously variable in the way that it is. Because
of the nature of the difference between epistemology and reality, all knowledge is fallible, except
in the trivial sense - we can know some things with certainty over short periods of time. If I stand
next to a motorway, look both ways, see a truck coming and step in front of it I can be fairly sure
it’s going to hit me and I’m going to die. That’s trivial, and at the same time, that’s not knowledge,
that’s information based on sensory perception.
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But our knowledge of the world is part of the construction of the world, at the same time as one
can clearly say that our knowledge does not reduce the world to our knowledge - that would be
an epistemic fallacy, as it’s called. We don’t live in a world where epistemic fallacy is a reasonable
way to look at the world. In which case, if all knowledge is fallible, and the world itself, by
constitution, is changing, (and that’s one of the reasons why all knowledge is fallible because
obviously there’s just reality and appearance to some degree, however you want to go along that
in terms of Kantian reasoning and everything else), clearly because of those differences it’s
impossible for me to say with full confidence that my way of viewing the world can be fundamental
knowledge in the foundational sense. I cannot have certitude about the way in which I conceive
the world.
At the same time, because the world is processual, you can have very many different ways of
looking at the world at one moment in time and they can all have some degree of adequacy based
on the different kinds of questions you’re asking for different kinds of purposes - and you can say
that over time, because the world is changing, the nature of my worldview and the knowledge that
I have within it will be something itself which is transitive. In which case, knowledge itself has to
change as the world changes. You’ve got two different aspects to it, the multiform nature of the
world from which different questions can be adequately answered, the degree of restriction in
terms of the fallibility at any one point in time for that kind of thing, and then the fact that the world
itself can be a changing thing requiring new knowledge as it goes on. It wouldn't have been
possible or reasonable or worthwhile asking questions about how social reality will exist on the
basis of Artificial Intelligence twenty years ago - now, that’s a fundamental question. The very
knowledge structure of the world is changing.
Equally, we’ve changed the world on the basis of the things that we knew based on physical
processes, partially, in that we’ve created global warming and environmental harm, which now
requires us to have new knowledge in order to address the things that we did. So, when you ask
the question of ‘Is it worthwhile having different positions and can you have them?’ - well, one
world, a changing world in the nature of what it is - clearly on the basis of epistemic fallibility and
the fact that you can have a multiform of different ways of looking at the world, then heterodoxy
has validity in all of those ways. That’s not the same thing, though, as saying that, in principle,
there can be many different positions which makes pluralism both viable and necessary, and
saying there is inadequacy to any other particular positions that exist. That requires specific
criticism of them as they exist, but for that, people have to take seriously other people’s positions.
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So, again, you’ve got to have engagement, otherwise what you have is lots of different tracks all
flowing forward and none of them making any particular progress in terms of each other or
themselves.
In terms of the best possible world in which heterodoxy exists, I’d like to think that they’re more
open to argument amongst themselves than, say, lots of the mainstream are. Obviously, there’s
a limit to how much any individual can know, argue and engage with at any one point in time.
People are, by inclination and sociality, tribal - and getting them out of their tribes is very difficult.
Also, the nature of your language of the world affects how you view the world and the concepts
that you have. I’m not arguing for incommensurability, because there’s only one world, and if we’re
having arguments, we’re having them in terms of evidence about things that are happening in the
world - so I don’t believe in strong incommensurability. At the same time, you can understand why
people misunderstand each other all the time.
You, as an advocate of MMT, as you said before we started the interview, have this problem a
lot. People think they know what MMT is and most of them have literally no idea what it is - again,
the Venezuela problem and all of that, hyperinflation, and all the ridiculous things people say
based on no understanding, because what they’ve read is a blog written by someone who’s never
even read Modern Money Theory, Wray’s book. They don’t know what they’re talking about,
because that’s, again, the nature of the modern world - so many people talk about things that
they’ve never read as if they’ve read them. The degree of authenticity in the modern world is often
thin. It’s extraordinary how many times people say things to you and you think, ‘Well, why do you
think that?’, and it turns out that they read three lines in a blog or two lines from a textbook rather
than the original version.
PA: I seem to have come across that, sadly.
JM: Again, academics find it very difficult to say that they don’t know something.
PA: Why is that? Is it their sense of status that they feel they ought to know? They daren’t admit
ignorance?
JM: It’s part of the conversational rules, isn’t it? You very rarely meet an academic who, when you
mention a book (unless it’s brand new) will say they’ve never read it. They’ll either say they haven’t
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read it in a while, or if you catch someone reading a book, they’re reading it for the second time.
How many people will say of a foundational book of one kind or another, like Keynes or something,
that they’ve never read it? They won’t. They’ll rarely say those kinds of things. It affects the identity
status that you have to take up in terms of carrying academic capital, as Bourdieu used to describe
it. There’s something very brittle about that for academics, because you literally carry nothing
else. You are just your status based on what it is that you claim to know, and that’s a very brittle
situation to find yourself in, particularly when people get used to you being persuasive to the
degree that people just think of you as an authority on something, as if somehow being persuasive
is the same as being right. Once people are committed to the idea that you’re right, when you
make errors, it’s much more glaring and they’ll think, ‘Right, he’s a f*ckwit like all the rest of us,’
because we’re all f*ckwits, to some degree.
PA: I’ll move onto the global financial crisis. What do you think happened in the crisis to undermine
the mainstream? What did we observe, in your opinion that was negative for the mainstream?
JM: They’re refusing to answer that question and they’ve reconstructed the past so that the
question is no longer relevant, so probably the better answer is to say that it’s had very little
consequence because they’ve repositioned the past, they’ve rewritten history, to make their
position both plausible and different to what it was then, so no fundamental change has occurred.
The bigger question is not really how academia has changed, it’s whether in fact there has been
any change to the financialisation of our economies. Have we changed the way in which our
economies are structured to make that kind of global financial crisis less likely, or not likely? Have
we done things to mean that if it happens in the future, the vast majority of the country won’t be
made poorer? The answer to both of those questions is absolutely not. We had a certain degree
of reform of finance; people in finance complain bitterly about the degree of red tape that they
have to go through and the degrees of compliance, but nothing has changed about the
fundamental practises or purposes of finance. The vast majority of it is still about asset production
and speculation. We still have long chains of inter-financial multiplication; we still have the heavy
use of collateralisation. As people like Daniela Gabor argue, bank balance sheets are still complex
functioning locations for multiple poorly understood interactions between agents.
So, nothing much has changed, really. What has changed is the degree to which ‘circuit-breakers’
have been built into the actual financial system, none of which prevents the scale of debt, none
of which prevents actual problems in the system which will be generated through default - based
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on things like malinvestment and speculation. Those things are still fundamental. The problem is
how far do they spread? And how quickly do they spread? Now, arguably, they will spread slower,
with less impact, but the very nature of our economies and whether they’re productive and useful
places hasn’t changed at all. So, the more interesting question is that - and there has been no
reform of those things. In the future, if there’s a problem with the banks, based on things like ringfencing, the bank will probably not go down - but you’re still going to be someone whose mortgage
is done, who’s homeless. None of that’s changed. All the things which were terrible in the past
still exist now. Do we live in slightly different times in terms of finance? Clearly, that’s the case.
Has financial theory done anything with that at all? No.
There are some fundamental issues regarding why that’s the case, because again, it comes down
to things like the mathematics. If mathematically, in terms of a statistical basis, you can say that
the people who were right were right for the wrong reasons but you can also say they were wrong
for the right reasons - as in, there was nothing wrong with the models, and what is proved is that
the incredibly unlikely sometimes happens. For that to be the case, all you’ve got to do is continue
to work with probability systems which assume things about the world which are basically
fallacious. Now, I’m not a massive fan of the mathematics that Taleb and people use, but he is
right about this much: the distributions that are used in most kinds of orthodox (again, this is
orthodox, not just mainstream) finance are all normal, for something which is fundamentally not.
Think about it this way - who does the vast majority of trading on most financial markets, including
derivatives, over 60% on most exchanges? Who does it?
PA: I don’t know...
JM: Hedge funds. Now then, what are they using to do it? Debt. The vast majority is debt. Now, if
you trade something which has a low probability as an individual event - let’s say it’s one in a
hundred - and you do it once, what’s the probability? One in a hundred. If I do it twice, is it two in
a hundred? But it is non-trivially true that there is only one trader. If I’m trading frequently thousands of times a day, every day for five years, do you think the incredibly unlikely is going to
happen to me eventually?
PA: It looks as though it’s going to.
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JM: And yet quantified likelihood – probability - might not reveal this. There is a general point
about risk here – not just one kind of probability distribution. Still, in one version the events that
happen to you are going to be the tail events - tail events eventually hit you. And there can be
‘kurtosis’. The consequences can be severe - if you’re trading on the basis of collateralisation with
‘inter-financial multiplication’ - you’ve used a debt product as an asset, maybe a CDO
[collateralized debt obligation], and you’ve used that as collateral against your own borrowing
leveraging your trading, then you’ve built contagion into the finance system; and there are multiple
strands or ways this still happens and the shadow banking system has not gone away. There is
a scale of debt in the system and this is growing and then there are active agents who connect
the whole together creating potential for cascading problems. This is problematic even if you
cannot predict which agents will trigger problems in any given case. For example, hedge funds.
Most hedge funds last, on average, about five years (they’re not like, say, private equity, which is
a defined closed entity construct which has a ten-year lifespan). Hedge funds last as long as they
last before they start becoming non-profitable. As soon as they become non-profitable the
operators close it and open another one (the high watermark problem), a lot of their money is
made through fees anyway, not through profits.
Built into financial practice is this problem of rapid trading, constant trading, and probability. Tail
events matter, and to that degree Taleb is right. He’s not right in a way in which it is predictable
for you to make profits - because if he was people would be reading Taleb and saying, ‘Oh right
then,’ and they’d all be billionaires on the basis of that. You make money out of leverage, fees,
and then opportunity or chance. Every now and then, one person spots one kind of thing which is
exploitable and makes twenty billion like [John] Paulson did - but that’s not how most people work.
But built into that are fundamental characteristics of how our finance systems work, which are not
readily understood - they’re about chance and exploitation of probability, but not in quite the way
that you’d think.
Scale and construction of debt matter and the mathematics of these things are very important to
understand, but the mathematics themselves do not define the nature of the world. They tell you
what the problems are rather than what the solutions are. The solutions are nothing to do with the
mathematics. You can’t solve the world’s problems by having better predictions or forecasts about
these things - you have a better understanding about how the use of mathematics is based on
fallacies, of how the systems themselves are exploitable at the same time as being fundamentally,
institutionally wrong. You don’t want a world like that. Why, for example, do we have hedge funds
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doing terrible things to corporations? Because when you think about it, those things that they’re
trading are real corporations that employ people in the world. They’re not just doing things in
terms of buying or shorting the stock, that’s not the only thing they’re doing. They’re also
positioning, in terms of events, to influence what companies actually do. That’s very different and
often troubling. You’ve got a kind of instability built into the way that they affect finance systems,
and then an instability or an adverse exploitation built into the ways that they influence individual
corporations. This is normalised by finance theory – matters of activism, efficiency, leaner
corporations and so on (not exploitation or inequality). Everything about the nature of our finance
system is built for purposes other than the thing that you would think, and it can be horrifying when
you start thinking about that.
Mark Carney has been Governor of the Bank of England, but also Chairman of the Financial
Stability Board, and that is the global organisation whose job is to produce global institutional
organisational rules to prevent financial crises. He talks the language of neutral money (because
he worked at Goldman Sachs). I’m not sure that he really believes in neutral money, even though
he talks the language of ILF. This language represents banks as important social utilities,
custodians and monitors. But he must know that when he’s said on behalf of the Board ‘Well,
we’ve made the world safer,’ they haven’t. They’ve made it safer for banks, they’ve made it safer
for the government in certain respects, but they haven’t made the situation better for citizens of
the world. We still live in private debt dependent systems.
PA: Great answer! In terms of MMT’s operational reality - how MMT says the world works - what
is your feeling on it? Do you consider it valid?
JM: I don’t have a strong opinion on MMT. Do I find the idea that the state is not constrained by
taxing in order to spend plausible? Clearly that is the case - the state has great power, influence
and discretion. You only have to look at the nature of modern money - and by that I don’t mean
modern money theory, I mean modern money regimes - to see that clearly, they’re not constrained
in the ways mainstream theory assumes. This is empirically confirmed. You’ve only got to look at
Japan to see that. Fiscally, though there is the issue of the size and qualitative nature of
multipliers. More generally, in terms of accounting and so forth (Mosler) MMT has a lot to say.
At the same time, how can you use MMT once you get past the stylised arguments and into the
nature of how institutions really work in the real world? Again, it’s very difficult to say until you’ve
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done it. You can have a good idea about how you think things might work out, and you can also
have a kind of conceptual frame and say, ‘Here are a set of logical relations between things,’ but
logical relations of concepts in a theory or in a model - compared to real relations once you
implement them, they may be different - it’s still a model. The two may coincide, and you may
have good reason to think the things that you think, and that may be how the world turns out, but
nobody can be that confident that it will be the case until they’ve done it.
Of course, you then have the big issue of if you apply it in one country, is it reasonable, valid and
possible to do so? What kind of characteristics would that one country have to have in terms of
the nature of its economy through time, the evolution of its overall economy and not just its money
system? Again, that’s very difficult to say, despite the claims made by proponents. Then there are
the purposes that you use MMT for, as in what good things are you going to do with the way that
you change and reconstruct the way that the state monetises and so forth? What are you going
to use the money for? Obviously, Mitchell and people have arguments about that, but those are
additional to, rather than fundamental for, the very nature of modern money in the sense of saying,
‘What are the relationships of money?’ Because the other bits are about how you would spend it,
a different idea of institutionalisation and again, those kinds of issues are much more debatable
in terms of the normativity. They’re down to questions of how do we want to live and what is the
nature of a good society?
The context of that is changing. A lot of people are now fearing what’s been called the Fourth
Industrial Revolution. You don’t have to agree with McKinsey or the World Economic Foundation
and Klaus Schwab who are trying to define these technologies as fundamentally transformative
of the nature of the economy in a ‘Kondratiev wave’ sense. It may well be that they will create a
very different set of opportunities and possibilities. It won’t be a situation of whether we need to
work, in terms of whether we need to work because without us then we cannot have a productive
economy, which is useful for us in a social sense. It’ll be a question of whether we have a wage
system or a remuneration system which supports many of us doing alternative things. Or are we
going to be required to work because we still live in a capitalist economy which requires us to
have a wage in order to pay our mortgages and not starve to death? The question is, though, the
nature of our technologies may be fundamentally transformatively different, such that we don’t
require that system.
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Whether we’ll have that system is a different question, but that will also affect, and be affected by,
something like MMT, if we wanted to look at the state in those terms. Those kinds of institutional
issues are much broader and more interesting than just things about, ‘Will we have a full
employment economy? Can we create a full employment economy and what does that mean?’
Now, again, I’m not disputing that there are a lot of valid things in Bill Mitchell’s work, that’s not
what I’m saying - I’m saying the overall contexts for this as society evolves are not economic.
They’re about the very nature of how we live, of which one tiny part is that.
PA: That’s very interesting. What do you think about the Job Guarantee and the Green New Deal;
the link between the two?
JM: Having a Job Guarantee, and then having a situation where we measure our societies in
terms of the fact that many people work, have the right and opportunity to work, is different than
having a society in which we are required to or where the overall socialisation is that we should
be choosing work rather than choosing socially beneficial activity in a smaller sustainable
economy. Are we living in societies which have created sufficient abundance that we could have
a different way of living? Again, it’s very difficult to not sound like you’re hugging a tree to say
those kinds of things - but we live in times where difficult decisions may have to be made regarding
how we live but also societies where the very nature of institutional reality could be very different
based on the way in which we produce knowledge and technologies which allow us to live in the
world.
After all, capitalism in the form we understand it today, modern industrial capitalism, has only
been around for a hundred and fifty years, or thereabouts. Obviously, capitalism has a longer
history, and you get people talking about capitalism of various kinds over centuries, a thousand
years and all of that - but that’s not really the most important thing. If the nature of our societies’
potentials are changing, and then we look historically and say how different things have been in
the past, there’s no reason to think that MMT itself can be restrictive of the way in which we
conceive of the future. It could be part of a component of how we think about how the future will
be, but to say that that thing will be something like the job guarantee may be overstating how
important that’s going to be. I don’t think that, in the future, in a foreseeable future, we will be
thinking in terms of it being necessary that we produce jobs for many people, or anybody. We
need to produce a society in which we can all live and survive, and that, now, is becoming much
more of an important issue. Again, I’m not denigrating how important - within the societies we live
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today - working is, and how the basic dignity, meaning and also how just the financial aspect of
working is important to us, in terms of the way that we produce societies of one kind or another,
affect life chances etc. Clearly, work is important, but that’s not the same as constraint on
possibility.
PA: Would you say that neoclassical economics deserves the title of a paradigm, or is it unworthy
of that title?
JM: What do you mean when you say ‘neoclassical’? Because again, this is quite a debatable
issue. Most people use it as a term of abuse. Do you just mean mainstream economists?
PA: The idea of starting from axioms like utility maximisation, building models like indifference
curves, demand and supply curves, all that technical apparatus they use.
JM: So, when you say neoclassical, you mean New Classical Chicago School, circa 1950s,
building from Samuelson (even though he’s MIT) with nods towards the New Keynesians? You’re
putting those two together? But you mean a focus on the mathematical construct of a free market
taking it as an ideal?
PA: Yeah, it takes a market as a universal form, the idea you can get independent demand and
supply curves, the idea of equilibrium as a concept used in all of your thinking.
JM: Well, ‘neoclassical’ isn’t a term I would use myself all that much. It has a very specific meaning
if you want to look at in in terms of things like Chicago School and Stigler, places and people like
that. Today you’re looking at a situation where the nature of economics itself in terms of formal
theory and the mainstream is constantly diversifying, economists change different bits of what is
the axiomatic construct that most people would think of as neoclassical - and very few of those
people would then self-identify as neoclassical, they would just describe themselves as a subdiscipline specialist. From your point of view, though, they’d probably be neoclassical. They might
consider themselves to be an experimental economist, a neuro-economist, this, that or the other.
There are so many of these sub-disciplinary aspects, and focuses in terms of aspects of an
economy - so you could be an environmental economist, game theorist, etc. Claiming that they’re
all neoclassical is much more of a problem than claiming they’re all mainstream, because the
commonalities between them are a certain attitude to the world and way of thinking that certain
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ways of expressing the methods and formalisations are important, much more than saying that
the specific axioms of one kind or another are important.
Plus, of course, you’ve got the big question of what does neoclassical really mean? If you go back
and say it comes out of Jevons, Marshall and John Neville Keynes, for example; that idea of
neoclassical is very different. Veblen used it as specifically an argument about what he expected
to be transient, he expected to be changing soon. He says you’ve got people like Marshall and
then John Neville Keynes, who are both arguing in terms of what they consider to be the
appropriate way to do economics as an evolutionary science, but they say that their methods so
far and the overall frameworks remain based on what he calls the normal, as in a situation where
you’re constantly going back towards a stable state which is based on an average, and that
average is as if somehow periodisation was just a return to the same situation over and over
again. So, the fundamentals don’t change, despite the fact you’re saying it’s an evolutionary
system, it’s an evolution with no change. So, he was saying this idea of dynamics didn’t quite go
along with the very idea that they wanted to have, which is to go back to the preface of Marshall’s
1890 ‘Principles [of Economics]’ when Marshall and the idea of a ‘Mecca’ of economics would be
an evolutionary science. The aspiration and what you ended up with were very different, because
Veblen in the original essays was saying, ‘Well, this won’t last long because these people are not
idiots. They’ve already recognised the fact the the economy is an evolutionary entity, in which
case, you can’t carry on doing this thing which contradicts it.’ He was sort of right about tolerating
the contradiction, but what you can do is get rid of the evolutionary bit so that you’re no longer
contradicting yourself. He was quite wrong about what happenedPA: He took some ballast out of the balloon, but it was the wrong ballast.
JM: Part of that was of course because economics became increasingly mathematical. If you use
mathematics, you need periodisation, not time. We confuse periodisation and time, because if
things happen in time, that’s cumulative causal processes, they’re irreversible. When time
matters, rather than time is measured, then things are flowing through time and changing through
time. Whereas when you use periodisations, what you’re doing is using set or fixed expressions
of what can happen in time - if they’re mathematical, there are only so many things they can
express, and mathematics by form is always determination. All forms of mathematics - at least
standard maths that would get used by most economists - are determination, what else is a
function. Once you’ve got that situation, you’ve got periodisation, not real time. Of course, that’s
739

a big dichotomy in economics – even dynamics. It’s often just the measurement of something
through time (an unreeling inevitability) rather than the measure of something in time.
PA: That’s interesting. Now I’m going to ask you a little bit about critical realism. What do you
think of it, and is it compatible, to use Tony Lawson’s phrase, as an ‘under-labourer’ to
heterodoxy?
JM: Let’s clarify first. Tony Lawson is heavily associated with critical realism in the popular mind,
but if you ask him yourself (and I’m sure you’re going to) he will probably say that he’s not a
‘critical realist’. By that, he is not repudiating critical realism. What he is saying is that he is a
philosophical or ontological philosopher. So, he’s interested in realism, philosophically speaking,
and one way that has been labelled as ‘critical realism’ - but when you say ‘critical realism’ what
is it exactly that you mean? Most people would think of the work of Roy Bhaskar. Now, Tony is
obviously quite sympathetic to Roy Bhaskar’s work and as far as I know they were friends, but
they didn’t agree on everything. Also, there are many different ways that the term ‘critical realist’
is used by critical realists or people who self-identify as that. So when you say ‘critical realism’,
you are imputing something into the work of Lawson which he wouldn’t necessarily agree with
himself, and if you’re asking me the same thing I would also say that. I find it very uncomfortable
when anybody tries to label me as anything. I’m not a member of any school of anything. I’m the
same as anybody else - a person who has thoughts, and sometimes you agree with your past
self and sometimes you don’t and in general I think ‘I don’t quite know what I’m talking about.’
PA: If I were to make it a more open question, inasmuch as the idea of a realist philosophy of
sorts, could that form some sort of bonding structure for heterodox schools?
JM: Before we were talking about economics describing itself as a science and, as we pointed
out, how one of the major things missing from it is material processes, measured in terms of
energy and resources and everything else. It’s not fundamental to economics. You have to do the
sub-discipline of environmental economics to even think those things are interesting. That is very
odd. When the fundamental nature of the productive processes in an economy are part of a subdiscipline, rather than part of the fundamental definition of it, you have to ask how scientific
something can genuinely be. And there is a difference between environmental economics and
ecological economics on this too.
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Now, on this issue that you’re talking about, what we’re actually interested in, everybody is, is the
question of how does an economy really work? But because social reality is something we shape
ourselves - without being radically socially constructive and relativist about it – clearly, we
influence the nature of social reality, because a lot of it is bound to the rules that we make based
on what it is possible to do. Not everything is possible to do for many different reasons. Clearly,
what we want to happen isn’t necessarily what happens, and can’t be reduced to only our
intentions, but there are some things that we ought to prefer over others, one of which is a survival
economy (as in one we can live in) and another is one which encourages the flourishing of
humans.
Again, despite the fact that there are many things one can say about the nature of what it means
to be human, we are also essentially creatures that do have certain kinds of capacities and
characteristics, we flourish or suffer - so you can live in certain ways which cause harm to people.
We can do things to ourselves and others - relationally, psychologically, materially, physically, in
many different ways - that hurt us or help us. So, the question is, collectively, through time, how
do we learn to make better societies that we want to live in in different ways. That’s what we
should all be interested in - but economics itself is not interested in that. It absolutely isn’t. It’s as
if the economy itself, from an economics point of view, imposes certain kinds of ways that have
to occur for us to actually function. They say ‘Here are the essentials of human nature, we are
individualistic, calculative, instrumental creatures that maximise these things,’ as if somehow that
was realistic. Once you start from that position, you’ve already deformed the very nature of a
human, but you’ve done so in the name of a situation to say, ‘Well, the best possible outcomes
will be based on this market system of logics where none of us get to make any decisions
collectively or deliberatively.’ What matters is the fact that these things are unintended
consequences of our interactions, which are all self-interested. Now then, as soon as you’ve done
that, you’ve preconfigured our entire society to be selfish, whilst somehow you say we can have
an emergent society of the good.
The question is, how do you deliberately create societies which socialise us better? Socialisation
doesn’t then require us to become dupes of society, where we’re just social automatons - because
we make society, we argue about it, in the ordinary language sense we’re rational and reasonable
people, otherwise we wouldn’t be having this conversation. And learning is a process. One of the
things that we have to learn is that there are material limits, and some things we think we want,
we’ve just been persuaded we want, and they’re not really things that are of any use to us at all.
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Take the nature of the consumerist society that we live in - we venerate choice, we say, ‘You’ve
got all these choices and you’ve got the income to express that choice, you can rush around, you
can buy ten different kinds of these things, isn’t that brilliant?’ In some respects, it is.
At the same time, we’ve been socialised to think that that is great, but we also have the capacity
to think to ourselves that those are things that we really don’t need, don’t want, and the thing that
actually matters to us is the act of consumption, as in the act of the purchase, but not the act of
actually using that thing. In which case, we are never going to be satisfied by the process,
consumption itself is not about those things - so what you’re actually doing is destroying the planet
for no purpose. The use of that thing is not the thing that you value - it’s the process of acquiring,
in which case, something has gone very badly wrong with our social systems. If we got past that,
perhaps we wouldn’t be destroying the planet so quickly. That doesn’t require us to have a
situation where we’re denying ourselves things, it requires us to have a situation where we
educate ourselves better to not want things which are basically not doing us any good at all. Then
we would have a very different, more limiting situation, but limiting without actually being
something which is oppressive. That’s a very important thing, but of course to do that, we need a
very different way of constructing our societies, because we currently live in a situation where
economies can only expand, and if they don’t expand they collapse. We need a way of thinking
about how we could have an economy which would be smaller, reasonable, and yet stable,
without collapsing because we’re not actually expanding it. That is a massive challenge at the
moment, and that’s a fundamental issue that we should all be interested in.
So, if you ask if we can have something which unites people in terms of economics, heterodoxy,
anything else, what matters to us in the end is none of that bullshit. It’s that we live in one reality,
and that reality imposes certain things on us. It’s the problems of economy, society and the reality
we live in which should concern us, rather than thinking to ourselves in terms of these ridiculous
constraints of, ‘Well, I agree with the Marxists on this…’ - is that the really important question?
What we should all be asking ourselves is what is the nature of the problems we are all dealing
with, and how can we collectively come up with solutions to those things? Again, that doesn’t
require you to agree with me in terms of the nature of norms, but it does require you to agree with
me that there are norms to argue about in terms of how it is best to live and how we can all live
and survive collectively, and flourish.
PA: Many thanks, Jamie. That’s been a very interesting and thought-provoking interview.
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x.

R2 (2) Dr. Ioana Negru: Interviewed by Skype, 30 May 2019

PA: Which field of economics would you consider to be your specialism?
IN: I think my broad specialism is philosophy and methodology of economics. I have done work
in various schools of thought, such as Institutional economics, Austrian economics, ecological
economics, and also the economics of the gift.
PA: And what do you think are the main issues relevant to those fields?
IN: I think the field of methodology of economics is relatively new and many economists pay little
attention to it, especially mainstream economists. I think their emphasis is more on mathematics,
econometrics and the use of mathematical models, and this is to the detriment of qualitative
analysis, and especially openness to methods advanced within other social sciences. I think this
is the main issue regarding the field of methodology. I wish economists would pay more attention
to it. What I stand for, in relation to the first question as well, is a trio I think will bring more progress
and change in economics, which is if economists would just know or use more pluralistic analyses,
more methodology and more ethics, the economic profession would benefit.
PA: I would agree with all of that, as you would imagine, Ioana. What role does history have to
play in your work?
IN: It is a very interesting question. History plays two roles in my work. So, the first issue is I use
history in my research activity, as I have written a paper on it called ‘A Brief History of Pluralism
in Economics’, published for the International Journal for Pluralism in Economics Education,
edited by Jack Reardon. I use history in my teaching, which may be more interesting. For instance,
I have been asked by SOAS to provide the tradition of teaching history of economic thought to
undergraduate and postgraduate students, which I did. Also, I used heterodox economic history
when teaching disciplines such as macroeconomics and global economic policies.
PA: And in terms of maths, do you use maths, and if so, how do you use it?
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IN: That’s again a very important question for economists. I see the use of mathematics almost
as a tool, and it’s subordinated to reasoning and logic. Until now, I have used only statistics in my
published work and intend to use some econometrics in the near future. Something interesting
regarding my background is that I had my bachelor’s degree in Romania, and the economic
transition from communist to capitalist has had deep influences on the education system. As such,
at undergraduate level I have not been taught econometrics or research methods, so I have tried
to cover that gap through self-learning.
PA: Well, many people would say that if you’ve missed econometrics, you’ve not missed an awful
lot, but I guess if you want to get on in the discipline you need to know that!
Now, I’m going to move onto monetary and fiscal issues. The first question: to what extent are
you familiar with the credit (Innes) and state (Knapp) theories of money?
IN: This is an interesting question, and I know less about this area, but I will try to provide an
answer. I am aware that in 1913-1914, Mitchell-Innes had published two important papers on the
nature of money. There is an interesting book of Randall Wray’s [1998] where he actually traces
the generality back to Keynes and Knapp and followers of this type of approach. So, I think from
what I understand from reading some of these theories, is that the state imposes a liability, in the
form of generalised unit of account, which is money, used for measuring the obligation. Now, this
approach doesn’t require the pre-existence of markets, it kind of predates them. In a way, this is
the basis for Modern Monetary Theory, and it kind of links obligatory payment, like taxes, with
money. This is the little bit that I know regarding the credit and state theories of money.
PA: And from what you know of it, is it something that attracts you? Would you rather reserve
judgement? Or are you more supportive of the Mengerian commodity theory, which tends to be
regarded as its counterpart?
IN: Well, it does attract me, but I would need to know more. So, for instance, I just bought some
books on Modern Monetary Theory and considered some articles, but I cannot respond more to
the question in terms of what I am attracted to simply because I do not know enough about Modern
Monetary Theory.
PA: I appreciate that. Would you consider the quantity of money to be exogenously or
endogenously determined?
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IN: I think I would go for endogenously determined as a result of interactions of various economic
variables.
PA: And would you think banks are pure intermediaries, or do they create money through credit
expansion?
IN: Here I would go for a nuanced answer, in the sense that I think the view that banks are
intermediaries is a very neutral view of what banks do. To some extent it is correct, but I also think
that they are able to create money via credit expansion. Also, they are creators of financial and
economic instability, or they can be, as the general financial crisis has illustrated.
PA: I agree with you there, Ioana, as you might imagine! Most people now would say that the
central bank sets the short-term or overnight interest rate. The question is, do you think that the
central bank, for countries with their own currency, can set the whole yield curve if it wanted to?
Or does it not have the power to do so?
IN: We can look at the Bank of England’s monetary policy committee, which meets once a
month to set the interest rate which will enable the inflation target to be met. I think this interest
rate is different to the interest rate charged by the high street banks, it is the interest rate at
which banks lend to each other, the same as people. Now, I think the textbook models involve
the central bank adjusting the quantity of reserves, through open market operations. This
changes the interest rate at which the central bank supplies reserves. I have learnt, especially
from the people from NEF, the New Economic Foundation, that the UK has recently moved from
a system of reserve-targeting scheme to a floor system central bank money, consistent with
quantitative easing. I generally think that the Bank of England, given its monetary instruments,
has relatively direct control commercial banks and over the money that is created in the
economy as a whole. I think in the same way it doesn’t have control over the whole spectrum of
the interest rates in the economy.
PA: The next area is very personal to you - what do you understand by the term ‘heterodox
economics?’ Which groups of economists would you include?
IN: I have a ‘longish’ answer, but I hope a very interesting answer. First, Fred Lee defined
heterodox economics as a theoretical explanation of the social provisioning process within the
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capitalist system. I would also say that heterodox economists make policy recommendations that
must be based on a methodological approach characterised by realism and grounding theory in
history. The term ‘heterodox economics’ refers to economic theories which are, in various ways,
opposed to or are an alternative to the dominant form of economics. If the term ‘orthodox
economics’ is an undesirable heritage from an age of conviction in the infallibility of science - it
means following the ‘right type’ of economics - then ‘heterodox economics’ implies opposition and
dissent to a generally accepted paradigm.
Neoclassical economics emerged before the 1900s and is founded on a particular approach
based on maximisation, individualism, optimisation, rationality, and formal mathematical models.
What constitutes mainstream economics and dissent depends entirely on the historical and
institutional context in which these academic theories develop across time and space. Thus, the
use of all these terms has positive and negative connotations. What is classified as orthodox and
heterodox in economics has varied across time and space. Take neoclassical economics, or
Austrian economics, or Institutional economics - I think they have all emerged as heterodox
theories as dissent to a dominant perspective. For example, neoclassical economics appeared
as a reaction to classical political economy, and Institutionalism to neoclassical economics.
So, I would say that some examples of heterodox schools would be Austrian economics,
Institutionalist economics, feminist economics, critical realism - and we have many colleagues
who, I think, cooperate within the boundaries. However, there are also cases that are more difficult
to categorise - for instance, I would say David Colander, I would describe David Colander as
having one foot in heterodoxy, one foot in the mainstream camp. He is more difficult to categorise.
Basically, the term ‘heterodox economics’ has varied over time and it could mean anything to
some extent. But overall, I think there are a few groups which are all opposed to mainstream
economics and they are characterised by certain traits. For instance, I think they are characterised
by pluralism, by the existence of a community of heterodox economists, and also by the existence
of a certain alternative paradigm.
PA: And to what extent do you think that these heterodox groups have compatible or even
complementary views?
IN: I think they are united in a criticism towards defining traits of mainstream economics, and in
this they can overlap. For instance, one criticism of mainstream economics that comes from most
746

heterodox schools is of atomism and methodological individualism. Another interesting example
is that Post-Keynesians and Austrian economists both criticise the use of equilibrium on which
mainstream economics is based. Critical realists and Austrian economists are united in their
attitude towards mathematics, a very negative view towards mathematics in economics. I think a
lot of the heterodox views are complementary and compatible.
PA: In terms of the communities you’ve worked in, what’s the attitude towards heterodoxy?
IN: Heterodox economists consider that they have a realistic and viable alternative paradigm to
NCM, however, the economics profession is very conservative and the pace of change is very
slow. Mainstream economists have acknowledged the revival of Keynes and Minsky but broadly
the situation has remained the same since the GFC.
PA: And you’re teaching undergraduates and postgraduates now, are you, Ioana?
IN: Currently, I work in a business school which includes a management, marketing and business
administration department and I teach two pluralistic courses to postgraduate students - ‘Global
Economic Policies’ and ‘Research Methods’. We do not yet have an economics degree in our
business school.
PA: Now I’m going to move onto the new consensus macro and the global financial crisis (GFC).
When the GFC hit, what happened that contradicted the expectations of the mainstream?
IN: I think that GFC showed that there are at least four key issues facing NCM: the way economics
is taught within departments worldwide; the theoretical assumptions of models; the limited
methodology used (formalist mathematics and econometrics); the lack of pluralism within the
profession. These were the four elements. The GFC has provided significant evidence that a
scientific conception based on prediction is untenable or insufficient for the needs of economics
as a discipline.
PA: I would agree with you there. Next, what effect do you think the GFC has had on the
hegemony of the new consensus macro, its ability to control the whole discipline?
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IN: Sadly, the effects upon NCM do not match the economic and social implications of the GFC.
The hegemony of NCM remains unaffected. However, I would like to point out one small victory
achieved - the student movement, heterodox economic student organisations such as ‘Rethinking
Economics’, has helped the fight for heterodox economics for the emergence of new textbooks,
new materials, the acknowledgement of the importance of pluralism in teaching of economics and
the return of interest in a heterodox economic curriculum worldwide.
PA: Looking to the future, do you think that heterodoxy has any potential to be a rival or even a
replacement for the NCM? Or do you not see that happening in the foreseeable future?
IN: I think heterodoxy represents a viable alternative to the NCM – there is no doubt about it
– and various schools have a range of solutions to contemporary economic problems. I
am less optimistic about the time horizon which will apply with respect to the
replacement of the hegemony of NCM. However, something that can help the heterodox
movement is working towards grounding heterodox economics in a conception of science, a
synthesis at the level of macroeconomic theory and a microeconomics ala Fred Lee.
PA: Now, I’m going to talk about MMT. If you want to comment, that’s entirely up to you. Are you
familiar with MMT’s theory of operational reality, and if so, to what extent do you support it?
IN: I don’t know enough about MMT to respond to this section.
PA: That’s fine. I might move onto methodology - how would you describe your approach to
methodology?
IN: I am a pluralist economist and I am still deciding what type of realism I endorse. I also endorse
‘mixed methods’ research in my applied economics as a form of methodological pluralism. In
terms of my methodology or my paradigm, I am one form of realist but I haven’t decided exactly
which yet! Realism is one of the few philosophies which encourages mixed methods research
and encourages openness.
PA: In terms of economic theories, is there one that you prefer over the others? If so, why?
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IN: I am just a pluralist economist, and although I have done work in a few economic schools of
thought I do not endorse (yet) a particular substantive approach, I still hope I can build an
economic synthesis and enhance my own understanding regarding economic issues.
PA: Do you consider pluralism in economics to be valuable? You can be specific or general.
IN: Absolutely. As someone who has written extensively on pluralism, I do find pluralism not only
valuable, but a necessity in economics. I think economics would benefit from more openness and
tolerance at methodological and epistemological levels regarding the way we build knowledge.
Economics would benefit from a pluralist approach to teaching - this would help us understand
the complexity of the economic world and develop approaches to understanding the economy. In
fact, this links back to my ‘trio’ - I stand for the advancement of ethics, methodology and pluralism
in economics. I think that would bring change and progress within the economics profession I
illustrate all this in my book [The Ethical Formation of Economists 2019].
PA: I’ll move onto neoclassical economics. Would you regard it as a paradigm? Is it worthy of the
scientific status to be called a paradigm in a Kuhnian sense, or a Lakatosian ‘scientific research
program?’ Does it deserve either of those titles?
IN: I think the maximisation hypothesis is an example of one paradigm. Neoclassicism has an
agenda that contains two issues. One is deduction, and the second issue is individualism. The
neoclassical agenda acts as a paradigm, or as a research program, à la Lakatos.
PA: Looking at your experience of how heterodox economists behave, do you think that they work
as a community as opposed to just within their own schools? In their everyday work are they
usually just Marxists thinking about Marx, Post-Keynesians thinking about Post-Keynesianism they maybe come together at conferences, but there isn’t really a community? Or do you think
there is a real community sense where they’re working more jointly on projects?
IN: This is an interesting question. In ‘A History of Heterodox Economics’ (2009), Fred Lee argues
about a community of heterodox thought. I think there are challenges coming from working within
a community and within a certain school of thought. Very often, heterodox economists have been
accused of not being very pluralistic because they defend a certain substantive position. There
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are fierce debates among many heterodox scholars but this is likely to enhance the engagement
within the scientific community.
PA: What do you consider to be the features of a heterodox paradigm? Now, if you don’t like the
concept of a paradigm and you want put in ‘worldview’, what would a heterodox worldview be?
Or do you not think it’s a particularly good question?
IN: I think we need a common philosophy of economic science and a synthesis at the level of
various sub-disciplines in economics to avoid fragmentation. I think there are many visions of a
heterodox paradigm, as outlined by scholars such as Sheila Dow. Fred Lee emphasises the three
important elements that characterise heterodoxy: a group of theories; a pluralist community of
heterodox economists; an opposition towards the mainstream. I tend to agree with this.
PA: I don’t know if you’re familiar with critical realism - from Roy Bhaskar, Tony Lawson and so
on - if so, do you support a realist philosophy? Is it not something you’ve looked at particularly?
IN: I am familiar with critical realism and I have been, for many years, a member of the Critical
Realism Workshop and Cambridge Social Ontology Group, with Tony Lawson. I respect critical
realism in particular for two things - emphasising the need for an ‘ontological turn’ in economics,
and for bringing the discussion on mixed methods and triangulation into economics.
PA: I think critical realism could potentially under-labour a heterodox paradigm. To what extent
do you think critical realism could be a potential under-labourer - it could be one of many - for a
heterodox paradigm?
IN: I don’t know if you’re aware of this, but Fred Lee’s dream was that critical realism would
become the foundational ground for heterodox economics, launching a call to all heterodox
economists, including Post-Keynesians, to become critical realists. I think critical realism might
have such a role, but as a precondition, I think CR would need to take a role in building the
grounds for qualitative analysis in economics (it has been very critical of universal mathematical
formalism, but perhaps not as forthcoming in suggesting qualitative alternatives). What I think it
needs to do is suggest a means for building an array of tools for research in applied economics.
The use of retroduction is very interesting, but I still think we have lots of work to do regarding
building these research methods.
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PA: The final question would be if you were to look at the economic profession and also the
external political environment, there will be factors that promote the growth of heterodoxy, and
there will be factors which will tend to hold it back. Do you have any thoughts on that?
IN: When the GFC emerged in September 2007, I generally thought that we would experience
paradigm change and I was very disappointed that things broadly remained the same. One
particularly crucial factor is education. There are also issues with the rankings of journals. There
are also factors undermining the work of heterodox economists, such as the difficulty of teaching
pluralist courses in economics.
I go back to what we have to do, though. If we are criticised as not viable alternative, we have to
work out why. That is why I think building on a rigorous conception of science is very important.
We need to come together on key issues, such as sustainability - if we can do that, this might
help us build an alternative to the mainstream. What will also help this challenge is the student
movement and their requests for the introduction of pluralism into teaching. We ought to build on
the commonalities between mainstream and heterodox economics and accept the need for
pluralism in teaching and a new emphasis on the history of economic thought into the curriculum.
We need to build further bridges for improving the discipline of economics. In summary, we need
to build on the progress we’ve made so far in developing theories and how they link to the
underlying conduct of science.
PA: Many thanks indeed, Ioana- it’s been a brilliant interview.
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xi.

R2 (5) Professor John Smithin: Interviewed by Skype, 9 July 2019

PA: First question, which field or fields do you consider to be your specialism?
JS: Monetary theory and (I suppose I would say) the philosophy of money and finance.
PA: What would you consider to be the main issues relating to those fields, currently?
JS: There are five of them that I am explicit about in my book, published last year [Rethinking the
Theory of Money, Credit, and Macroeconomics]. Number one, the ontology of money, number
two, endogenous versus exogenous money, number three, the determination of interest rates,
most importantly, the determination of real interest rates - that's crucial. Fourth, the choice of the
monetary policy instrument, which, of course, has to be the nominal policy rate - there is no
chance of controlling the rate of growth of the money supply as in monetarism. And, fifth, then to
establish (which I think we’ve done) the non-neutrality of money in both the short-run and the
long-run.
PA: To what extent is history important in your work, John?
JS: This is a difficult one, actually ... my basic idea is that philosophy drives history (philosophy is
the mover of history) and not the other way around. So, if one’s philosophy and economic theory
are correct then it should be able to explain the history. You can’t go from the history to the theory.
You have to start from philosophy and theory (which should be a realist theory - based on social
ontology). The philosophy drives the history.
I’ll give you an example of this (I know it’s a difficult thing to get your head around). With reference
to the possible existence of commodity money, there has been recent debate in the Cambridge
Journal of Economics involving Geoff Ingham, Tony Lawson, and my York University
colleague, Mark Peacock. Tony’s position is something along the lines that as there have been
examples of commodity money and credit money in history ... therefore the explanation must be
able to incorporate both of the above. I don’t think that it is the way to approach it. It’s not a
question of an evolution from commodity money, to credit money, to electronic money, and so
forth. Ontologically speaking, money is credit money, that’s what money is, that’s the nature of
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money, that’s the essence of money. The appearance of commodity money at different points in
history must therefore be a question of economic sociology. The obvious explanation, taking a
cue from MMT, would be the acceptability of commodity money in the payment of taxes. Money
is not money by virtue of being a commodity, or by virtue of being a use value. If somebody
decides to accept commodity money as payment of taxes then that establishes it as money. It’s
a sociological question as opposed to an ontological question …
PA: Very eloquently put, John. I would agree with everything you said! Moving on to maths- how
important is maths to your work? How do you use it?
JS: Well, you cannot start with mathematics, that’s the point. Neoclassical or mainstream
economics does do this (starts with mathematics) - its impetus is essentially Cartesian and
idealist. The usual critique of idealism is that it’s not possible to arrive at ‘things’ from thought. It’s
the other way around. You have to start from things. You get to understand/grasp things by
thinking about them. So thought itself - i.e., mathematics - cannot be the starting point. It’s no
coincidence that Descartes was a mathematician and putting it that way round - deducing reality
from mathematics so to speak - has been very much the programme of the neoclassicals. It’s
quite obvious that their approach has used Bourbakian mathematics, for example. The people
that brought in Walrasian theory, like Gerard Debreu, were firmly in that tradition, that French
tradition. So, mathematics cannot be the starting point. This is my criticism of the use of
mathematics in neoclassical economics. It is the same as the standard debate between idealism
and realism in philosophy. Unbeknownst to themselves ... I guess, perhaps the neoclassicals are
idealists? Or universalists …
However, it’s not possible to dispense with mathematics altogether - contrary to the view of critical
realism. You referred earlier to the four-stage schema, metaphysics, epistemology, ethics,
politics. Well, what mathematics should be is an epistemological device, and answer
epistemological questions - specifically monetary macro ones. It also can be used to some extent
within political economy, for example for questions of income distribution. But the mathematics
shouldn’t be connected to ontology and metaphysics. That’s what the fault is with the neoclassical
approach, and also those aspects of the heterodox approach that start with the mathematics.
PA: That’s very interesting perspective John. I’ll move on to the monetary and fiscal issues. To
what extent are you familiar with - or support - credit and state theories of money?
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JS: I am familiar with both - very much so. As you know, I have my own credit theory which I
believe to be superior to all the others. What I think is important to understand is that when we
talk about a credit theory of money, that’s what money is. In principle, it is credit. That’s what
money is, logically. I am not quite sure, however, that I like this mixing of credit and state theories
because the state theory of money is a question of economic sociology. It is specific to a particular
social system. In principle, money is credit but, in sociological practice, who has the ultimate right
to extend the credit in the particular social systems in which we live? It tends to be the state. The
credit theory of money per se, on the other hand, is a question of the ontology of money.
Corresponding to those four branches of philosophy we can also say there are four academic
disciplines which are needed, social ontology, economic sociology, monetary macroeconomics
and political economy (which brings together the ethics and politics). The discussion of credit
theory - that’s a question of the ontology of money. The state theory of money is a question of
economic sociology.
PA: Well, I hadn’t thought about the issues in those terms but it sounds about right to me, John.
I don’t disagree with anything you’ve said. Do you think the money supply is exogenously or
endogenously determined?
JS: Endogenously.
PA: I think this is going to be another straightforward question for you, John; do you think banks
should be regarded as pure intermediaries between savers and borrowers or do they create
money by extending credit?
JS: Well loans create deposits not vice versa, it’s as simple as that. I remember giving a talk at a
conference a few years ago and there were quite a few distinguished economists in the audience.
I started by saying something like, ‘well, as we all know, loans create deposits …’ as I thought the
group I was talking to would be au fait with that. I won’t mention names, but to my surprise some
very well-known economists questioned that statement. The conversation went on for a long time
after the session was over, I can tell you that. I never expected that proposition to be challenged
but I guess it is.
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PA: Yes, there’s an interesting paper that you may be familiar with by Jakob and Kumhof [2015]
concerning adapting DSGE models to include banks as entities which create money through
lending rather than as pure intermediaries. I heard Michael Kumhof speak and he suggested that
it is quite difficult to get mainstream DSGE modellers to make the leap from the models to the
reality of banking.
JS: Well, again, you can’t let the mathematics determine your ontology.
PA: We agree on that! I will combine the next two questions. I know you have written extensively
on this area - especially on the idea of a real interest rate rule. First, how would you say the
interest rate is determined and second, if a country has its own currency under floating exchange
rates, is its central bank able to control the whole spectrum of risk-free rates?
JS: As I discuss in the fifth chapter of my book, which I think you are currently reading, I consider
that there is no doubt that the value of real policy rate (set by the central bank) determines the
basic parameters of the yield curve. So, yes, in that sense it sets the shape of the curve. If there
are any discrepancies in interest rates [over the curve] - any changes - it is simply due to liquidity
preference considerations at longer term maturities. I think the theory I discuss in the book is able
to integrate endogenous money and takes full account of the contribution of monetary policy in
setting the nominal rate and thus, given the currently observed rate of inflation, the real policy rate
- in that sense. Also the ‘slippage’ between that rate and other rates in the system.
I added something here which I’ve been thinking about recently because it has come up
increasingly in policy discussions. I’ve come to think that the proposition that an inverted yield
curve is the harbinger of recession is dubious. This is for two reasons, one, because it is
expressed in nominal terms rather than real terms. So, who can possibly tell what long-term
expectations of inflation might be? This is the nominal yield curve you are talking about?
PA: Yes...
JS: There is a second important point and this is something that Reed Collis (of York University,
Toronto) wrote about in his thesis last year - he now works for the Royal Bank of Canada. The
point is that the yield curve only reflects sentiments in the financial markets - that what it’s all
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about. One thing we have discovered is that ‘animal spirits’ can be a very different kettle of fish
for different specific groups. Sometimes, to put it colloquially, the views of Main Street are very
different from those of Wall Street. The ‘recession view’ is the Wall Street view. Indeed, throughout
history Wall Street seems always to have acted somehow to disrupt or constrain the real
economy, whenever it gets going. I’m thinking now about the current situation in the US, obviously.
In the US, the views of Main Street and Wall Street right now are very divergent.
However, I am not sure of the extent of relevance of this to your question.
PA: Oh, it is relevant. Thanks, John. I will need to think about what you’ve just said.
I will move on to heterodox economics - what do you understand by the term ‘heterodox
economics’ and which groups of economists might you describe as heterodox?
JS: Heterodox means against the mainstream. The problem is that though that heterodox
economists never agree with each other. Examples would be Keynesians versus Marxists versus
Sraffians … Austrians versus everyone else. That’s an ongoing problem. And the other issue I
have seen over the years is that each of the heterodox groups I have mentioned have seem each
to have their own rigid orthodoxy - there is no real effective communication between these groups.
There are orthodoxies within heterodoxy so to speak. So, what I have tried to do over the years
has been to develop my own system. ‘There is no alternative’, as Margaret Thatcher used to say.
PA: And since you’ve answered the next question, I will move on to the following one; in the
community you generally work in - maybe, York University over in Canada, or a broader context
- what is the general attitude to heterodoxy?
JS: I don’t work in a broad community so it’s a difficult question to answer, and I have retired
now and I don’t mix widely. What I would say is that in policy-making circles they are more
receptive to heterodox ideas maybe because they are in the firing line. In academia, I don’t
consider there has been much movement [in terms of accepting heterodox thinking]
PA: I know you are a heterodox economist working in a university. Have you taught both
undergraduates and postgraduates?
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JS: .Yes both. I had a joint appointment in the Economics Department and Business School at
York University,Toronto. I taught mainly graduate students, just one undergraduate course per
year (third year) - Monetary Economics and Financial Institutions. That was a successful course,
but otherwise I have relatively little experience of teaching undergraduates.
PA: I’ll move in to the possible effects of the global financial crisis (GFC) on the hegemony of
mainstream economics. Did we observe economic outcomes which contradicted the expectations
of mainstream economists? What were they?
JS: The expectations of the mainstream were very clearly contradicted. Two things I might stress.
When we consider the 1930s, and now the GFC in the twenty-first century, we can see that the
neoclassical theory of barter and, for that matter, the whole mathematical theory of choice are a
totally inadequate basis for a theory of capitalism. In fact, they don’t even try to address the issues
of capitalism. The other point is that the theorems of statistical probability theory do not apply in
the social world. We saw this nine decades ago in the 1930s, and again in the GFC in our own
time. History repeating itself ... underpinned by a lack of understanding of money and the role of
money. I will say more about this later.
PA: Thanks John, and how would you assess the effect if the GFC of the hegemony of the
mainstream?
JS: I would say there has been very little impact, especially in academia.
PA: Going back to heterodoxy - and I know that you consider there is little cohesion within it what to consider its chance of replacing or even challenging the mainstream in the near future?
JS: Well, I do have to say this ... in the long-term I hope my own theory should have an impact.
That is if anyone ever bothered to read it! Does heterodoxy in general, as currently constituted,
have any hope of replacing the mainstream? I think that the answer to that question must be no.
PA: Thanks, John. I will move on to MMT. To what extent are you familiar with MMT and do you
agree with its approach to operational reality?
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JS: Well I’ve never heard the term [operational reality] before but it effectively seems to describe
my own approach. I’ve talked with Warren Mosler a few times, actually. I might not agree on all
of the specifics, but I agree on the need to look at what actually happens in the monetary system
- it fits with my own approach.
PA: To what extent do you agree with MMT’s view that taxes don’t fund spending and the
government must spend or lend before taxes can be paid or borrowing carried out. Do you support
the distinction made by MMT between countries with their own sovereign currencies, operating
under floating exchange rates and those who operate under a fixed exchange rate or gold
standard when a government’s spending is considered to be constrained by taxes or borrowing?
JS: Your question is written as ‘do taxes fund spending in a functional sense or an ex-post
accounting sense?’ My answer would be neither sense. That’s not what taxes do ... I mean there’s
nothing to stop a budget deficit as a [given] percentage of GDP continuing forever ... in my models
the equilibrium debt-to-GDP ratio is always an endogenous variable. So, I would say - neither
sense.
PA: Yes, perhaps I should have said, ‘are taxes merely an ex-post record of previous spending
refluxing back to the state…?’
JS: You mean that that taxes are not needed to fund spending when countries have their own
currencies under floating exchanges? Clearly, yes. Also, if you’ve read my book you will have
seen that I note that the same is the case for countries under fixed but adjustable exchange rates,
for example under the Bretton Woods system. Perhaps they didn’t realise it, they didn’t think of it
at the time – but they could have utilised independent policies.
However, for countries that operate in a hard peg - for example the euro - these are unstable
regimes and will eventually collapse. In a currency union, taking a hard peg to it’s logical
conclusion, it’s clearly not possible for individual governments to achieve anything
[independently], the countries in the union effectively become provinces …
PA: I’d agree with that, absolutely!
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Moving on to the next question - if, say, the US government bought a nuclear submarine from a
defence contractor what would be the balance sheet effect at the Fed and the bank where the
contractor has its account?
JS: I think that you do have to investigate those questions in detail. If you look at that paper I
published in the Cambridge Journal [of Economics], the only way I think you can find the origin of
profits is by literally tracing through a series of balance sheets. You just have to do it. My favourite
way of doing it is just by putting in some arbitrary numbers to the system. You can see it if you go
through the banks’ balance sheets and their income and expenditure statements - you’ll see if
profits are being made. The point is that for there ever to be monetary profits some entity,
somewhere in the system, must have borrowed the money, be it the state or the private sector or the foreign sector borrowing domestic currency. Someone, somewhere, has to borrow in order
to create profits for others.
PA: Can you describe the nature of quantitative easing in a sentence?
JS: How about two…?
PA: OK, I'll take two!
JS: [Laughing] A waste of time….
PA: [Laughing] Well, I’d certainly agree with that!
JS: It breaks me up when they say ‘unconventional monetary policy’ when describing changing
the quantity of money. It does not work in a system of endogenous money. You have parameters
on the supply side and parameters on the demand side. All that happens is that the demand side
parameters adjust to meet the supply and it doesn’t work [nothing significant happens]. Some
people have come up with some very complex explanations, but in essence all that is happening
is that you have injected more money and it has simply been absorbed.
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PA: What MMT tends to do is consolidate the Treasury and central bank, especially as a
pedagogical tool. MMT considers that the two must work in close cooperation with each other.
Do you consider this consider this consolidation to be valid?
JS: Well, I do think that the idea leads to misunderstanding. Formally, it’s valid but it does not
help. In Canada, the Bank and the Ministry of Finance are both agencies of the same government,
but operationally and practically they are separate. Unless you keep them separate in your
analysis it’s not all that easy to understand what’s going on. Perhaps to some extent, the
consolidated treasury and central bank goes against what we were talking about earlier - the idea
of policy realism or operational reality? Keeping in mind that it’s formally valid, I don’t think it helps
develop understanding.
JS: That’s an interesting answer, John, thank you. I’ll move on to perhaps the most controversial
aspect of MMT - its support of an employer of last resort policy or Job Guarantee, particularly it’s
contention that using a Job Guarantee would provide a price anchor and therefore be an effective
means to ensure both full employment and price stability.
JS: If there is only a one word answer to the question ‘do you consider an employer of last resort
policy to be a viable means to ensure full employment and price stability?’ it would have to be no.
But it’s not as simple as that. Is full employment enough by itself? Should we even be interested
in price stability as opposed to inflation stability? As you know, I value real interest rate stability
above all. That’s what seems important to me. I would like there to be full employment with high
real wages. From my point of view, in the central theory that I have, there is a positive relationship
between real wages and economic growth. Therefore, the task as I see it is to have all of high
growth, high real wages, low unemployment (why not zero?) and to stabilize inflation. To obtain
any particular target level of inflation there needs to be a consideration of other policies, notably
fiscal policy itself. To get any deeper into that question we would have to talk about the details of
economic modelling. This is a particularly difficult question because you need to establish the
determinants of inflation. If you accept (or ar least are willing to debate) my view that a lower
average tax rate leads to lower inflation and a higher average rate of tax leads to higher inflation
(and I see no reason not to accept that because I think it’s true both in theory and empirically) then you would be able to seriously discuss these issues. At the moment, however, the debate
between those who support ELR policy and those who don’t lacks any theoretical basis.
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Your next question relates to whether MMT should be regarded as a legitimate aspect of PostKeynesianism. Well, I would certainly regard it as legitimate. My own position is very close in spirit
to that of MMT - as far as the core theory is concerned, rather than the associated policy
recommendations. I would see MMT as operating within Post Keynesianism, not within
heterodoxy in general – it is quite antithetical to Marxism for example. The main proposition of
MMT is that a sovereign government with its own currency under floating exchange rates (or
under fixed but adjustable exchange rates) faces no purely financial constraints. Would you agree
with that?
PA: I would agree with that - certainly on the first case of floating exchange rates. Such a nation
faces real, not monetary constraints.
JS: I have subscribed to that view since my PhD days. When I did my PhD in 1982 perhaps I did
not understand the exchange rate issues fully. Then I understood the principles in a closed
economy, and now I understand the exchange rate issues. I consider that essential proposition
of MMT is correct, but I don’t see the logical connection between that and the various policy
positions that have been associated with MMT, be it employer of last resort, the zero interest rate
policy [ZIRP], or now the Green New Deal. If there are no financial constraints you can introduce
any policy you like. But still you need to discuss each policy on its own merits. There is no
necessary connection between the basic proposition about finance and specific policy
recommendations. I have been arguing in this way since the mid-1990s, for example at hearings
on the financial system and banking at the [Canadian] Ministry of Finance.
Because of my ZRPR (zero real policy rate) proposal I have a particular problem with the ZIRP
(zero interest rate policy). That requires setting the [nominal] policy rate at zero and will lead to
inflation and other forms of economic instability. It is the source of instability, actually. The fact
that central banks have typically used a nominal interest rate peg (at least between each meeting
of the OMC - and often much longer) is what explains much of the actual instability observed in
history – from the South Sea Bubble to the Great Depression to the GFC (and in both directions).
The GFC seems to have been a question of an active imposition of instability by the central bank
due to the malign influence of the ‘Taylor Principle’ on early twenty-first central banks. It was then,
of course, made worse by reversion to a nominal peg rather than a real rate rule. I would
emphasise that first we need to identify the financial constraints if any. But once that is done we
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need to move on to another debate - what should the correct policy setting be in terms of
influencing distribution, growth, employment, etc.?
PA: That’s very interesting, John. Thank you.
When you were working at York University what was the attitude towards MMT
JS: Well I would say, the mainstream economics profession would not even been aware of MMT,
certainly not until recently when the link between MMT and the Green New Deal raised its profile.
PA: I will move on to the final section, John.
You have provided such detailed answers so far, that you may find answering all these questions
in detail means you end up repeating yourself! Have a look at the questions and respond as you
think best. Anyway, having said that, how would you describe your approach to methodology?
JS: That’s what I have done, in fact I’ve picked out the key questions - and the first one is one of
them. I’ll just go on from there …
PA: That’s fine, John. Please take me through this section as you would like to.
JS: As we have already noted, for a correct methodology, four steps have to be taken, in this
order … first, a realist social ontology, second economic sociology - notice I don’t say
microeconomics - then monetary macroeconomics, the issues we’ve just been discussing - and
then political economy. But a lot of the discussion around MMT and heterodoxy in general has
really been a mixture of these things, heterodox economists have mixed those things - the
ontology, the economic sociology, the technical aspects of monetary macroeconomics, the
political economy, not to good effect. It’s best to keep them separate. I must stress that economic
sociology and monetary macroeconomics are actually epistemological devices within the
framework. It’s not a question of developing economic theories and then testing them by
econometrics - [decisive] economic testing, per se, is not possible in the social world. Political
economy meanwhile incorporates both the politics and the ethics. This goes back to the question
that you and I have already discussed - you need your ontological and epistemological ‘ducks in
a row’, if you like, before considering ethics and politics.
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Then you ask, do you consider pluralism to be valuable in economics?’ The one-word answer to
that is ‘no’.
Then you have a series of questions on critical realism (CR). I have been much influenced by CR
but the problem with it, I would say, is that it’s an attempt to ground realism using the methods of
idealism. It’s just as in Kant's ‘critical idealism’. The relevance of Kant is apparent when you look
at the work of say Tony Lawson or Paul Lewis (former student of Lawson, now at King’s College,
London), for example. I would argue that any attempt to ground realism using the methods of
idealism is ultimately bound to fail. ‘Thought’ itself cannot be the starting point. It’s the same issue
that we looked at earlier in the interview (during the discussion of mathematics and philosophy).
I recently found an interesting and relevant quote from Etienne Gilson (late Director of the
Pontifical Institute of Medieval Studies here in Toronto); ‘the problem of finding a critical realism
is self-contradictory, like the notion of squaring a circle’.
Turning to what is now required, I certainly think we should be committed to realism. By the way,
much of the discussion of critical realism and idealism in philosophy seems to deal mainly with
the physical, material, world - so it almost becomes idealism versus materialism. But realism is
not co-extensive with materialism. We have to think about reality in the social world - the reality
talked about by, for example, the philosopher John Searle - the ‘social construction of reality’. It’s
not a question of the age-old debate between realism and idealism - realism has got to win. It’s a
question of how to do it. We have to find a realism that applies to the social world. This seems
entirely the opposite of what you and I mentioned earlier - the approach of mainstream
economists. What is required is a realism per totam viam (realism all the way). My former PhD
student, D’Ansi Mendoza, wrote his doctoral thesis on this very topic in 2012. I think that’s the
challenge. CR was right to bring back realism, it was right to take the ‘ontological turn’. But - how
can I put it? - you can never actually achieve knowledge from that starting point, the starting point
of the critique. Do you have an interest in CR yourself?
PA: Yes, I am a supporter of CR, and the work of Tony Lawson and Sheila Dow, in particular. I
have read Roy Bhaskar’s work on transcendental realism which is taken up in CR and find much
to agree with. With respect to CR, I am perhaps more positive towards mathematics than, say,
Tony (and to an extent at least accept Bill Mitchell’s critique of CR) but I see CR as a potential
‘under-labourer’ of MMT and indeed a range of heterodox schools. However, the extent to which
this might be possible is uncertain and my research is designed to establish the extent of support
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for CR amongst heterodox economists, although my primary focus remains on MMT and its role
within heterodoxy.
JS: Don’t get me wrong, I never would have studied these areas if weren’t for Tony. It’s not a
practical/policy issue it’s a philosophical issue. You mentioned the term ‘transcendental’. Where
did that term come from? Kant. You can’t get to things from thought - no matter how hard you try.
So, I certainly think the solution is realism and I think that Tony’s argument, that the ontology of
the social world is different to the ontology of the physical world, is absolutely correct. But the task
is to do the metaphysical spade-work and to discuss social ontology.
PA: Thanks, John. In summary I would like your opinion on the factors inside and outside the
economics profession which might influence the chances of heterodox economists threatening
the hegemony of the mainstream.
JS: Well for this, I would like to stress the importance of recognizing the four steps - social
ontology, economic sociology, monetary macroeconomics and political economy. I note that many
of the groups you have mentioned have not yet seen the need to integrate these steps correctly.
The point about social ontology is to consider what social relationships are like in general, in
abstract. Economic sociology is about the relationships in particular situations, such as
entrepreneurial capitalism. Monetary macroeconomics is about how to make things better (once
you understand those first two things), and political economy is about deciding which specific
projects should be carried out. What MMT, for example, seems to have missed is the need to
recognise the critical distinctions between the stages.
PA: Well, John, many, many thanks. It’s been a great interview.

764

Appendix 5 References
Armstrong, P. (2018), ‘Keynes’s view of deficits and functional finance; a Modern
Monetary Theory perspective’ (2018), International Review of Applied Economics, 32(6).
Armstrong, P. (forthcoming), ‘Can

Heterodox

Economists

Make

a

Difference?:

Conversations with Key thinkers, Cheltenham: Edward Elgar.
Beveridge, W. (1944), Full Employment in a Free Society, London: George Allen.
Beyer, A., & Farmer, R. E. (2008), What We Don't Know About the Monetary Transmission
Mechanism and Why We Don't Know It’, Macroeconomic Dynamics, 12(S1), pp. 60-74
Bhaskar, R. (2008/1975), A Realist View of Science, London: Routledge.
Bhaskar, R. (2015/1978), The Possibility of Naturalism, London: Routledge.
Bhaskar, R. (2008), Dialectic: The Pulse of Freedom, London: Routledge.
Blatt, J. (2015/2000), Dynamic Economic Systems: A Post-Keynesian Approach, London:
Routledge.
Chari. V. V. (2010) Testimony before the Committee on Science and Technology,
Subcommittee on Investigations and Oversight, U.S. House of Representatives, University of
Minnesota and Federal Reserve Bank of Minneapolis, July 20
http://people.virginia.edu/~ey2d/Chari_Testimony.pdf.
Chernomas, R. and Hudson, I. (2017), The Profit Doctrine: Economists of the Neoliberal Age,
Northampton: Pluto Press.
Cherrier, B. and Saïdi, A. (2018), ‘The Indeterminate Fate of Sunspots in Economics’, History of
Political Economy, 50(3), pp. 425 -- 481.
Chick, V. and Dow, S. (2013), ‘Post-Keynesian theories of money and credit’, in Geoffrey
Harcourt and Peter Kriesler The Oxford Handbook of Post-Keynesian Economics, vol. 1, Theory
and Origins, Oxford: Oxford University, pp. 152 – 66.
Clews, R., Chris Salmon, C. and Weeken, O. ‘The Bank’s Money Market Framework’ (Bank of
England quarterly Bulletin, Q4, 2010).
http://www.bankofengland.co.uk/publications/Documents/quarterlybulletin/qb100404.pdf.
Clarida, R. Gali, J and Gertler, M (1999), ‘The Science of Monetary Policy: A New Keynesian
Perspective’, Journal of Economic Literature, vol. 37, no. 4, December, pp. 1661 – 1707.
Colander, D. and Freedman, C. (2018), Where Economics Went Wrong: Chicago’s
Abandonment of Classical Liberalism, Princeton, NJ: Princeton University Press.
Congdon, T. (1981), ‘Is the provision of a sound currency a necessary function of the state?’
National Westminster Quarterly Review, London: National Westminster Bank, August, pp. 2-21.
765

Congdon, T. (1992), Reflections on Monetarism, Aldershot: Edward Elgar.
Congdon, T. (2009), How to Stop the Recession, London: Centre for the Study of Financial
Innovation, February 2009.
Congdon, T. (2011), Money in a Free Society, New York: Encounter Books, pp. 66 – 81.
Congdon, T (ed.), (2017), Money in the Great Recession, Cheltenham: Edward Elgar.
Congdon, T. (December 2017 – January 2018), ‘Marketplace’ column, Standpoint magazine,
London: Social Affairs Unit, pp. 14 – 15.
Congdon, T. (2018), ‘On some principles to fix the quantity of bank money’, in Sheila Dow,
Jesper Jesperson and Geoff Tily (eds.), The General Theory and Keynes for the 21st Century,
Cheltenham, UK: Edward Elgar, pp. 98 – 115.
Dolfsma, W. and Negru, I. eds. (2019), The Ethical Formation of Economists (SCEME Studies
in Economic Methodology), Abingdon: Routledge.
Dow, S (2017) ’Pluralist economics: is it scientific? In Decker, S., Elsner, W. and Flectner, S.
(eds.) Teaching economics in the 21st Century: a state of the art compilation. London:
Routledge.
Dowd, K. (2000), ‘The invisible hand and the evolution of the monetary system’, in What is Money?
(Smithin ed.), Abingdon: Routledge, pp. 139-141.
Farmer, R. E. (1993), The Macroeconomics of Self-Fulfilling Prophecies, Cambridge, MA: MIT
Press.
Farmer, R. E. (2010, March), Expectations, Employment and Prices, New York: Oxford
University Press.
Farmer, R. E. (2010), ‘How to Reduce Unemployment: A New Policy Proposal’, Journal of
Monetary Economics: Carnegie Rochester Conference Issue, 57(5), pp. 557-572.
Farmer, R. E. (2012), ‘Animal Spirits, Persistent Unemployment and the Belief Function’, in R.
Frydman, & E. S. Phelps (eds.), Rethinking Expectations: The Way Forward for
Macroeconomics (pp. 251-276). Princeton, NJ: Princeton University Press.
Farmer, R. E. (2012), ‘The Stock Market Crash of 2008 Caused the Great Recession: Theory
and Evidence’, Journal of Economic Dynamics and Control, 36, pp. 697-707.
Farmer, R. E. (2013), ‘The Stock Market Crash Really Did Cause the Great Recession’, NBER
Working Paper 19391 and CEPR Discussion Paper 9630.
Farmer, R. E. (2016), Prosperity for All: How to Prevent Financial Crises, New York: Oxford
Univesity Press.
Farmer, R. E. (2017), ‘Post-Keynesian Dynamic Stochastic General Equilibrium Theory’,
European Journal of Economics and Economic Policies, 14(2), pp.173 -- 185.
766

Farmer, R. E. (2020), ‘The Indeterminacy School in Macroeconomics’, in K. Kuttner, The Oxford
Research Encycopedia of Economics and Finance, Oxford: Oxford University Press;
forthcoming.
Ferguson, S. (2018), Declarations of Dependence: Money, Aesthetics, and the Politics of Care,
Lincoln, NE: University of Nebraska Press.
Godley, W. and Lavoie, M. (2012), Monetary Economics: An Integrated Approach to Credit,
Money, Income, Production and Wealth, Basingstoke: Palgrave Macmillan.
Goodhart, C.A.E. (1998), ‘The Two Concepts of Money: Implications for the Analysis of Optimal
Currency Areas’, European Journal of Political Economy, Vol. 14, pp. 407-432.
Graeber, D. (2011), Debt: The First 5000 Years, New York: Melville House.
Hall, R. and Hitch, C (1939), Price Theory and Business Behavior, Oxford Economic Papers,
vol. os-2, Issue 1, May, pp. 12–45.
Harcourt, G. C. (2006), The Structure of Post-Keynesian Economics: The Core Contributions of
the Pioneers’, Cambridge: Cambridge University Press.
Hicks, J. R. (1939), Value and Capital (2nd Edition, 1946 ed.). Oxford: The Clarendon Press.
Hodgson, G. (2019a), Is There a Future for Heterodox Economics? Cheltenham: Edward Elgar.
Ingham, G. (2004a), The Nature of Money, Oxford: Polity/Blackwell.
Ingham, G. (2004b), ‘The Emergence of Capitalist Credit Money,’ in Credit and State Theories
of Money, Cheltenham: Edward Elgar.
Innes, A. M. (1913), 'What is Money?’ Banking Law Journal, May, pp. 377-408.
Innes, A. M. (1914), 'The Credit Theory of Money', Banking Law Journal, January, pp. 151-168.
Jakob, Z. and Kumhof, M. (2015) ‘Banks are not intermediaries of loanable funds- and why this
matters,’ Bank of England, Working Paper, May, No. 529
http://www.bankofengland.co.uk/research/Documents/workingpapers/2015/wp529.pdf.
Jo, T-H., Chester, L. and D’Ippoliti, C. eds. (2018),The Routledge Handbook of Heterodox
Economics: Theorizing, Analyzing, and Transforming Capitalism (Routledge International
Handbooks), Abingdon: Routledge.
Joseph, J. (1998), ‘In Defence of Critical Realism’, Capital and Class, Vol.22 issue: 2, pp. 73106
Keen, S. (2004), Debunking Economics London: Zed Books.
Keynes, J. M. (1930), A Treatise on Money, 2 vols. New York: Harcourt and Brace.
Keynes, J. M. (1936), The General Theory of Money, Interest and Employment. New York:
Harcourt and Brace.
Knapp, G. F. (1924), The State Theory of Money. New York: Augustus M. Kelley (1973).
767

Kuhn, T. (2012/1962), The Structure of Scientific Revolutions, Chicago: University of Chicago
Press.
Kynaston, D. (2017), Till Time’s Last Sand: a History of the Bank of England, 1694 – 2013,
London: Bloomsbury, 2, pp. 767.
Lakatos, I. (1970), The Methodology of Scientific Research Programmes, Cambridge:
Cambridge University Press.
Lakatos, I., & Musgrave, A. (eds.) (1970), Criticism and the Growth of Knowledge, Cambridge
University Press.
Lavoie, M. (1992), Foundations of Post-Keynesian Economic Analysis, Aldershot: Edward Elgar.
Lavoie, M. (2013), ‘The Monetary and Fiscal Nexus of Neo-Chartalism: A Friendly Critique’,
Journal of Economic Issues, vol. 47, Issue 1, pp. 1-32.
Lavoie, M. (2014), Post-Keynesian Economics: New Foundations, Cheltenham: Edward Elgar.
Lawson, T. (1997), Economics and Reality, London: Routledge.
Lawson, T. (2003), Reorienting Economics, London: Routledge.
Lawson, T. (2017), ‘What is wrong with Modern Economics and why does it stay wrong?’
Journal of Australian Political Economy, No. 80, pp. 26-42.
Lee, F. (2009), A History of Heterodox Economics, Abingdon: Routledge.
Lerner, A. P. (1943), 'Functional finance and the federal debt.' Social Research, 10, pp. 38-51.
Lerner, A. P. (1947), 'Money as a creature of the state.' American Economic Review, 37, pp.
312-317.
Lerner, A. P. (1944), The Economics of Control. New York: Macmillan.
Mankiw, G. (2019), Principles of Economics, Boston, MA.: Cengage, 9th edn.
Marx, K. (1969/1863), Theories of Surplus Value (Part 2) London: Lawrence and Wishart
McLeay, M., Radia, A. and Thomas, R. (2014a), ‘Money in the Modern Economy: An
Introduction’, Bank of England Quarterly Bulletin, 54(1), pp. 4-13.
McLeay, M., Radia, A. and Thomas, R. (2014b), ‘Money Creation in the Modern Economy’,
Bank of England Quarterly Bulletin, 54(1), pp. 14-27.
Mearman, A., Berger, S. and Guizzo, D. eds. (2019), What is Heterodox Economics?
Conversations with Leading Economists, Abingdon: Routledge.
Menger, C. (1892), “On the Origin of Money” Economic Journal, vol. 2, pp. 239-55 (trans.
Caroline A. Foley).
Menger, C. (1909), ‘Geld’, in J. Conrad, L. Elster, W. Lexis and E. Loening
(eds.), Handwörterbuch der Staatswissenschaften (vol. 4; 3rd edn.), Jena: Fischer, pp. 555–
610.
768

Mitchell, W. (2007 /1995), ‘Econometrics, Realism and Policy in Post-Keynesian Economics’
Centre of Full employment and Equity, Working Paper No. 07-02
Mitchell, W. (2019), ‘Announcing – Foundation for Monetary Studies Inc.’,
http://bilbo.economicoutlook.net/blog/?p=42387.
Mitchell, W., Wray, L. and Watts, M. (2019), Macroeconomics, London: Red Globe Publishing.
Mittnik, S. and Semmler, W. (2013), ‘The Real Consequences of Financial Stress’, Journal of
Economic Dynamics and Control, Elsevier, vol. 37(8), pp. 1479-1499.
Mongiovi, G. (2010), ‘Orthodoxy, Heterodoxy and Post-Keynesian Economics: Notes on
Taxonomy,’ in F. S. Lee & M. Lavoie, eds., In Defense of Post-Keynesian and Heterodox
Economics, Abingdon: Routledge, 202–211.
Moore, B. (1988), Horizontalists and Verticalists: The macroeconomics of credit money,
Cambridge: Cambridge University Press.
Mosler, W (1993) ‘Soft Currency Economics’, http://www.mosler.org/docs/docs/soft0004.htm
Mosler, W (2012) Soft Currency Economics II, US Virgin Islands: Valance.
Mosler, M. and Armstrong, P. (2019), ‘A Discussion of Central Bank Operations and Interest
Rate Policy’, February 24, 2019
https://gimms.org.uk/2019/02/24/central-bank-operations-interest-rate-policy/.
Palley, T. (2014), ‘Modern Monetary Theory (MMT): The Emperor still has no clothes’,
http://www.thomaspalley.com/?p=393.
Palley, T. (2015a), ‘Money, fiscal policy, and interest rates: a critique of Modern Monetary Theory’,
Review of Political Economy, 27(1), pp. 1–23.
Palley, T. (2015b), ‘The Critics of Modern Money Theory (MMT) are Right’, Review of Political
Economy, 27(1), pp. 45–61.
Popper, K. (1959/1965), The Logic of Scientific Discovery, New York: Harper Torchbooks.
Potts, N. and Armstrong, P. (forthcoming), ‘What Marx and Kalecki/Post-Keynesians do not
share, and why this is not a barrier to their learning from each other to their mutual advantage’,
in Contemporary Issues in Heterodox Economics, A. Hermann and S. Mouatt (eds.),
Abingdon: Routledge.
Quiggin, A.H. (1949/1970), ‘A Survey of Primitive Money’, New York: Barnes and Noble.
Rizvi, S. Abu Turab (1994), ‘Game theory to the Rescue’, Contributions to Political Economy,
Vol.13, Issue 1, pp. 1–28.
Radner, R. (1972), ‘Existence of plans, prices and price expectations in a sequence of markets’,
Econometrica, 40(2), pp. 289-303.

769

Robinson, J. and Eatwell, J. (1973), An Introduction to Modern Economics, London: McGraw
Hill.
Ruml, B. (1946), ‘Taxes for Revenue are Obsolete’, American Affairs, Jan. 1946.
http://www.tandfonline.com/doi/abs/10.1080/02692171.2017.1375464?journalCode=cira20.
Shaikh, A. (2016), Capitalism: Competition, Conflict, Crisis, New York: Oxford University Press
Skidelsky, R. (2010), Keynes: The Return of the Master, London; Allen Lane.
Skidelsky, R. (2018), ‘The Keynesian unblocking’, in S. Dow, J. Jesperson and G.Tily, eds., The
General Theory and Keynes for the 21st Century, Cheltenham: Edward Elgar.
Smithin, J.S. (2016), ‘Endogenous Money, Fiscal Policy, Interest Rates and the Exchange Rate
Regime: A Comment on Palley, Tymoigne and Wray’, Review of Political Economy, 28(1), pp. 6478.
Smithin, J. (2010), Money, Enterprise and Income Distribution, London and New York:
Routledge.
Tcherneva, P. (2019), ‘MMT is already helping’, Jacobin, 27 February
https://jacobinmag.com/2019/02/mmt-modern-monetary-theory-doug-henwood-overton-window.
Thomas, R. (2017), ‘UK broad money growth and nominal spending in the Great Recession: an
analysis of the money creation process and the role of money demand’, in Congdon (ed.)
Money in the Great Recession, Cheltenham: Edward Elgar, pp. 78 – 100.
Tooze, A. (2018), Crashed: How a Decade of Financial Crises Changed the World, London:
Allen Lane.
Veblen, T. (1898), ’Why Economics is not an Evolutionary Science’ The Quarterly Journal of
Economics, Vol. 12, No. 4, Jul, pp. 373-397.
Wray, L. R. (1990), Money and Credit in Capitalist Economies, Aldershot: Edward Elgar.
Wray, L. R. (1998), Understanding Modern Money, Cheltenham: Edward Elgar.
Wray, L. R. (2004), Credit and State Theories of Money, Cheltenham: Edward Elgar.
Wray, L. R. (2012), Modern Monetary Theory: A Primer on Macroeconomics for Sovereign
Monetary Systems, Basingstoke: Palgrave Macmillan.

770

