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On the Prevailing Misunderstandings of Modern Money Theory in China

He Zengping Jia Genliang
(School of Humanities and Social Sciences, Beijing Institute of Technology , Beijing 102488, P.R.China;
School of Economics, Renmin University of China, Beijing 100872, P.R.China)

Abstract: Modern Money Theory (MMT) has become a trend of thought that cannot be ignored, but
there are still many misunderstandings about MMT in China. This paper attempts to clarify the mis-
understandings via the following six propositions: 1) MMT is not equal to a policy proposition, but
a systematic theory; 2) MMT does not equal unlimited government spending and fiscal expenditure
have many constraints such as real resources, natural environment, production capacity, inflation,
exchange rate, etc.; 3) MMT opposes fine-tuning and emphasizes that economic policies should take
into account the structural problems; 4) MMT does not advocate abolishing central bank independ-
ence; 5) MMT is not equal to the monetization of fiscal deficits and believes that monetization is a
misleading concept of the financial system; 6) The sectoral balance identity is an accounting rela-
tionship and does not represent a causal link. The paper analyses the roots of the misunderstandings
based on sociology of science. There are two opposing historical trends in the spread of MMT. On
one hand, the appeal to restructure fiscal policy caused MMT’s prevailing trend; on the other hand, the
dominance of mainstream economics in interpreting MMT generated misunderstandings of MMT.

Keywords: Modern Money Theory; Heterodox economics; Fiscal deficit monetization; Central bank

independence; Sectoral balance analysis
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