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Abstract

According to Modern Monetary Theory (MMT), the only constraint on public spending for a
currency issuing authority like the United States government is inflation. This paper develops an
alternative understanding and analysis of economic inflation through the lens of MMT in the
aftermath of the Covid-19 public health crisis and consequential economic shutdown and
reopening. It argues that conventional explanations of inflation remain ideologically constricted to
an outdated social theory and conceptual framing. As such, public policy responses to
contemporary price increases are limited in scope and incapable of neither effectively stabilizing
prices nor avoiding the worsening of social inequities and harm. The paper will first develop
MMT’s insights about inflationary pressures as a theory of qualitatively determined resource use,
costs, and political coordination, as opposed to a collapse in the value of money from excessive
public spending. An analysis of price pressures throughout 2021 is then provided by examining
supply chains, industry specific shocks, and market power. Lastly, inflation is explored in the
context of an ongoing planetary climate and environmental crisis with deep implications about the
future of sustainability, economic development, and price stability.

Keywords: money, neochartalism, Modern Monetary Theory, heterodox economics, Green New
Deal, inflation, critical theory, social theory, accounting, critical management studies, supply
chains, geopolitics, climate change, biophysical resources, ecological economics, sustainability,
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Reports of rising prices have popped up in recent months as the US economy continues to reopen
in the wake of the Covid-19 pandemic. While fiscal policy has largely been successful in
stabilizing communities from the pandemic’s impact,' inflation as a direct consequence of the
Federal government’s stimulus nevertheless remains negligible.> Instead, a combination of
industry-specific shocks and disrupted supply chains has led to bottlenecks, delayed cargo ships,
and shortages which have resulted in price surges. We’ve also observed periods where, contrary
to alleged iron-clad laws of supply and demand, prices have stayed the same despite shortages,’ as
well as growing evidence that major corporations have wielded heightened inflation concerns as a
pretext to raise prices to increase profit margins independent of costs.*

In the midst of current “inflation” anxiety that has already debilitated President Biden’s Build Back
Better agenda® and set a course for interest rate hikes in 2022 and beyond,® it’s important to develop
a coherent inflation theory and appropriate evaluation and management strategy that can separate
insight from nonsense so that we don’t lose sight of the real crises we face: a public health crisis,
infrastructure and supply-chain resilience, climate change disruptions, neo-feudal inequality, and
structural racism. All of this will require more targeted public investment, not less, to both address
our most pressing problems and stabilize the economy. In truth, financing is not the real issue, but
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rather it is the resourcing involving the country’s productive capacity as well as the politics of
resource and cross-sector administrative governance that matter. This article argues that the
Modern Monetary Theory (MMT) movement has put forward the most coherent approach to
inflation and that adopting this approach will enable us to fight off corporate greed and the usual
suspects’ who are using this moment to hammer their agenda of failed monetary policy and
crushing austerity.®

An MMT Theory of Inflation

MMT describes how monetary economies work and prescribes how to best apply public policy
and investment based on productive capacity, available resources, and price stability. It recognizes
that currently, different countries have a spectrum of agency® over currency issuance. For example,
individual European nation-states gave up their monetary issuing capacity when they adopted the
Euro.!® Other nations have adopted a fixed exchange rate, pegged their currency, or have
accumulated external debt denominated in foreign currencies. What we call the national debt here
in the US is really just an interest-bearing savings representing the total sum spent into the
economy that has yet to be taxed back in the form of treasury bonds. Crucially, the federal
government does not issue these bonds because it needs to “borrow” in order to spend.!! Issuing
public debt in the first place is a policy choice that is made primarily so the Fed can drain reserves
out of the banking system in order to hit its interest rate target.!? It is, therefore, not necessary to
issue public debt for our government to spend.'3

So, what is inflation, and how should it be managed? Oxford’s definition reads, “a general increase
in prices and fall in the purchasing value of money.”'* With that said, it is important to note that
the orthodox inflation management approach relies on a set of outdated tools built on a shaky
foundation of myths and assumptions disguised as natural laws—namely, using deficit reduction,
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unemployment, and tighter monetary policy. In contrast, MMT’s inflation approach shifts the
focus toward balancing the overall economy’s productive capacity, enacting smarter fiscal policy,
using a federal job guarantee to maintain full employment, and improving market, credit, and
financial regulation. As a social movement of scholars and advocates, this approach has been taken
through a normative and democratic framing of meeting social environmental objectives and
human needs.

In the orthodox view, prices are understood as driven by natural forces of supply and demand, and
so the introduction of new money is seen as an intrusion that can only raise prices. Although we
have pretty good tools for measuring price changes within specific industries, inflation measures
are imperfect because we cannot accurately calculate “the price level” across the entire spectrum
of goods and services produced in an economy. Even the Federal Reserve admits that it has “no
reliable theory of inflation.”!> What we actually have are proxy measurements observable by
looking at changes in prices across a basket of goods such as the Consumer Price Index'® (CPI)
released by the Bureau of Labor Statistics or the Fed’s preferred inflation measurement of Personal
Consumption Expenditures!” (PCE) by the Bureau of Economic Analysis. Far from natural or
neutral, a price index is a socially constructed indicator that variously includes and excludes prices
that may affect various communities and industries differently. For instance, mainstream news
headlines usually focus on “core CPI”, which does not include the more volatile food and energy
sectors, and historically measures higher than PCE.!'® What we include or exclude is something
socio-politically determined which can and does change over time.

Importantly, MMT argues that prices in the real world do not follow law-like functional
relationships with quantity. Instead, as pointed out in the work of Frederic Lee, firms set prices
based on administrative processes!® involving a margin over costs intended to support their long-
term stability and reproduction. Further, price setting occurs within the broader legal and monetary
conditions set by public authorities. This insight stems from interdisciplinary research about
governance,?® cultural mediation,?! and rulemaking preceding and bringing forth economic
institutions such as markets and property as opposed to a world premised on methodological
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individualism and self interested trade as the primordial building block of social life.?? 23 In short,
the price-setting process has always involved social determinations and political institutions all the
way down.

Rising costs play a vital role for understanding prices. As an example, when thinking about costs,
the cost of credit is critical.>* Hiking interest rates at the Federal Reserve raises the cost of credit
and can actually contribute to inflationary pressure. Yet this remains the “common sense”
approach to many for lowering inflation regardless of the costs on communities: especially
working class, impoverished and historically marginalized communities of color. In fact,
economists like Jason Furman, professor at Harvard’s Kennedy School of Government and former
chair of the Council of Economic Advisors under President Obama, admittedly never even
considered that raising interest rates might actually increase inflation.?> Another important cost
input is labor, the price of which cannot be separated from political processes such as setting
investment priorities, the distribution of income and wages, how we manage productive
constraints, who has control over primary infrastructures such as energy or communications, and
how we account for the resources and the social conditions through which we all participate in the
provisioning of goods and services. As economist Erich Walter Zimmermann noted, resources
themselves do not refer to objective things, but rather contingent relationships between cultural,
socio-technical, institutional, and natural variables.?® In other words, “resources are not, they
become”.

More of these insights can be found in accounting scholarship. For example, Professor Paolo
Quatrrone traces the genealogy of accounting as a form of social discernment that grapples with
the work of collecting and distributing value. Far from the recent neoliberal shift that treats
accounting as a positivist practice of purely technical, neutral calculations most often at the behest
of profits, Quatronne likens accounting to a social mirror that, through enumerating and record
keeping, reflects back our decisions and their consequences. As such, accounting guides normative
and generative sense-making and affordances within organizational life and an economy at large.
As he states of accounting’s origins on an episode of the Money on the Left podcast®’, “numbers
were means to explore the ambiguity of life. They were means to explore the mystery of value.
They were means to explore how we always deal with uncertain situations”.
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From this framing, the notion of cost moves from a purely nominal reflection of commercial
encounters and an “efficient” market, to a contingent and dynamic social representation of
productive capacity and social structure along with objectives and valuations that mediate both
firms and the economy. We know from MMT 101 that it is always possible to invest public money
towards deeper and more resilient capacities. But this also impacts the way we work with particular
raw materials as well as our ability to innovate and improve the conditions required to create
energy, agriculture, housing, healthcare, art, and more. Thus, budgets and prices can be thought of
as a collective representation of our societal priorities and political imagination across public,
private, or cooperative sectors. Currently, the political process of price setting is overwhelmed by
neoliberal disinvestment, corporate greed, and monopolization, but it does not have to be this way.

According to the orthodox lens, when the government spends it is supposed to mechanistically
drive inflationary pressures up, just as gravity?® pulls objects toward each other. To unpack why
this view is wrong, we have to look at what orthodox economists misunderstand about money in
the first place. The orthodoxy clings to the myth?’ that money originated from barter and exists as
a scarce private commodity that passively facilitates market encounters. Therefore, governments
have to go out and find it, usually from “taxpayers,” to finance themselves. By contrast, MMT
insists that money has, for thousands of years, primarily come from public authorities as a unit of
account used to provision resources, settle legal disputes, establish a payment system, and
coordinate social obligations such as taxation, fees, and fines.

In this sense, markets and labor are inseparable from the mediating dimensions of law and money
as a kind of meta-governance. Money is therefore an infinite public utility of monetary production
that is only limited by the real resource capacity of the economy and the stability of its prices. The
conventional story ignores what we actually do with money: we spend it to consume as a claim on
labor and use prices to determine purchasing power. The risk of inflation has less to do with the
value of bills or numbers representing a currency, and more to do with whether an economy can
handle people’s spending in specific industries as well as how costs are distributed. This can also
involve the ability of private monopolists to raise prices and increase profits with little to no
accountability. As Fadhel Kaboub explains?!, “what drives inflation in the U.S. today is four major
areas: housing, college education, energy, and healthcare”. These are all of course notoriously
privatized sectors.
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MMT’s insights mean that for our government, anything we can resource, we can afford. Of
course, for centuries this power has been used to conquer, control, colonize, and pick winners and
losers*? while the masses have been bombarded with propaganda such as Margaret Thatcher’s
infamous dictum, “There is no such thing as public money; there is only taxpayers' money,” a
dangerous myth in its own right.*3

In one story, the scarcity of money traps us into a contracted zero-sum nightmare in which the only
way to fund our agenda is by procuring tax revenues from the wealthy. As Scott Ferguson of
MMT’s Money on the Left Editorial Collective points out,** “The scarcity mindset in truth tethers
ongoing social spending to the perpetuation of extractive private profits and fosters resentful and
divisive nationalisms, as everyone fights to get theirs in the face of a government that simply
cannot afford to serve all. Far from a winning strategy, these zero-sum politics are a recipe for
perpetual neoliberalism, if not outright fascism.” This framework is also what makes the
aspirations of the cryptocurrency crowd so dangerous.* The “crypto” agenda often comes in the
form of appeals to the ideological superiority of “hard money”, meaning finite and scarce, but
other times has a more ambitious objective to replace public fiat altogether with private actors such
as Facebook’s Diem.3¢ This is especially pernicious when it takes the form of new developments
in monetary imperialism as is the case with El Salvador further privatizing its economy over to
fintech’” or billionaire vultures*® seeking to take over Puerto Rico’s energy grid with crypto after
Hurricane Maria.

When public money is reduced to the constrained function of taxing and spending it represses its
true world-building capacity and lends itself to the exploits of powerful private interests. By
contrast, MMT sees money as an instrument of generative production and reproduction with many
more positive-sum and qualitatively unique results than the mainstream orthodoxy allows us to
see.
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This misunderstanding of money is the root of many dangerous spillover effects, especially the
idea that lowering the deficit will necessarily keep inflation in check. Orthodoxy portrays a law-
like relationship between price and the quantity of money in circulation,* but strong evidence
suggests that this is not the case.*® A government deficit is simply a surplus for the non-government
sector, so what matters much more is the distribution of that spending and the economy’s ability
to absorb it while maintaining price stability. As MMTers Scott Fullwiler, Rohan Grey, and Nathan
Tankus explain in the seminal MMT piece on inflation:*!

[E]xcess demand is rarely the cause of inflation. Whether it's businesses raising profit
margins or passing on costs, or it’s Wall Street speculating on commodities or houses, there
are a range of sources of inflation that aren’t caused by the general state of demand and
aren’t best regulated by aggregate demand policies. Thus, if inflation is rising because large
corporations have decided to use their pricing power to increase profit margins at the
expense of the public, reducing demand may not be the most appropriate tool.

Another barbaric idea in the orthodox inflation playbook is the “Phillips curve,” the idea that there
is a natural rate of unemployment; in this view, we have to keep millions unemployed to fight an
imagined “war on inflation.” This highly racialized** policy fixture has caused astronomical human
suffering,* reinforcing exclusionary politics to crush the long struggle of civil rights movement
organizing for full employment** in the name of protecting society from imagined chaos, riots, and
civilization breakdown. This is why MMT prescribes a job guarantee*’ to provision a low-carbon
care economy.*® A job guarantee would recognize a right to a dignified job, ensure full
employment, and, as an automatic stabilizer, keep inflation in check*” more successfully than the
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“reserve army of unemployed” status quo. When we look at the economy through an MMT lens,
we see that a capital strike is just an opportunity for the public sector to expand and build out
deeper capacities to meet basic human needs.

Whereas mainstream inflation-management strategy relies heavily on increasing the benchmark
federal funds rate target, increasing unemployment to slow down an overheating economy,
MMTers understand that there is no one interest rate that can truly manage inflation. As Rohan
Grey explained via social media®®:

Interest rate policy is a blunt tool with lots of negative side effects, by definition not
targeted to the actual source of inflation, potentially counterproductive due to contradictory
effects of income channel vs price channel, and usually considered to the exclusion of all
else...As [Eric Monnet’s] book Controlling Credit shows, this interest rate-uber-alles
paradigm we've been living in for a generation wasn't natural or inevitable. It was an
Anglocentric worldview imposed on the rest of the world that had previously experimented
with a much wider range of tools and approaches to modulating and regulating private
credit and investment, and achieving and sustaining full employment and price stability
more broadly...It's time to bury interest rate supremacy with the rest of them and embrace
a better, richer, and more nuanced approach to macroeconomic and monetary policy
implementation.

If we learn anything from 1970s “stagflation” and the Volcker shocks,* it should be the dangers
of using interest rate policy to the exclusion of credit and financial regulation. This framework
caused lasting harm to the US economy, the labor movement, and the Global South. As Rohan
Grey points out, “One way to deal with weeds in your garden is to bomb your house. That'll get
rid of the weeds for sure. But only a maniac would point to gardening-by-mortar as a good idea.
But that's the logic of people who use Volcker to justify IR [Interest Rate] supremacy.” The Fed
has made small improvements in recent years with the shift toward flexible average inflation
targeting (FAIT),>° but FAIT is still built on the same faulty foundation of interest rate supremacy.

In place of this faulty overreliance on interest rate regulation, MMTers prescribe a range of tools:
replacing the budget constraint with an inflation constraint,' which includes evaluative measures
prior to specific government spending; better long term public-private investment planning and
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industrial policy; and non-fiscal payfors like antitrust, credit, and financial regulation®? and bank
lending that shrinks morally depraved and destructive sectors such as the prison industrial
complex>?® and the fossil fuel industry. The status quo Congressional Budget Office scoring®* of a
bill for $1T in infrastructure spending says we’re good to go from an inflation standpoint as long
as we offset that $1T with taxes, spending cuts, or sell-offs of state assets elsewhere. A billionaire
tax could theoretically cover the trillion dollars, but that isn’t necessarily going to offset inflation
in the heavy construction industry. We need to look at how that $1T will be absorbed or create
inflationary pressures through a range of analyses before a bill goes into motion.

As an example, Medicare For All would dis-employ resources from the private health insurance
sector, lower medical service and prescription drug prices, and reemploy resources into a more
efficient public insurance program. Enacting Medicare For All would be a deflationary policy and
likely wouldn’t need major tax hikes. Using this framework, we can think about slashing the war
budget on its own obvious merits and to shift resources from war to care, not because we need
strictly balanced budget dollars to finance our agenda, but because we need to see the big picture
about the economy and how we’re going to build it. Instituting PAYGO>’ and deficit reduction for
the sake of managing inflation is clumsy and dangerous and massively undercuts the investments
needed at the scale of the actual issues we face.

Since interest rates are a policy variable, and higher interest rates mean that the bond-holding class
gains at the expense of borrowers, MMT prescribes setting a zero or near-zero permanent rate.
Importantly, we do not have to wait around for low interest rate conditions. Critics claim®® that
low interest rates do more harm than good by fueling inequality, bubbles and asset inflation, but
to prove that theory, we’d need to see more bubbles and asset inflation in low-interest
environments than we do with higher interest-rate levels. This simply isn’t the case. As Nathan
Tankus reminds us:
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That's an argument that relies on misunderstanding the nature of asset price inflation and
housing booms. Some of the biggest "bubbles" in the last 40+ years happened in an era of
high interest rates. The 2000s were exceptional. Lax financial regulation generates an
incentive to use financial institutions to generate asset price inflation regardless of the level
of interest rates. It's true **falling®* interest rates are a boon to asset prices but falling is
different from a low **level**.5

If inflation were to persist, we would have plenty of effective tools on the shelf to deal with it other
than the failed approach of interest rate supremacy and blind deficit reduction. We can tackle high
prices at the source by simultaneously investing in deeper capacities while confronting
monopolistic corporate greed and profiteering.

The orthodox view further paints a frightening picture in which excess spending leads straight to
hyperinflation and societal collapse, but this narrative contradicts strong evidence™® to the
contrary.’” Like Rohan Grey explains,® inflation—or a rise in prices over a fixed period of time—
is a qualitatively different phenomenon than hyper-inflation, which is a spiraling price level where
the value of a currency collapses. There are major structural reasons why government spending
can’t turn the US into Venezuela,®' including Venezuela’s mix of foreign-denominated debt that
the United States does not have, its multi-tiered fixed exchange rate system,%? internal corruption,
and foreign and domestic sabotage. In yet another example, Weimar Germany faced hyperinflation
not because of overspending, but because the war led to a catastrophic drop in its productive
capacity while it was also deep in foreign denominated debt. Zimbabwe’s hyperinflation happened
in the context of a brutal war for independence, genocide, and a massive drop in agricultural
productive capacity and technical know-how.

Hyperinflation hysteria often serves as an excuse to turn a blind eye to the brutality of war and the
traumatic legacy of colonization and imperialism. Instead, it naturalizes these outcomes as the
consequences of societies incapable of self-governance while displaying a lack of economic
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http://2zfrwd1id94z1yvpxIxkSmcn-wpengine.netdna-ssl.com/wp-content/uploads/2013/05/GMO-White-Paper-Feb-
2013-J.-Montier.pdf

60 Steven Grumbine, “Inflation and Neoliberalism with Rohan Grey,” Real Progressives, March 18, 2017,
https://www.youtube.com/watch?v=D3hu3rt2SOI&
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common sense. But MMTers who study the Global South, such as Fadhel Kaboub®® and Ndongo
Samba-Sylla,** have written about how countries can fight monetary imperialism® and eliminate
foreign debt by increasing food and energy resilience as well as industrial capacity in the
production of value-added goods along sustainable and equitable ends. While many of these
nations possess a lower level of monetary agency due to their weaker industry and the quality of
their import dependencies, they nonetheless possess domestic resources that are over-exploited
and under-utilized resulting in slums and underclasses of unemployed and informal sectors. A job
guarantee is thus a powerful vehicle for addressing these conditions as an automatic stabilizer that
responds to urgent unmet needs, radically improves quality of life, and strengthens the economic
resilience necessary to move away from deeply unequal and dysfunctional international relations.

Covid-19 Inflationary Pressures

In the decades leading up to the Covid-19 pandemic, US inflation remained historically low,
typically averaging under® the Federal Open Market Committee’s (FOMC) target of 2% year over
year increase in Personal Consumption Expenditure (PCE).®” The introduction of a deadly virus,
followed by lockdowns that quarantined both people and cargo, mass layoffs and short-term
economic contraction were soon met by a historic level of emergency fiscal stimulus. In 2020,
supply chains faced the shock of shifting consumer demand toward household goods, away from
services, travel, and leisure followed by unpredictable shocks from the slow and rocky global
economic reopening in 2021. These shocks have led to a cascade of industry-by-industry
bottlenecks, shortages, shipping delays, and inflationary pressures as supply chain managers seek
a new global trade balance.

Importantly, backlogs and shortages did not immediately lead to price hikes in 2020, as if guided
by some deterministic law of supply and demand. As Nathan Tankus explained, many firms
preferred to maintain confidence in their brand by not immediately hiking prices to match delays
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and backlogs, both on a business to consumer and business to business level.* Inflationary price
pressures did not begin spiking in 2021 due to a financial or accounting imbalance, too much
demand or “too much money in the economy”, but an imbalance on the resources and infrastructure
side of the equation. Mainly, we have seen primarily delays and backlogs in global shipping
involving ships, ports, trucks, and trains. Instead of ‘deficit reduction’ or interest rate hikes, the
solution to these inflationary pressures likely involves larger targeted deficit spending alongside
improved public-private coordination.

Global supply chains are public-private shipping relationships: ecosystems of private firms
coordinating with public institutions and infrastructure.”’ Over the past several decades, global
supply chains have converged toward a “Just-In-Time” paradigm: a management strategy where
raw materials or components are delivered just before they are required to minimize inventory
costs, based heavily on forecasting. Our global economy has minimal shock absorbers: sudden big
shifts were capable of exposing the decades of neoliberal hollowing-out of our physical and social
infrastructure. As Stephanie Kelton noted,”! “transitory” inflation always meant “of or pertaining
to the transition out of a COVID-hampered economy”, and we’re seeing shocks ripple through the
global economy sector by sector through many unexpected but deeply interdependent connections
as the pandemic continues. Bloomberg’s Joe Weisenthal explains in a recent interview with
Tankus that surging Chinese electricity prices have led to surging electricity prices in Europe,
which have contributed to a spike in fertilizer prices, which is causing inflationary pressures for
grain sellers, which is causing issues for dairy and meat producers.”” In case there’s any
uncertainty, we’re all in this together.

%9 Nathan Tankus, “The New Frontier: Debating Inflation,” Notes on the Crisis, March 9, 2021,
https://www.crisesnotes.com/the-new-frontier-debating-inflation/

70 “About,” Port of Los Angeles, 2021, https://www.portoflosangeles.org/about

" Stephanie Kelton, Twitter, November 26, 2021,
https://twitter.com/StephanieKelton/status/14642286698791649327s=20

72 Nathan Tankus, “Notes on the Crisis Podcast #1: Joe Wiesenthal on Supply Chains,” Notes on the Crisis Podcast,
November 3, 2021, https://www.crisesnotes.com/notes-on-the-crises-podcast-1-joe-weisenthal-on-supply-chains/

13



Chart 8. US accounts for much of the growth in Chart 9. Large increase in durables consumption
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Figure 1: The US accounts for approximately 90% of G7 growth in demand for durable goods.”?

One of the first warning signs of inflationary pressures was an imbalance of shipping containers
between the US and China. Before Covid-19, when a shipment came into the Port of Los Angeles,
for instance, the ship would drop its cargo and wait to load up with a container of goods being
exported back to Asia, including empty containers. In early 2021, we started seeing ships return to
Asia without waiting around for the empties, which led to a shortage of shipping containers in
China.’” Strains from the shocks hit various industries differently at different times. Whereas the
lumber industry is facing a “bill” due from years of underinvestment in productive capacity,’> the
trucking industry is hurting from an aging’¢ and long over-exploited workforce’” that still has many
informal practices like coordinating shipments over WhatsApp groups and message boards.”®
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Another important case that stands out in the inflation discourse is the semiconductor chip
shortage.”” When lockdowns hit at the beginning of the pandemic, car companies canceled orders
for chips due to the slowdown in sales. As demand picked up faster than car companies anticipated,
the backlog of 100+ chips required for each new vehicle put a massive strain on global supply
chains. This shortage has had major spillover effects into used car and rental prices while the
industry adjusts. The Council of Economic Advisors noted in July that “used cars, new cars, auto
parts, and car rentals together made up about 60 percent of core month-over-month inflation” at
the time.%° Even with these bottlenecks, Morgan Stanley is saying the worst of the chip shortage
is “now in the rearview mirror.”8! If there is a long-term need for greater output of semiconductor
chips, the solution is improved market regulation,®? fiscal, and industrial policy to increase
investments, innovation, and efficiencies in the productive capacity for chips, not
counterproductive rate hikes.

While conservative Democrats and Republicans are pinning sole blame for inflationary pressures
on deficit spending, particularly the $1.9T American Recovery Plan Act (ARPA) passed in March
0f 2021, strong evidence shows that this talking point is majorly overblown. A new paper from the
San Francisco Fed® exploring the sources of inflationary pressures determined:

...the increase in labor market tightness, attributable to the [ARPA], is expected to cause
inflation to increase by about 0.3 percentage point in 2021 and by a bit more than 0.2
percentage point in 2022. The impact in 2023 is negligible and is not shown in the figure.
Thus, the estimated impact of the ARP on inflation is meaningful, but it is still a far cry
from the strong overheating of the 1960s.

This is further bolstered by new research from the Bureau of International Settlements (BIS) which
examined the gap between US & European inflationary pressures.’*
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In fact, historic fiscal stimulus from the CARES Act in 2020 and ARPA in 2021 have been an
overall huge windfall for the private sector,®® setting up for a much faster job recovery compared
to the aftermath of the 2008 financial crisis.®® When looking at whether so-called “real wages” are
out-performing inflation, workers are still ahead over the last 18 months when analyzing aggregate
private payrolls (total hours worked * average hourly earnings) or total disposable income versus
the PCE price index.®’

Normalized As Of 02/29/2020
Mid Price
BUS Index of Aggregate Weekly Payrolls Total Private
®US CPI Urban Consumers SA

Figure 1: Aggregate private payrolls (total hours worked*average hourly earnings) versus CPI?®
While inflation has become a major news story and talking point, much less attention has been
paid to the immense decline in childhood poverty thanks to the child tax credit.®” Fiscal policy in
the wake of Covid-19 has largely been a success,” even though it could have drastically improved
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with plans like Rep. Rashida Tlaib’s Automatic Boost to Communities Act,”! or Rep. Pramila
Jayapal’s Paycheck Guarantee Act,’?> or implementing broader automatic stabilizers® (the best
being a Job Guarantee®) so we can get necessary aid and employment to people during crises
automatically, without requiring new legislation.

Percent Job Losses in Post WWII Recessions
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Most of the 2021 inflationary pressures have been confined to specific sectors, further reinforcing
the source not being simply “too much demand”. Even the conservative Barron’s noted:*®

The consumer-price index rose by 0.8% in April [2021] compared with March on a
seasonally adjusted basis, vastly exceeding forecasters’ expectations. Most of that increase,
however, can be attributed to a few categories that collectively account for just 13% of
consumer spending, at least in normal times: used cars and trucks, hotels and motels,
airfares, motor vehicle insurance, car and truck rental, admissions to live events and
museums, and food away from home.

There are many signs that these inflationary pressures are temporary: lumber prices have dropped
significantly,®’ for instance. The June,’® July,”” and August!®® CPI reports all cited inflation mostly
contained to specific reopening sectors including used cars and trucks, restaurant meals, and hotels.
The shock of demand for household goods explains price adjustments on goods ranging from pet-
related products'®! to musical instruments.!?? The Biden administration has shown how concerted
efforts can make progress on bottlenecks'®® in a matter of weeks through more invested public-
private coordination, with the Port of Los Angeles CEO Gene Seroka saying the number of
containers sitting on docks has declined 29%.!%* At the same time, the October!?® and November!®
2021 CPI reports show inflationary pressures picking up more broadly across the economy, with
disruptions in fertilizer and grain prices bleeding into food, alongside surging energy and housing
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costs.!” Meanwhile, amid soaring corporate profits,'*® there is mounting evidence!? that major
corporations, including supply chain companies,'!? have used inflation news'!! as a pretext to raise
prices and boost profits independent of costs.'!?

Ultimately, it is important to understand these inflationary pressures within a historical context,!!?
which is mild yet non-trivial. Some of the inflationary pressures we’re seeing have been long
overdue as Covid-19 has fundamentally altered employment relationships. We’re seeing wage
gains by some of the traditionally lowest paid workers in society,''* record numbers quitting their
jobs,!'% and a growing wave of strikes and unionization.''®

Inflationary pressures could drag out for a bit, especially as wealthier countries maintain a vaccine
apartheid'!” over the rest of the world while aggressive variants spread and mutate. Ultimately,

resolution will depend on a combination of time for public-private coordination to work out
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firms spend to buy, maintain, or improve fixed assets, such as buildings, vehicles, equipment, or
land—and most importantly, aggressively tackling corporate greed and monopolization, improved
industrial policy, infrastructure investment, and public-private coordination to increase supply-
chain resiliency. The ideal situation would therefore be to adopt the full MMT inflation approach
including a Federal Job Guarantee, deeper inflationary analysis on fiscal policy instead of PAYGO
nonsense, and non-fiscal “pay fors” like financial, credit, and antitrust regulation. Blind deficit
reduction and interest rate hikes are a recipe for disaster: we need to go after high prices at the
source.

Facing the Ecological Crisis

These supply chain issues underscore our global interdependence and the need for deeper and far
more equitable economic coordination and structural transformation to address the worsening
climate crisis. According to the UN-commissioned 2021 Production Gap Report, the world is on
track to produce double the amount of fossil fuels in 2030 than is compatible with keeping warming
below the Paris Agreement framework target of 1.5°C warming.!'” A recent study in Nature'*’
shows that in order to have a 50% chance of keeping global warming below 1.5°C, 60% of current
oil and gas reserves and 90% of coal reserves need to stay in the ground. We don’t have time to
burn existing reserves, much less do any new extraction.'?! As COP26 wraps up in Glasgow with
minimal improvements!?? to the status quo, the scientific community is imploring that we face a
“Code Red for Humanity.”'?* The climate crisis is already here for the Global South right now,
and the Glasgow Climate Pact puts the world on track for a devastating 2.7°C warming world. The
final language of the COP26 Pact abandoned new obligations for climate financing and long
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overdue “loss and damage”'?* compensation owed to the Global South.!?’ Instead, the agreement

establishes more “Glasgow Dialogue” to “discuss” climate financing in years to come, which
further emphasizes the immediate need for movements and leaders around the world to adopt an
MMT approach to public finance.

We need global cooperation toward a global Green New Deal that focuses on decarbonizing and
building out renewable energy capacity, a managed wind-down of the fossil fuel industry with a
just transition for workers while building out a low carbon care economy, and deep investments in
frontline communities, especially communities of color that have borne the brunt of the fossil fuel
industry for far too long. The US can cancel external debts owed by developing Global South
countries, open up swap lines!?% to ease payment issues, and open-source transfer green technology
to become a serious partner in this civilizational crisis. Financing the climate fight cannot rely on
the private sector!?’; the tab should all be on the public’s balance sheet and paid for with public
money!?%. The reality of energy prices is that it’s entirely political and dependent upon serious
investments in a transition to a 100% renewable future. If you care about inflation in energy'?’,
you should be shouting for an MMT approach to a Green New Deal.

The latest fight in Congress over infrastructure spending is a perfect example of the pitfalls of the
“pay for” trap'** and the need to reject deficit and inflation hysteria if we’re ever going to
successfully take on climate change. Conservative Democrats and Republicans have wielded
current inflationary pressures to water down'3! necessary infrastructure investments, requiring the
already pared-down Build Back Better reconciliation bill to go through CBO markup only to face
more unnecessary deficit hysteria and potential abandonment. This antiquated approach is
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dangerous and completely hypocritical, considering the long list of bills passed'3? requiring no
such deference'*? to the balanced budget gods. Progressives wanted at least $10T invested in green
infrastructure—in line with what both conservative and liberal think tanks'** have said dealing
with climate will cost the US over the next decade. We will not get it by accepting right wing “pay
for” framing. It is not “fiscally responsible”!® to put fictional accounting constraints over the heat
death of the planet.

Rep. Alexandria Ocasio-Cortez, who has invoked MMT on several occasions,!*® nailed the stakes
of this moment on CNN’s Don Lemon Show'?” by explaining, “If we do not get the root cause of
these price increases right, then policy decisions could be made that could really negatively impact
your life.” Price increases, she explained, are confined to specific sectors dealing with reopening
and supply-chain bottlenecks. Ocasio-Cortez warned against haphazardly raising interest rates,
which would drive up unemployment and may even worsen inflation'*® as we seek to reconstruct
the economy after a global pandemic. The solution to the inflationary pressures we’re seeing, she
noted, is increasing spending on infrastructure and building out more resilient supply chains and
productive capacity. This interview was truly a clinic on how elected officials should be talking

about inflation.
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With the understanding that “resources are not, they become,” we can make deeper investments
into capacity building with public money to enable dynamic and innovative institutions and
systems capable of constantly improving the recipes of raw materials required to provide for
effective yet sustainable administrative networks across all sectors of the economy. The
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management of productive capacity with biophysical resources'*’ will be critical in years ahead.'*!
Turning our attention to the geographical situating of the minerals and raw materials required for
the massive upscaling of renewables such as Lithium in Chile, it is vital that we maintain our
critical attention to matters of equity and social impact. Political scientist Thea Riofrancos puts it
well when stating, “it’s vital that the low-carbon world that we need to build doesn’t reproduce the
inequalities, dispossessions, and exploitations of fossil capitalism or the colonial capitalism on
which fossil capitalism is built, where some lives are valued more than others and some pay the
costs, social and environmental, for the wellbeing of others.”!4?

In order to tackle the various crises we face, there is a rich history'* to draw upon when it comes
to public-private coordination and inflation and resource management in wartime.'#** By rejecting
the zero-sum scarcity logic of finite money and fixed resources, we can invoke the same capacity
used to mobilize for war and violence today'#’ and instead use it to build a 21st century sustainable
and renewable energy based care economy.

Conclusion

Given the daunting task of fundamentally transforming our economy and way of life amidst
climate shocks and social crises, we will no doubt continue to face challenges to price stability. As
we evaluate what must be done across time and space as well as how this can or cannot be achieved,
inflation and monetary theories premised on austerity, scarcity, and finitude will surely lead to
even greater disasters than what far too many already regularly confront. The standard approach
by many central banks to inflation has come at the expense of inclusive employment and any
semblance of a fair economy. Will we forever tolerate disproportionate levels of unemployment
borne by entire communities over generations while our leaders panic at the slightest decimal
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increase in prices? As Darrick Hamilton notes, “those are politically charged questions.”'4¢ The
almost-instinctive impulse from “experts” and laypersons alike to recoil at big deficits and long
for balanced public budgets'*’ preserves the fantasy of monetary purity and market
fundamentalism. It is a testament to neoliberal’s enduring grip over our imaginations. Instead, we
must re-center the provisioning of society back onto a deliberative and normative focus that more
accurately represents the economy as it already is: political, cultural, ecological, and
interdependent. Therefore, understanding and managing inflation ultimately comes down to
knowledge about the state of our society and industry specifics, our capacity to collectively create
wealth and meet needs, and how we define these objectives and the conditions required to achieve
them.

This entails presenting an alternative and superior theory that explains inflation, or rather price
stability/instability, as a politics of coordination that involves various sectors, interests,
organizational forms, and goals that must manage and administer “costs” while responding to
socially mediated needs and desires within particular constraints and contexts. More importantly,
this interdependence is always and everywhere conditioned by a macro constitutional architecture
that holistically shapes creative capacities through the power of public law and money. This power,
today most often outsourced to private bank lending,'4®
somewhere and take it away elsewhere. It can include and it can abandon. It can cultivate some
aspects of humanity and deprive others. Currently in the case of the United States, it is the
Congress’s authority over the public purse that can ultimately decide whether to fully employ or

can bring about economic creation

expand the nation’s productive capacity as well as define whether that capacity will be socio-
ecologically sustainable and just.

With inflation hawks bearing down on Fed Chairman Powell to raise rates and on the Biden
administration to water down public spending, it’s crucial to fight back against the notion that
current inflationary pressures are necessarily a result of “too much money printing” from pandemic
stimulus. By leveraging MMT’s far more sophisticated inflation approach with political action, we
can both determine and address the real root causes of high prices. We face a deepening housing
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crisis,'* millions will soon have crushing student loan debt reimposed unnecessarily,'** and we’re

nowhere near full employment.'! We need massive investments to end vaccine apartheid,'>? and
to finance a 100% renewable energy economy as we force a managed wind-down of the fossil fuel
industry. We can guarantee the right to a living wage job, housing, healthcare, education,
transportation, a dignified retirement, a shorter work week, global climate reparations, reparations
for slavery and indigenous genocide, publicly funded elections, student'>® and medical debt
cancellation and so much more. As long as we can resource it, we can afford it with public money.
MMT economist Stephanie Kelton said it best in The New York Times:'>* “The Key to responsibly
spending vast sums of money lies in carefully managing the economy’s real productive
limitations.” In doing so, we open our social imaginations up to new political horizons.
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