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Abstract
A short guide to modern monetary theory is given. The approach is kept as simple as possible to
highlight the logical coherence of the system of fiat money and its differences from a goldstandard theory of money. The role of the government is central to this discussion. Many
common ideas concerning money, which are holdovers from a gold standard, do not hold under a
fiat system and this has implications for financial systems.
It is easy to become confused between the boundary line demarcating (i) and (ii) and the
boundary line demarcating (ii) and (iii) where:
(i)

what is easily accomplished using the current economic institutions, widely
interpreted as: laws on budgetary outcomes; notional independence of central banks;
presentation and discussion of government finances; imagined reactions of bond
markets etc i.e. the self-imposed constraints under which a government manages the
economy;

(ii)

what is actually happening under a fiat money system;

(iii)

what is not allowed under a fiat money system
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