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 Modern Monetary Theory (MMT)

 „Green central banking”

 Federal Reserve: review of the monetary
policy framework

 Role of fintech on the currency exchange 
market, selected examples (Revolut, 
Transferwise)





 typically associated with parts of left-wing politics
and post-Keynesian economics

 A country with its own fiat currency does not need to 
worry about accumulating too much debt because it 
can always create more money to pay it → the only 
constraint on spending is inflation which can be 
caused by excessive spending.

 The government should guarantee full employment, 
creating money at will in order to fund government
purchases.

 Government job guarantee would function as 
automatic stabilizer → more govt jobs created in time
of a slowdown, less needed in time of more activity of 
the private sector.



 Government spending injects more money into the 
economy, while taxation absorbs it → fiscal policy 
takes over the role of the monetary economy.

 Inflation is caused by excessive spending (cumulative
spending of the public and private sector).

 Taxes are not necessary to fund government
spending but they are useful to control „demand-
pull” inflation → taxation as policy tool, not a means
of funding the government.

 interest rates are not relevant – zero interest rate
policy possible if the government decide not to issue
public debt at all. 



 Lack of credible mechanism of containing inflation: 
inflation is only analyzed from a Keynesian
perspective („demand-pull”) but not from the money
supply perspective (quantity theory of money).

 Lack of credible institutional framework: no 
institution with a primary mandate of ensuring price
stablity. The government would not be interested in 
ensuring price stability by means of taxation, as it
would be unpopular → incentive to maintain
inflationary levels of spending.

 A side effect might be a rapid depreciation of the 
domestic currency and inofficial use of „hard” foreign
currency.



 Should central banks act to slow down climate change?

 The Network for Greening the Financial System, a 
world-wide initiative created in 2017 – see
https://www.ngfs.net/en

 Possible instruments: 

- choice of assets purchased within CB monetary policy 
operations: no bonds issued by polluting industries, 
more bonds issued by „green” industries (a.k.a. „green
QE”);

- within supervision and oversight tasks: incorporating
climate risks into stress-tests required from banks; 
preferential treatment of loans given to „finance green
projects” from capital adequacy and risk management 
perspective

https://www.ngfs.net/en


 Selective choice of assets („green QE”) – incompatible with central 
bank’s mandate and with the purpose of monetary policy 
operations; support for green industries is within the role of the 
government, not the CB.

 Regard to climate change risks in financial supervision – much 
needed, includes not only risks resulting directly from climate
change (e.g. insurance risks from natural disasters) but also
impact of policy changes (e.g. taxation).

 Preferential treatment of some loans from risk management 
perspective: risk of distorting risks and reducing efficiency of 
risk management. Preferences for „green” loans should be in 
principle included in govt policies, not in financial supervision
measures.

 Bottom line: expanding central banks’ mandate into policies that
should lie within the responsibility of governments or risk to 
dilute primary CB mandate would be questionable; but otherwise
NGFS is a much-needed initiative to discuss an imminent global
challenge.



 Announced in Nov 2018

 Reasons:

- risk that the decrease of the Fed policy rate reaches its 
effective lower bound, constraining Fed’s ability to 
counter future downturns (→„pushing on a string”);

- both employment and inflation near Fed's objectives →
opportunity to engage in a deeper, long-term analysis.

 Range: monetary policy strategy, monetary policy tools, 
communications about the policy strategy and tools.

 Limits: Fed’s statutory mandate of price stability and 
maximum employment, inflation objective of 2% as 
most consistent, over the longer run, with the mandate 
of price stability.



 Includes:

- a series of „Fed Listens” events with a town hall format, 
organized by Federal Reserve banks around the U.S.,

- economic research, including conferences,

- discussions by the Federal Open Market Committee,

- publications planned for the first half of 2020.

 More information: 

https://www.federalreserve.gov/monetarypolicy/re
view-of-monetary-policy-strategy-tools-and-
communications.htm

https://www.federalreserve.gov/monetarypolicy/review-of-monetary-policy-strategy-tools-and-communications.htm


 Problems faced by customers:

- high exchange and money transfer costs,

- lack of transparency in pricing → confusion
as regards costs hidden in exchange rates as 
opposed to directly charged fees,

- prohibitive cost of exchanging cash in many
most developed countries,

- questionable business practices (e.g. DCC 
„Dynamic Currency Conversion” at ATMs and 
points of sale)



 Revolut (founded 2015)

- main services offered: currency exchange, travel
money;

- status as financial institution;

- safety: banking license and deposit guarantee
coverage issues.

 Transferwise (founded 2011)

- main services offered: cross-border money transfers,

- status: authorised electronic money institution, 
subject to supervision by competent authorities, but 
lack of banking license.


