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The Monetary and Fiscal Nexus:Comparative Analysis of Modern

Money Theory and Orthodox Economics

LI Lili

(Renmin University of China, Beijing, China)

Abstract: The major shift in global monetary and fiscal nexus and the arrival of the “Three Low Era” since the
2008 Global Financial Crisis, have led to the widespread questioning and criticism of today’s mainstream economics,
and given rise to the widespread popularity and discussion of “modern monetary theory” (MMT). The popularity of
MMT stems from a vastly different understanding of the relationship between money and finance from today’s main-
stream and orthodox economics. Orthodox economics combines the orthodox research traditions of barter-based money
and sound finance, and follows a real analysis approach that integrate physical money and physical finance. It examines
the relationship between money and public finance and analyzes the behavioral logic of sovereign governments within
the theoretical framework of “government budget constraints”. In contrast, MMT combines the unorthodox research
traditions of debt-based money and functional finance, and follows a monetary analysis approach that combines credit
money and monetary finance. It examines the relationship between money and public finance, and analyzes the behav-
ioral logic of sovereign governments from the perspective of modern circulation of money. The understanding of the re-
lationship between money and public finance in orthodox economics is essentially negative, passive and narrow, and is
therefore flawed. MMT, though equally deficient, can to some extent compensate for and overcome the shortcomings
of orthodox economics, thereby enhancing our understanding of the relationship between money and public finance.

Keywords: Modern Money Theory; Orthodox Economics; Money; Public Finance
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