Consolidation Technique
Eric Tymoigne
Lewis & Clark College

The national government plays a central role in the analytical framework of Modern Money Theory (MMT). One aspect of that framework focuses on government finances. The government spends by crediting bank accounts, taxation and the issuance of government securities do not fund the government, and fiscal deficits lower interest rates. This narrative merges the central bank and the national Treasury (as well as the national Congress) into an entity called “the federal government”, “the national government”, “the United States”, “We”, or similar broad-brush characterizations. This is done by merging the balance sheet of the Treasury and the balance of the central bank into one balance sheet of “the federal government”. The consolidation technique is a common simplification that helps us understand how a monetarily sovereign government operates in the economy. While this simplification is commonly used as a theoretical and rhetorical tool, MMT has fully explored its implications. In addition, after extensive studies of the operational practices of the central bank and Treasury of monetarily sovereign governments, MMT concludes that consolidation is a good first approximation of the way the central bank and the Treasury work together to make the federal government works smoothly. The following presents the consolidation technique and its implications for government finances, shows the way it is backed by institutional practices, and presents some analytical implications.

Consolidation Technique: Rhetorical and Theoretical Uses
Today, many countries aim at creating a clear separation between the Treasury and the central bank, with the latter being given a monopoly over the issuance of the currency and independence in its policymaking practices and decisions. As noted below a clear-cut separation does not and cannot exist if monetary sovereignty is to persist, but this section notes that despite the existence of some separation, it is not uncommon for academics, policymakers and economic pundits to use implicitly or explicitly the consolidation technique. 
Two examples illustrate how common the use of the consolidation technique is in economic narratives. The first example concerns debates surrounding the financial soundness of Social Security. Since the 1970s, the idea that Social Security is on an unsustainable financial path has been promoted to the point of becoming a commonly held view among the public. In 1981, Alan Greenspan chaired the National Commission on Social Security Reform to find ways to prevent the Social Security Trust Fund from “running out of money” (National Commission on Social Security Reform 1983, 21). However, in 2005, while testifying in front of the House Budget Committee about the solvency of Social Security, Greenspan recognized that there is no risk of running out of money:
I wouldn’t say that the pay-as-you-go benefits are insecure, in the sense that there is nothing to prevent the federal government from creating as much money as it wants and paying it to somebody. The question is, how do you set up a system which assures that the real assets are created which those benefits are employed to purchase. (Greenspan in U.S. House of Representative 2005, 43)
For the “federal government,” the potential issue is not finding the money but rather finding the resources needed by an aging society. 
The second example comes from more recent debates about the sustainability of the US public debt. During the Great Recession, the fiscal deficit rose rapidly from 1% of GNP in 2007 to 10% of GNP in 2010 and worries about the solvency of the “United States” grew. Standard and Poor’s went as far as downgrading credit rating of the U.S. Treasury. Here again Greenspan and others, noted the importance of monetary sovereignty and implicitly used the consolidation technique to show that the US government is not constrained by bond vigilantes because the constitution gives to the US government a monopoly over the issuance of the domestic currency and the Federal Reserve is the bank of the U.S. Treasury:
As the sole manufacturer of dollars, whose debt is denominated in dollars, the U.S. government can never become insolvent, i.e., unable to pay its bills. In this sense, the government is not dependent on credit markets to remain operational. Moreover, there will always be a market for U.S. government debt at home because the U.S. government has the only means of creating risk-free dollar-denominated assets. (Fawley and Juvenal 2011)
This is not an issue of credit rating, the United States can pay any debt it has because we can always print the money to do that. So, there is zero probability of default. (Greenspan 2011)
We’ve got the right to print our own money that’s the key. Greece lost their power to print their money. If they could print drachmas they would not have this problem. They’d have other problems, but they would not have a debt problem. Seventeen countries in Europe gave up their right to print their own money, that’s enormously important. We’ve got the right to print our own money so our credit is good. (Buffet 2011)
When monetary sovereignty prevails, national government finances are different from private finances and state and local government finances. A credit rating on the public debt of monetarily sovereign governments is irrelevant as long as that debt only requires payments denominated in the domestic unit of account. Monetarily sovereign governments always can, and usually do, service in full and on time such public debt (Cantor and Parker 1995). 
The use of consolidation is also quite common throughout different frameworks economic analysis, mainstream or otherwise (e.g., Sargent and Wallace 1981; Sims 1994; Bassetto and Sargent 2019), but MMT goes further in analyzing its economic implications. First, one has to be careful about the points made in the quotes above and their implications. One may interpret them as saying that it is obvious that the government can create money to spend but it is not a normal way to proceed and it is inflationary. MMT shows that monetary creation is not only normal, but also the only way a government can implement its spending. There is no other way for “the United States” to find the necessary dollars to spend and it is not inflationary by itself. Second, MMT notes that thinking in terms of “the federal government”, “the United States”, or “We” is more than just thinking about monetary creation by the government; it is also thinking about the role of taxation and bond issuance. 

The Role of Taxation, Bonds and Monetary Creation in Federal Government Finances
In order to understand the financial mechanics of a federal government, the following presents the balance-sheet implications of thinking in terms of a consolidated government. The Treasury and the central bank have an independent balance sheet but thinking in terms of “the United States”, “We” or the “federal government” implies merging the two government entities into one balance sheet (Figure 1). The immediate implication of such consolidation is that claims that these federal entities have against each other disappear. The Treasury General Account (TGA)—the bank account of the Treasury at the central bank—disappears. Treasuries held by the central bank cancel out and the public debt only includes government securities held by the non-federal sectors (households and non-profit organizations, state and local governments, businesses, rest of the world). 

Figure 1. Consolidated Government

A feature of such balance sheet is that the federal government does not own any government monetary instrument denominated in the domestic unit of account. The monetary base is the liability of the federal government not its asset. The monetary base is the financial tool the government uses to spend and it is held by non-government entities such as banks (vault cash and reserve accounts), households (cash), private businesses (cash), among others. The government spends on goods and services by crediting the reserve account of the seller’s bank and the bank credits the account of the seller. It does the same thing with recipients of Social Security and welfare payments. For example, if the government buys $100 worth of paper from a company the following changes occur in several balance sheets:
Government
	Change in Assets
	Change in Liabilities and Net Worth

	Paper: +$100
	Reserve accounts: +$100




Private Bank
	Change in Assets
	Change in Liabilities and Net Worth

	Reserve accounts: +$100
	Account of paper company: +$100



Paper Company
	Change in Assets
	Change in Liabilities and Net Worth

	Paper: -$100
Account of paper company: +$100
	



To make a payment denominated in the domestic unit of account, the government does not draw down any savings nor does it ask for credit from anyone. The government simply uses the power of keystrokes to mark up the accounts of the parties involved in a transaction; namely the government credits $100 to the reserve accounts of the company’s bank and orders the bank to credit the account of the company by $100. 
When the government taxes, it orders banks to debit the bank accounts of taxpayers and also debits the reserve accounts by the same dollar amount. For example, if the government receives $75 of income tax payments, the following changes happen in several balance sheets (instead of net worth going up in the government balance sheet, taxes due on the asset side of the government may fall if such dues are recorded on balance sheet):

Government
	Change in Assets
	Change in Liabilities and Net Worth

	
	Reserve accounts: -$75
Net Worth: +$75



Private Bank
	Change in Assets
	Change in Liabilities and Net Worth

	Reserve accounts: -$75
	Accounts of taxpayers: -$75



Taxpayers
	Change in Assets
	Change in Liabilities and Net Worth

	Accounts of taxpayers: -$75
	Net worth: -$75



The national government does not earn any money from tax payments; they do not increase the financial ability to spend of the government. Taxes do not finance “the United States”. The effect of tax payments is to remove $75 worth of reserves from banks; the monetary base falls by the dollar amount of tax receipts. This cannot occur before reserves are injected into the banking system by government either by buying goods and services ($100 worth of paper in the example above), by making a payment, or by providing credit to other sectors of the economy.
The fact that all spending involves monetary creation also does not mean that “the United States” no longer needs to issue bonds. Following the two previous transactions, the government now records a fiscal deficit of $25, which can be shown by combining the two previous operations:
Government
	Change in Assets
	Change in Liabilities and Net Worth

	Paper: +$100
	Reserve accounts: +$25
Net worth: +$75



Private Bank
	Change in Assets
	Change in Liabilities and Net Worth

	Reserve accounts: +$25
	Bank accounts: +$25



Non-Bank Private: Taxpayers and Paper Company
	Change in Assets
	Change in Liabilities and Net Worth

	Paper: -$100
Bank accounts: +$25
	Net worth: -$75



Thus, the fiscal deficit increases the financial net wealth of the domestic private sector by $25 and takes the form of a net injection of reserves.
The net injection of reserves pushes down the overnight interbank lending rate (the federal funds rate in the United States). Figure 2 illustrates this point. The central bank pays an interest on reserve accounts (reserve rate) and the central bank charges banks for any overnight overdrafts on reserve accounts (penalty rate). The government targets the overnight interbank lending rate (OLRT). Before the previous two government transactions, the market rate is on target (OLR1* = OLRT). The net injection of reserves induced by a fiscal deficit shifts the supply of reserves to the right, which pushes the interbank rate below the target (OLR2*). 
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Figure 2. Impact of a net injection of reserves induced by a fiscal deficit

In order to bring OLR back on target the government needs to drain the surplus of reserves. It does so by selling bonds to banks:
Government
	Change in Assets
	Change in Liabilities and Net Worth

	
	Reserve accounts: -$25
Government bonds: +$25



Private Bank
	Change in Assets
	Change in Liabilities and Net Worth

	Reserve accounts: -$25
Government bonds: +$25
	



Graphically, the supply curves shifts back to the left to its previous position and the interbank rate is back on target. Once again, the government does not gain any funds from the issuance of (domestic-currency denominated) bonds. The issuance just changes the structure of liabilities of the government with the purpose of maintaining interest-rate stability. As such, the issuance of government securities is strictly a monetary-policy operation; it has no fiscal purpose for the federal government. 
Thus, a careful study of the balance-sheet implications of a consolidated government leads to several conclusions regarding national government finances. First, it is not that “We can always print the money”, as Greenspan put it above, but rather that “We must always print the money,”—more precisely mark bank reserves up via keystrokes—to spend and to service the public debt. There is nothing intrinsically inflationary about such monetary creation; its inflationary impact depends on the speed and structure of government spending (INFLATION ENTRY). Second, “We” cannot use taxes and bonds to finance “the United States,” but “We” do use them to promote specific goals such as financial stability, fair income distribution, change behaviors, and price stability (Lerner 1943; Ruml 1946) (TAX ENTRY). Third, taxes and bond issuances by the government can only come after the government spends on, or grants credit to, non-federal sectors, because government spending injects the reserves needed to complete the settlement of taxation and government bond purchases. Taxation and bond issuances are complementary financial operations to monetary creation, they are not substitutes (REDEMPTION ENTRY; BUDGET CONTRAINT). The public debt and tax system are managed to maintain the stability of the economic system rather than to maintain the solvency of the federal government. 
The consolidation technique is an analytical simplification. It removes all the institutional complexities that impact the financial relation between Treasury and central bank. However, it is a good first approximation because it is rooted in the operational practices of the national Treasury and central bank despite the political will to have a clear separation between them. There is an extensive coordination between the central bank and the Treasury in their daily financial operations. This coordination blurs the operational boundaries of fiscal and monetary policies between the two entities of the national government. 

Institutional Aspects behind the Technique: Coordination vs. Consolidation
Today the central bank and the Treasury are clearly separated and limits are imposed on the financial operations they can perform independently and together. Depending of the country, the Treasury may more or less delegate its monetary power to the central bank , some limits may be put on the ability of the Treasury to issue securities, and the ability of the central bank to finance directly the Treasury may be restricted. The Treasury ought to, and is believed to, be involved merely in fiscal-policy making and the central bank ought to, and is believed to, be involved merely monetary-policy making.
MMT proponents, as well as other economists, have studied the operational mechanics of the central bank and the Treasury of monetarily sovereign governments (Wray 1998; Mitchell and Mosler 2002; Bell 2000; Tymoigne 2014; Sundararajan, Dattels, Bloomestein 1997; Silva and Richard 2010; Vajs 2014; Allen 2019; Lavoie 2019). While institutional details vary by country, studies have concluded that a clear-cut separation of the central bank and the Treasury does not exist. They are routinely in contact in order to help each other achieve their respective goals. The overarching goal is to ensure their fiscal and monetary operations work smoothly to avoid disturbing the rest of the economy. The Treasury is routinely involved in monetary-policy operations to ensure that the central bank can maintain its interest-rate target. The central bank is routinely involved in fiscal operations to ensure that the Treasury can execute in a smooth fashion the budget approved by the Congress, despite uncertain tax revenues that may only come long after Treasury’s spending has already been implemented. Thus, a careful study of the coordination between the central bank and the Treasury of a monetarily sovereign government reveals that the conclusions reached under a consolidated government are still present under a coordinated government. A few examples are presented below via the cash and debt management operations of the U.S. Treasury and via the monetary policy practices of the Federal Reserve.

Monetary Policy Making
In terms of monetary policy, the previous section showed that fiscal deficits push down interest rates. The same can be observed when the federal government is analyzed through the interaction of its different entities. The Treasury understood the impact of fiscal operations on the money market long before the Federal Reserve was established (U.S. Treasury 1955), and former President of St. Louis Federal Reserve William Poole put it very clearly in 1978: 
When, the Treasury draws down its cash balances at the Fed, new reserves are pumped directly into the banking system as the balances spent by the Treasury are transferred on the books of the Federal Reserve to the member bank reserve accounts. The member banks, therefore, have larger reserve balances. […] [T]he new reserve balances are entirely in excess of the requirements […] [so] banks […] put the balances up for lending on the Federal funds market. But since banks in general have excess reserves, the demand for Federal funds is low and so the interest rate on Federal funds is bid down to very low levels. The Federal Reserve, not wanting to see interest rates bid to low levels, comes into the market to absorb the excess reserves and to prop up the interest rate. The process, of course, works exactly in reverse when the balances flow from the banks into the Treasury as, for example, when taxes are paid or payments are made for newly sold Treasury securities. (Poole in U.S. House of Representatives 1978, 32)
Thus, on a daily basis if the U.S. Treasury’s spending is greater than tax revenues, the federal funds rate (FFR) falls. Given that other rates are strongly correlated to the FFR, unless the Federal Reserve or the U.S. Treasury sells Treasuries to drain excess reserves, other rates will also tend to fall. Of course, times of high inflows of tax receipts drain reserve accounts and so place upward pressures on the FFR. 
The U.S. Treasury and the Federal Reserve have coordinated their operations to help mitigate the impact of fiscal policy on the money market. They have used cash and debt management techniques that have varied through time. One technique allowed the Federal Reserve to finance directly the Treasury, which would “enable the Treasury temporarily to make disbursements in excess of its current receipts thus providing the banks with additional reserves in advance of a later unavoidable drain” (U.S. Treasury 1955, 282). Another technique allowed tax settlements with securities instead of reserves. The U.S. Treasury sold to banks (and large private corporations) tax anticipation bills and non-marketable savings notes when reserves were plentiful, and they would use the bills as a means of payments of taxes. Yet another allowed banks to purchase Treasury-securities by crediting the private bank accounts of the Treasury (Treasury’s Tax and Loan accounts)—direct monetary financing by private banks—to avoid debiting reserve accounts. Finally, the U.S. Treasury also moved funds between its private bank accounts (TT&Ls) and its Federal Reserve account (TGA) to maintain a stable TGA balance and so limit the impacts of fiscal policy on reserve accounts, this was last done during the 2008 financial crisis.

Fiscal Policy Making
In terms of fiscal policy, the consolidation technique implies that the government creates money anytime it spends. A study of the institutional details behind the coordination of fiscal and monetary authorities shows that the central bank gets involved routinely in fiscal policy by directly or indirectly financing the Treasury. Chairman Eccles provides an insightful insider’s view on the financing of the U.S. Treasury:
[In past Congressional hearings] there was a feeling that […] Government [borrowing] directly from the Federal Reserve bank […] took off any restraint toward getting a balanced budget. Of course, in my opinion, that really had no relationship to budgetary deficits, for the reason that it is the Congress which decides on the deficits or the surpluses, and not the Treasury. If Congress appropriates more money than Congress levies taxes to pay, then, there is naturally a deficit, and the Treasury is obligated to borrow. The fact that they cannot go directly to the Federal Reserve bank to borrow does not mean that they cannot go indirectly to the Federal Reserve bank, for the very reason that there is no limit to the amount that the Federal Reserve System can buy in the market. […] Therefore, if the Treasury has to finance a heavy deficit, the Reserve System creates the condition in the money market to enable the borrowing to be done, so that, in effect, the Reserve System indirectly finances the Treasury through the money market, and that is how the interest rates were stabilized as they were during the war, and as they will have to continue to be in the future. So it is an illusion to think that to eliminate or to restrict the direct borrowing privilege reduces the amount of deficit financing. Or that the market controls the interest rate. Neither is true. (Chairman Eccles in U.S. House of Representatives 1947, 8)
The financing of the U.S. Treasury has been done through several means. From 1913 until 1935 and from 1942 until the early 1980s, the Federal Reserve was allowed to directly finance the Treasury in an unlimited fashion until 1935 and up to $5 billion from 1942. The Federal Reserve can also participate in auctions to replace any maturing Treasuries on its balance sheet, thereby providing a direct refinancing source to the Treasury. Finally, the Federal Reserve participates indirectly in the financing of Treasury through the Primary Dealer System. During an auction, primary dealers must submit a reasonable bid and the Federal Reserve ensures they have enough reserves at time of settlement by purchasing, temporarily or permanently, outstanding Treasuries. Prior to the Primary Dealer System, the Federal Reserve also ensured that banks had enough reserves to settle an auction. For example during World War Two: 
It was evident that all funds needed for financing the war which were not raised by taxation or by the sale of Government securities to nonbank investors would need to be raised by the sale of securities to the banking system. At first commercial banks were able to draw down excess reserves by several billion dollars, but later they had to be supplied with a considerable amount of additional reserve funds in order to purchase the necessary securities […] In general, further reserve funds were supplied by Federal Reserve purchases of short-term Government securities. (Chairman Martin in U.S. Senate 1952, 288)
Thus, one way or another the Federal Reserve helps finance the U.S. Treasury as the consolidation technique implies. None of this is a call to change current institutional arrangements to allow direct financing of the U.S. Treasury. That could be done but it is not necessary given that current institutional arrangements work well to ensure smooth fiscal operations. 

Public Debt Management
[bookmark: _Toc519240918]In terms of public debt management, the U.S. Treasury changes the level and structure (proportion of short-term vs. long-term securities) of the public debt to accommodate the needs of the economy. One of these needs involves monetary-policy operations, that is, setting policy rates. A recent example was the U.S. Treasury’s involvement in monetary policy during the 2008 crisis when the Federal Reserve asked the U.S. Treasury to help drain reserves by issuing “Supplementary Financing Program” T-bills (SFP bills). As the Discount Window was advancing reserves to banks in difficulty, the U.S. Treasury was simultaneously draining them out of the banking system (Figure 3). 
[image: ]
[bookmark: _GoBack]Figure 3. Injection (+) and withdrawal (-) of reserves, trillions of dollars
Source: Board of Governors of the Federal Reserve System (Series H.4.1)

Another example of monetary-policy-driven debt management involves the issuance of Treasuries when the U.S. Treasury ran a fiscal surplus. Following WWII, the strict targeting of the T-bond rate at 2.5 percent was relaxed toward the end of the war, but U.S. Treasury and Federal Reserve still did not want the rate to deviate too much from 2.5 percent. After the war, fiscal surpluses removed T-bonds from the market even though they were in high demand so the yield on 10-year T-bonds declined steadily toward 2 percent. To bring the T-bond rate back up toward 2.5 percent, more T-bonds needed to be supplied but the Federal Reserve did not hold enough so the Treasury supplied more. From a budgetary perspective this seems strange—a Treasury trying to raise the cost of its indebtedness and issuing securities when running a fiscal surplus—but all this was done for monetary-policy purposes. As Secretary of the Treasury Snyder put it: 
it would be a serious error to conclude that the Treasury Department believes that holding down the interest cost of the public debt should be the sole or major goal of debt management […] It is only one of the several objectives of Treasury policy, and it is one that is subsidiary to the primary goals of promoting sound economic growth and stability in our financial system. (Snyder in U.S. Senate 1952, 14))
Beyond helping with the implementation of monetary policy, other goals for the management of the public debt include maintaining the stability of the payment system, providing safe assets to the domestic sectors, and maintaining the liquidity of Treasury-security market. In the early 2000s, the Australian government concluded that this market was central to the stability of the financial system, so it decided to continue to issues Treasuries despite the fact that it had been running surpluses for years (Commonwealth of Australia 2003, 2011). Thus, while funding the Treasury is one of the reasons for the issuance of Treasuries, Treasury Departments throughout the world also manage their public debt to fulfill macroeconomic goals that are not necessarily consistent with budgetary needs and a budgetary logic. These macroeconomic goals are consistent with the one unearthed by the use of the consolidation technique that concludes that the issuance of Treasuries is a monetary-policy operation. Put differently, the separation of the central bank and Treasury means that the Treasury’s budgetary needs must be included in the analysis, but it does not remove the other roles of tax and government securities that exist in a consolidated government. While there are institutional barriers in the financial relations between the central bank and the Treasury, there are also institutional factors and practices that allow a monetarily sovereign government to bypass financial constraints it imposes on itself. While the central bank may not be able to finance directly the Treasury, it makes sure that auctions of Treasuries run smoothly. While the Treasury needs tax revenues and government securities to finance itself, it also manages them in ways that are unrelated to its budgetary needs. 

Further Analytical Implications of Consolidation: Beyond Government Finances
Beyond changing our understanding of the mechanics and purposes of national government finances, the consolidation technique has other powerful analytical implications. First, the consolidation technique shows that, similar to monetary creation to finance private spending, monetary creation to finance government spending is not by itself inflationary. The money supply is endogenously created to finance government-led and private-led economic activities. The money supply is destroyed endogenously through debt servicing, tax payment and Treasuries issuance in order to promote price and interest-rate stability (REDEMPTION ENTRY). As such, MMT has emphasized the role of the state in the endogenous theory of money and in the story and analysis of monetary systems (Tymoigne 2016, 2019). 
Second, the consolidation technique also helps to clearly separate financial and real constraints. Financial constraints on government operations come to play a role when the government decides to use a foreign currency to spend or when it pegs the domestic unit of account to something over which it does not have control (foreign currencies, gold, among others). There is no financial constraint for a monetarily sovereign government, given that “a government which has control over the banking and currency system can always find the cash to pay for its purchases of home-produced goods” (Keynes (1940) 1972, 416). However, such a government may not be able to find enough resources (teachers, doctors, engineers, raw material, oil, machines, consumer goods, etc.) for sale at prices set in the domestic unit of account. This will lead to a depreciation of the unit of account (via inflation and/or a fall in the exchange rate) if the government tries to compete for them with non-federal sectors. There are, therefore, four possible economic scenarios in terms of real and financial constraints.

	
	
	Are resource suppliers unable and unwilling to sell to the government goods and services priced in the domestic unit of account?

	
	
	No
	Yes

	Can the government run out of money?
	No
	None 
	Real

	
	Yes
	Financial
	Financial/Real 


Table 1. Real constraints and financial constraints on the government

A monetarily sovereign government only confronts potential real constraint, that is, there is a potential inflation barrier. This barrier may occur before full employment is reached if the demand for the domestic currency is low among the domestic population. An inefficient tax collection system, widespread tax evasion and a large informal economy do make it more difficult for the government to create a demand for the domestic currency and so decrease the willingness of the population to provide resources to the government (TAX-DRIVEN MONEY ENTRY). Besides a potential real constraint, for a monetarily sovereign government the only constraint is a political one. In a democratic system, the political constraint reflects the will of the population in terms of the involvement of the government is socio-economic affairs. Finding the domestic currency will never be an issue—it is created simultaneously to spend—but defining the public purpose is a major issue that involves deciding where and how government should be involved. Finding the resources needed to implement that public purpose can potentially be a problem. 
Third, Keynes noted that aggregate domestic private investment must precede aggregate domestic private saving; in a similar fashion, government spending must precede taxes. Assume an economy in which net export and private domestic investment are zero and all domestic private disposable income is consumed, in that case T ≡ G and MMT argues that G (government spending) causes T (tax revenues). T is the product of the tax rate and national income. If the government raises the tax rate, personal disposable income falls, which depresses private domestic consumption and so national income falls. The fall in national income fully offsets the increase in the tax rate and so T stays unchanged. Only higher G can lead to higher T by raising national income. This is the paradox of taxation, which is similar to the paradox of thrift. As Keynes noted, the financing of private domestic investment is the parent of private saving (Keynes 1939, 572); similarly, the financing of government spending is the parent of tax revenues. 
Fourth, the size of the fiscal balance and the supply of government securities are endogenous to economic system. The government has some control over government spending (about 30 percent of US federal spending is discretionary) but little to no control over the size of its overall spending, the size of tax revenues and the size of bond issuance. Government spending and tax revenues are heavily dependent on economic activity via automatic stabilizers. If the government fiscal position is inconsistent with the desire of other sectors to accumulate net financial wealth, government spending and taxing will move in such a way as to accommodate that desire. Any attempt to implement policies that are not consistent with the desired surpluses of other sectors will fail (SECTORAL BALANCE ENTRY). Similarly, the supply of government bonds denominated in the domestic currency is endogenous, that is, the federal government accommodates the demand for bonds in order to maintain its interest-rate target and other financial-stability goals (Figure 4). 
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Figure 4. The national-government supply of bonds

Put differently, a monetarily government has strong control over the cost of its public debt but has limited control over the fiscal path. The fiscal position and size of the public debt are the end result of economic processes over which the government has only partial control. Federal fiscal budgeting involves setting a portion of government spending and accommodating a relatively predictable upward trend in non-discretionary spending, making expectations about tax revenues that will come after spending has been implemented and that can turn out to be quite different from expected, and supplying Treasuries on demand. The lack of control of budgetary outcomes does not mean that budgeting is irrelevant. A central purpose of budgeting is to improve accountability and transparency of government operations and to set priorities in terms of spending; it is not to set the fiscal path.
Fifth, MMT complements the monetary theory developed by Post Keynesians and Circuitists (Deleplace and Nell 1996) by broadening to the role of fiscal operations in the analysis. MMT generalizes the endogenous money theory of Post Keynesians who are focused on the relation between the central bank and private banks (Moore 1988; Wray 1990; Lavoie 2006). It shows that there is a vertical component to the reserve supply that comes from fiscal operations rather than, as Monetarists argued, from monetary-policy operations (Wray 1998; Mitchell and Muskyen 2008). In terms of the Circuit approach, the introduction of the government enriches the analysis, provides a simple means to understand how profit can emerge in a single circuit, and leads to similar conclusions to MMT (Bougrine and Seccareccia 2002; Parguez 2002; Tymoigne 2014). 
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