Won’t spark inflation – we can counter tendencies to boost income at the top by shifting resources correctly and using taxes to deal with excesses.
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While the GND may move the economy to full employment of resources, with well-targeted spending, we can implement it without sparking inflation. Although many sectors of our economy really were at full capacity before the COVID crisis, others lagged far behind with substantial excess capacity.11 The same can be said for parts of our labor force, e.g., labor force participation rates for prime-age males have been on a long downward trajectory (Dantas and Wray 2017). We need to be careful to direct as much GND spending away from the sectors that might be at or beyond full employment—which tend to be the most advanced sectors, with oligopoly or monopoly pricing. Wages and prices in these sectors could rise and boost measured inflation rates, which is precisely what we need to avoid. Where possible, we need to prioritize spending to the underutilized resources, and we need to counter the tendency for growth to disproportionately boost income and spending at the top. In spite of the conventional wisdom, rising tides now raise all yachts—not the little dinghies. As Pavlina Tcherneva has clearly demonstrated, over the entire postwar period the share of income growth grabbed by the richest households during economic expansions has increased. Almost all the gains from growth now go to the top—with roughly 80% of income growth captured by the top 10% of the distribution (Tcherneva 2017). Where we cannot avoid competing for already employed resources, it could become necessary to use wage and price controls along with rationing. Lastly, through the GND, we will shift resources to better uses and (gradually) reduce the need to devote resources to dealing with the problems created by destructive processes (dirty production processes require us to devote resources to cleanup; high inequality forces us to devote resources to dealing with the consequences of poverty, idleness, inadequate access to preventive care and early treatment, social isolation, and crime). Taxing the “rich” If the GND does generate inflationary pressures, we can use the tax system to curb them. To do that, however, we need to approach taxes functionally. Proponents of the GND often propose raising taxes on the rich, imposing taxes on financial turnover or offshore income taxes to pay for it. Similarly, during WWII some had argued that the rich should bear the whole cost of the war, while the working classes should be allowed to increase their consumption. In a chapter titled “Can the Rich Pay for the War?” Keynes (1940) demonstrated that even with very high rates of taxation of the rich, we could not get the necessary decrease in consumption to avoid inflation. He argued we would have to take 75% of the incomes of the “rich” and “middle class” to accomplish this. To reiterate the MMT position, a government with its sovereign currency does not need to rely on the rich, going to them hat in hand asking for money to finance important public priorities (and not being able to do so if it cannot tax them). The government has the financial wherewithal to fulfill the public purpose. Since a nation with its sovereign currency “pays” for things in terms of real resources, the way taxes would help “pay for” the GND would be by lowering aggregate demand and thus releasing real resources. For this, however, we need “targeted” taxes that would be effective for that purpose. To achieve a significant release of resources from the high earners, alone, we would probably require high marginal tax rates—perhaps even higher than a top marginal tax rate of 70% advocated by Representative Alexandria Ocasio-Cortez. The political and technical barriers to imposition of sufficiently high tax rates would also be significant: the rich have the means and incentive to fight any move to raise their taxes, as well as to avoid tax payments if rates are raised.12 Thus while the GND should include new taxes on high incomes and high wealth, we do not expect those to have a sufficient effect on freeing resources for the GND. Importantly, these taxes achieve other important objectives, such as lowering income inequality, financial speculation, incentives to move profits offshore and tax avoidance by the rich—benefits we don’t discount. Indeed, we would argue that these are the features of taxes that proponents of the GND should focus on—their functions—and not their ability to raise “revenue.”
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