A Job Guarantee financed by deficit spending is doomed to reduce productivity
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For the sake of argument, though, let’s assume that this new system works perfectly. A much bigger problem remains: MMT is a solution in search of a problem. To see why, consider two situations: where the economy is at full employment and where the economy is not at full employment. If the economy is at full employment, any additional government spending will be inflationary and MMT has nothing to add. To reduce the number of jobless people during a period of full employment would require supply-side reforms to boost productivity — things like competition reform and capital and labour-market reforms. MMT does nothing to solve the myriad supply-side challenges facing the world. If anything, MMT would reduce productivity by having the government allocate labour and control wages through a job guarantee and the financial repression of keeping interest rates low. Nor is MMT helpful if the economy isn’t at full employment, as is likely in the post-Covid world. A big increase in government spending, financed by the central bank, would boost growth, boost job creation, boost wages and get inflation back up to where we need it. These are all wonderful outcomes. The problem is that exactly the same results could be achieved through the existing framework.
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