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The Debate Over Monetary Financing: A Revival

Krish Sara*+

Abstract

Over the past two decades, numerous economies witnessed a revival of mon-
etary financing- the financing of government expenditure through a permanent
increase in the monetary base. This unconventional monetary policy returned to
the central bank’s arsenal due to two unprecedented economic crises: the Global
Financial Crisis of 2008 and the COVID-19 pandemic. And, was aided by con-
ventional monetary policies yielding insignificant effects on mounting sovereign
debt and deflationary gpirals. Thus, comprehending the implications of monetary
financing is vital at thig juncture. Critice of monetary financing argue that it re-
sults in inflation and/or hyperinflation and decreases central bank independence.
On the other hand, proponents make the case for its effect on reducing sovereign
debt and rescuing economies facing deflationary spirals. This paper finds that
meonetary financing can be an efficacious mechanism for financing government
expenditure, provided central bank independence is high and it is a period of
economic crisis as the negative consequences of lower central bank independence

and inflation are equated by implementing a rigid framework.
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Figure 5: Total Assets of the Federal Reserve and Treasury Balance, 2007- 2023 (Mil-
lions of Dollars)

== Total Assets == Treasury Balance
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sSource: Board of Governors of the Federal Reserve System, Daily Treasury
Statement(s), and author’s calculations
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Table 2: Conceptual Differences Between Quantitative Easing (QE) and Monetary
Financing (MF)

Inflation

Goals Monetary Base i Risks
Targeting
titati M i . .
ngn HALYe .acroeconomlc Temporary increase Yes Inflation
Basing stimulus
Monetary Macroeconomic ) Inflation or
. . . Permanent increase No ) .
Financing stimulus hyperinflation
Crisis . Permanent increase Maybe Inﬂatl.on or
prevention hyperinflation

Note: The table divides the use of MF into two distinet sections due to its use in
different institutional contexts. The goals referred to in the table acknowledges the
conditions in which either QE or MF are/can be implemented. Macroeconomic
stimulus is the goal/condition of the monetary policies in situations where these
policy levers are introduced to increase aggregate demand and the economy is in
nominal condition. Whereas, crisis prevention is a goal/condition where MF is
implemented because of increased economical hardships like the COVID-19 pandemic
or the GFC. Both the monetary policies involve an increase in the monetary base;
however, QE involves a temporary one. Inflation targeting can take place when using
MEF during a crisis if the economy is reaching or has reached the effective lower bound
(ELB). Both the aforementioned policies involve inflation risks. However, inflation

risks associated with MF are of greater consequence.

Advances in Economics and Business Management (AEBM)
p-1SSN: 2394-1545; e-ISSN: 2394-1553; Volume 10, Issue 1; January-March, 2023



The Debate Over Monetary Financing: A Revival

55

Advances in Economics and Business Management (AEBM)
p-1SSN: 2394-1545; e-ISSN: 2394-1553; Volume 10, Issue 1; January-March, 2023



56 Krish Sara

Table 4: Total Debt Issued by the United States, Japan, Greece, Zimbabwe, and
Venezuela Central Governments, 2003- 2021 {Percent of GDF, weighted averages)

Country 2003 2006 2009 2012 2015 2018 2021
Greece 58.6 64.2 &86.7 103.1 1052 1075 1281
Japan 160 174 1987  226.1 2284  232.3  262.%
United States  100.23 104,72 126,75 162.19 182.19 199.91 212.4
Venezuela 39.4 58.7 38.3 47.5 51 66.9

Zimbabwe 56 25.7 27.6 h&.4 1298 1745  240.5

Source: IMF Global Debt Database, 2023
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