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From the Origin of Money to Modern Money Theory :

The Transformation of Economic Study Paradigm

Liu Lei

Abstract: As for the history of the origin of money, there are many evidences that it
was not used as a general equivalent firstly, but as a kind of IOU, which served as a
measure of value and a mean of debt settlement, while the mean of payment and the
medium of exchange are natural derivatives of its initial functions. In the history of eco-
nomic theory, Mercantilism, Smith, Knapp, Keynes and others have clearly recog-
nized that the value of money comes from the rights contained in the nature of I0Us,
rather than its physical value. Modern Money Theory (MMT) is latest development of
Chartalism, which recognizes state money as a kind of government debt and believes
that its value comes from its power to impose and enforce tax liabilities. In modern
states, government’ s debt comes before taxation. MMT advocates functional finance
approach and employer of last resort ( ELR) program. It also emphasizes the
importance of coordination between monetary policy and fiscal policy. On the basis of
sorting out the thought vein and policy proposition of MMT, this paper discusses the
doubt and enlightenment to it. The analysis of MMT and Post-Keynesians economics is
helpful for better understanding the innovative development of economic study para-
digm.
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