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The legendary English comedy show Monty Python had a famous sketch about the disgruntled 
customer of a pet shop, who realised he had been sold a dead Parrot. The shopkeeper steadfastly 
refused to admit that the Parrot was dead: 
 

CUSTOMER: I wish to complain about this parrot what I purchased not half an hour 
ago from this very boutique. 
 
SHOPKEEPER: Oh yes, the, uh, the NRUZegiaQ BOXe « WhaW'V, Xh « WhaW'V ZURQg 
with it? 
 
CUSTOMER: I'll tell you what's wrong with it, my lad. 'E's dead, that's what's wrong 
with it! 
 
SHOPKEEPER: NR, QR, 'e'V Xh, «  he'V UeVWiQg. 
 
CUSTOMER: Look, my lad, I know a dead parrot when I see one, and I'm looking at 
one right now. 
 
SHOPKEEPER: NR QR, he'V QRW dead, he'V, he'V UeVWiQ'! « 
 

 
  

http://www.paecon.net/PAEReview/issue104/whole104.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386
http://rwer.wordpress.com/comments-on-rwer-issue-no-104/
https://www.montypython.com/
https://www.youtube.com/watch?v=vnciwwsvNcc
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This sketch came to mind for me when I was alerted to a blog post by Gregory Mankiw, the author of 
RQe Rf Whe ZRUOd'V PRVW SRSXOaU ecRQRPicV We[WbRRkV. MaQkiZ¶V SRVW VhRZed WhaW MRQW\ P\WhRQ¶V 
fictional shopkeeper is an amateur, compared to economists, when it comes to pretending that 
something which is dead is actually alive and well. 
 
The Dead PaUURW iQ TXeVWiRQ iV Whe ³MRQe\ MXOWiSOieU´: Whe WheRU\ WhaW baQkV cUeaWe PRQe\ b\ OeQdiQg 
RXW UeVeUYeV. IW¶V aOVR caOOed ³FUacWiRQaO ReVeUYe BaQkiQg´. AQd LW¶V aOVR a P\Wh: worse than merely 
being dead, it has in fact never existed, except as a fairy story that one generation of economists passes 
down to another. 
 
 
The Money Multiplier Fairy Story 
 
The 6th ediWiRQ Rf MaQkiZ¶V MacURecRQRPicV We[WbRRk (WheUe¶V QRZ a 9th edition, bXW I¶P QRW abRXW WR 
waste money buying a dead parrot) passes on the Money Multiplier Fairy Story by telling students to 
cRQVideU ³aQ iPagiQaU\ ecRQRP\´ iQ Zhich Whe PRQe\ VXSSO\ iV iQiWiaOO\ $100 iQ caVh. TheQ, Whe 
popXOaWiRQ deSRViWV aOO WhaW caVh iQ ³FiUVW NaWiRQaO BaQk´. The PRQe\ VXSSO\ QRZ cRQViVWV Rf $100 iQ 
bank deposits, while all the cash is in the vault of First National Bank. Next First National Bank decides 
to make loans, so it lends out $90 in cash. The money supply now consists of $100 in demand deposits 
and $90 in cash. Mankiw declares that: 
 

The depositors still have demand deposits totaling $100, but now the borrowers hold 
$90 in currency. The money supply (which equals currency plus demand deposits) 
equals $190. Thus, when banks hold only a fraction of deposits in reserve, banks create 
money. (Mankiw 2012, p. 333) 

 
The process then repeats, with the loan recipients depositing their $90 in cash in another bank, which 
also hangs on to 10% of the cash ($9) and lends out the rest ($81), also in cash. Mankiw explains that: 
The process goes on and on. Each time that money is deposited and a bank loan is made, more money 
iV cUeaWed« The aPRXQW Rf PRQe\ Whe baQking system generates with each dollar of reserves is called 
the money multiplier«  
 

The money multiplier is the reciprocal of the reserve ratio. If R is the reserve ratio for 
all banks in the economy, then each dollar of reserves generates 1/R dollars of money. 
In our example, R = 1/10, so the money multiplier is 10. (Mankiw 2012, p. 334) 

 
There are numerous problems with this as a model of bank money creation, not the least of which is 
that it only works if all loans are in cash (a point that Mankiw at least notes). Though that may have 
been the case in the 19th centXU\ WiOd WeVW, WRda\, baQkV Pake ORaQV b\ iQcUeaViQg a cXVWRPeU¶V 
deposit account, and recording precisely the same sum as a debt of the customer to the bank. We pay 
businesses electronically, we swipe credit cards when shopping. No cash is involved, and nor are bank 
UeVeUYeV ³OeQW RXW´, aW aQ\ VWage Rf WhiV SURceVV, WR aQ\WhiQg RWheU WhaQ RWheU baQkV. 
 
Non-mainstream economists like me and my contemporaries and predecessors in Post-Keynesian and 
Ecological economics have been trying to kill this false theory for decades²see these references for a 
sample of the anti-Money-Multiplier literature over the last century (Moore 1979, 1983; Dymski 1988; 
Graziani 1989; Minsky, Nell, and Semmler 1991; Minsky 1993; Keen 1995; Dow 1997; Werner 1997; 
Rochon 1999; Palley 2002; Fontana and Realfonzo 2005; Carney 2012; Fullwiler 2013; Werner 2014; 
Schumpeter 1934; Holmes 1969; Moore 1988; Fisher 1933; Keen 2014, 2015, 2021; Soddy 1934, 1922; 
Godley 1999, 2004a, 2004b). 

http://www.paecon.net/PAEReview/issue104/whole104.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386
https://gregmankiw.blogspot.com/
https://www.amazon.com/Principles-Macroeconomics-MindTap-Course-List/dp/0357133498/
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BXW Ze¶Ue XVed WR beiQg igQRUed. MaiQVWUeaP ecRQRPiVWV UejecW RXU SaSeUV ZheQ Ze VXbPiW WheP WR 
their journals, and they never read our journals or books. We were resigned to being correct, but not 
taken seriously at the same time. 
 
 
A Fairy Godmother Appears! 
 
TheQ a PiUacOe RccXUUed: Pa\be FaiU\ SWRUieV ZeUeQ¶W aOO P\WhV afWeU aOO! µThe OOd Lad\ Rf ThUeadQeedOe 
SWUeeW¶ aV The Bank of England is known, turned into the Fairy Godmother of Economic Realists when 
she published a paper that supported our analysis, and rubbished the mainstream myths. Entitled 
³Money creation in the modern economy´, Whe SaSeU RSeQed ZiWh Whe decOaUaWiRQ WhaW: 
 

Money creation in practice differs from some popular misconceptions ² banks do not 
act simply as intermediaries, lending out deposits that savers place with them, and nor 
dR Whe\ µPXOWiSO\ XS¶ ceQWUaO baQk PRQe\ WR cUeaWe QeZ ORaQV aQd deSRViWV. (McLeay, 
Radia, and Thomas 2014, p. 14. Emphasis added) 

 
It took direct aim at textbook writers like Mankiw, with the statement that: 
 

The reality of how money is created today differs from the description found in 
some economics textbooks: 
 

� Rather than banks receiving deposits when households save and then lending 
them out, bank lending creates deposits. 
 

� In normal times, the central bank does not fix the amount of money in 
ciUcXOaWiRQ, QRU iV ceQWUaO baQk PRQe\ µPXOWiSOied XS¶ iQWR PRUe ORaQV aQd 
deSRViWV.´ (McLeay, Radia, and Thomas 2014, p. 14. Emphasis added) 
 

I remember how much this paper excited Pe ZheQ iW fiUVW caPe RXW: VXUeO\ Whe We[WbRRk ZUiWeUV cRXOdQ¶W 
ignore the Bank of England? I felt a similar thrill in 2017, when the Bundesbank came out with a very 
compatible paper, in which it declared that: 
 

It suffices to look at the creation of (book) money as a set of straightforward accounting 
entries to grasp that money and credit are created as the result of complex interactions 
between banks, non-banks and the central bank. And a bank¶V abiliW\ WR gUanW lRanV 
and create money has nothing to do with whether it already has excess reserves 
or deposits at its disposal. (Deutsche Bundesbank 2017, p. 13. Emphasis added) 

 
We monetary rebels now had two central banks supporting us, and opposing the textbook writers, and 
over time, many more Central Banks joined the fray on our side. Surely now, textbook writers would be 
forced to change their tune? 
 
WeOO bROORckV WR WhaW, aV MaQkiZ¶V SRVW RQ ASUiO 5th Rf WhiV \eaU VhRZed. EQWiWOed ³The Importance of 
Teaching Fractional Reserve Banking´, iW ZaV ZUiWWeQ aV if WheVe CeQWUaO Bank refutations of the Money 
MXOWiSOieU PRdeO hadQ¶W beeQ ZUiWWeQ. I ceUWaiQO\ dRXbW WhaW MaQkiZ haV Uead WheP. 
 
IQ hiV SRVW, MaQkiZ UecRXQWed a cRQYeUVaWiRQ ZiWh a feOORZ PaiQVWUeaP ecRQRPiVW ZhR ³dReV QRW Weach 
the students about money creation under fracWiRQaO UeVeUYe baQkiQg´²QRW becaXVe iW¶V a faOOac\, bXW 

http://www.paecon.net/PAEReview/issue104/whole104.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386
https://www.bankofengland.co.uk/quarterly-bulletin/2014/q1/money-creation-in-the-modern-economy
http://gregmankiw.blogspot.com/2023/04/the-importance-of-teaching-fractional.html
http://gregmankiw.blogspot.com/2023/04/the-importance-of-teaching-fractional.html


real-world economics review, issue no. 104 
subscribe for free 

 

 5 

becaXVe he beOieYeV iW¶V ³aQ XQQeceVVaU\ WechQicaOiW\´. MaQkiZ WheQ defeQded Whe faOVe WheRU\ RQ Whe 
baViV WhaW iW e[SOaiQV hRZ ³a ORZeU iQWeUeVW UaWe RQ UeVeUYeV iQcUeaVeV baQk OeQdiQg aQd e[SaQdV Whe 
PRQe\ VXSSO\ b\ iQcUeaViQg Whe PRQe\ PXOWiSOieU´, aQd WhaW iW¶V QeceVVaU\ WR Weach ³Whe WUadiWiRQaO 
SedagRg\ abRXW hRZ baQkV iQfOXeQce Whe PRQe\ VXSSO\ « if VWXdeQWV aUe WR XQdeUVWaQd Whe ecRQRPicV 
Rf iQfOaWiRQ´. 
 
³The WUadiWiRQaO SedagRg\´, aV MaQkiZ Suts it, is no more necessary for students of economics to learn 
WhaQ iW iV QeceVVaU\ fRU VWXdeQWV Rf aVWURQRP\ WR OeaUQ PWROeP\¶V EaUWh-centric view of the cosmos 
befRUe Whe\ caQ XQdeUVWaQd Whe CRSeUQicaQ V\VWeP. IW¶V a faOOac\, iW beORQgV iQ Whe gaUbage bin of 
science, and its continued presence in mainstream economics textbooks is a major reason why 
PaiQVWUeaP ecRQRPiVWV dRQ¶W XQdeUVWaQd PRQe\, RU iQfOaWiRQ, RU Whe caXVeV Rf fiQaQciaO cUiVeV. 
 
I¶d ORQg agR giYeQ XS RQ SeUVXadiQg Whe PaiQVWUeaP WR Vee UeaVon on this any many other issues, but 
this ludicrous blog post by Mankiw, and the Twitter conversation initiation by Jason Furman that alerted 
Pe WR iW, ZaV Whe ³aha PRPeQW´ fRU Pe: why even bother trying to reason with these people? They get 
hit in the face by a wet fish dose of reality, the wet fish²or Dead Parrot²is wielded by someone they 
normally listen to, and yet regardless, they cling to their fantasy. 
 
Figure 1: The tweet that alerted me to Mankiw's blog post, and my acerbic reply 
 

 
 

http://www.paecon.net/PAEReview/issue104/whole104.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386
https://twitter.com/jasonfurman/status/1644698106309771264?s=20
https://twitter.com/ProfSteveKeen/status/1644784824702361604?s=20
https://twitter.com/jasonfurman/status/1644698106309771264?s=20
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TheUe¶V jXVW QR SRiQW WaOkiQg ZiWh WheP: Whe\ ZRQ¶W OiVWeQ WR aQ\WhiQg WhaW diVWXUbV WheiU SaUadigP iQ aQ\ 
Za\. BXW Whe\ RbYiRXVO\ dRPiQaWe Whe WUaiQiQg Rf ecRQRPiVWV: iW¶V aV if Whe acadePic aVWURQRP\ 
departments were still teaching students to believe in crystalline spheres, equants and epicycles, while 
EORQ MXVk aQd hiV UiYaOV aUe XViQg NeZWRQ¶V aQd EiQVWeiQ¶V PaWh WR VhRRW fRU Whe VWaUV. 
 
SR, ZhaW WR dR? IQ SaUW, P\ UeVSRQVe haV beeQ WR acceSW WhaW cUiWiTXe aORQe ZRQ¶W chaQge ecRQRPicV²
though the 3rd and final edition of Debunking Economics (Keen 2011) will continue blasting these 
recalcitrant shopkeepers for selling dead parrots. My time is better spent developing an alternative 
paradigm instead (Keen 2021)²and we can use part of that work to give this Dead Parrot a decent 
burial. 
 
 
The monetary approach to economics with Minsky 
 
I have developed an Open Source system dynamics program called Minsky (freely downloadable from 
https://sourceforge.net/projects/minsky/), which uses the rules of double-entry bookkeeping to build 
models of monetary dynamics that are provably correct. This is why double-entry was invented by 
accountants in the first place²to establish that financial transactions were properly recorded.1 Minsky 
brings that certitude to economics. 
 
Minsky¶V ³GRdOe\ TabOeV´2 do this by ensuring that every transaction is recorded twice, according to the 
rule that 𝐴𝑠𝑠𝑒𝑡𝑠 − 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 − 𝐸𝑞𝑢𝑖𝑡𝑦 = 0. PXWWiQg ³Whe MRQe\ MXOWiSOieU´ iQWR a GRdOe\ TabOe eaViO\ 
shows that it only works if all loans are in cash (or other negotiable instruments, like bank cheques). 
FiUVWO\ hRZeYeU, I¶OO PRdeO UeaO-ZRUOd baQkiQg, becaXVe iW¶V UeaO, iW¶V eaV\, aQd iW Rbe\V Whe UXOeV Rf 
double-entry bookkeeping: a bank lends to a borrower by adding CUediW dROOaUV WR Whe bRUURZeU¶V deSRViW 
accRXQW, aQd ViPXOWaQeRXVO\ UecRUdiQg WhaW Whe bRUURZeU¶V debW WR Whe baQk haV iQcUeaVed b\ CUediW 
dollars²see Figure 2. 
 
Figure 2: Real world lending ± Loan and Deposit increase by precisely the same amount 
 

 
 
 
IQ cRQWUaVW, Whe ³MRQe\ MXOWiSOieU´ PRdeO Rf PRQe\ cUeaWiRQ iV cRPSOicaWed, aQd cRQdiWiRQaO RQ aOO ORaQV 
being in cash. If you try to show Reserves going down²Zhich PXVW haSSeQ if \RX aUe ³OeQdiQg fURP 
ReVeUYeV´²WheQ \RX caQ¶W VhRZ DeSRViWV gRiQg XS ZiWhRXt violating the rule that 𝐴𝑠𝑠𝑒𝑡𝑠 − 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠 −
𝐸𝑞𝑢𝑖𝑡𝑦 = 0. Minsky iQfRUPV \RX WhaW \RX¶Ue bURkeQ WhiV UXOe iQ iWV 𝐴 − 𝐿 − 𝐸 column (see Figure 3.) 
 
  

 
1 ThiV iVQ¶W WR Va\ WhaW accRXQWiQg fUaXd dReVQ¶W e[iVW²clearly it does²but to commit it, you have to keep two sets 
of books, one where the fraud is recorded and the other where genuine transactions are maintained. 

2 Named in honour of Wynne Godley: see (Godley 1999, 2004a, 2004b). 

http://www.paecon.net/PAEReview/issue104/whole104.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386
https://sourceforge.net/projects/minsky/
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Figure 3: Money Multiplier Fallacy 1 
 

 
 
 
YRX caQ ³LeQd fURP ReVeUYeV´ aQd Rbe\ Whe OaZV Rf accRXQWiQg if ReVeUYeV gR dRZQ aQd LRaQV gR XS 
at the same time²but then, how does the borrower get the money? The only method that works is that 
the loan has to be in cash, in which case you need to use two tables²one for the bank, the other for 
the borrower²to record the loan adequately (see Figure 4). 
 
Figure 4: Money Multiplier Fallacy 02 
 

 
 
 
TR ViPXOaWe Whe ³MRQe\ MXOWiSOieU´, \RX haYe WR VWaUW ZiWh Whe QRQ-bank public having cash, which it then 
deposits over time into the banking system, and the banking system responds by lending a fraction of 
this cash out again²Whe fUacWiRQ beiQg RQe PiQXV Whe ³ReTXiUed ReVeUYe RaWiR´. TheQ, he\ SUeVWR, \RX 
geW PRQe\ cUeaWiRQ Yia Whe ³MRQe\ MXOWiSOieU´. 
 
I hesitate to show this, because, knowing how bad Neoclassical pedagogy is, I fully expect to see my 
PRdeO WXUQiQg XS iQ VRPe NeRcOaVVicaO We[WbRRk RQe da\, aV aQ e[SOaQaWiRQ Rf Whe ³MRQe\ MXOWiSOieU´, 
ZheQ iQ facW I¶P UXbbiVhiQg Whe cRQceSW. ThiV haV haSSeQed befRUe, ZiWh PaXO SZee]\¶V iQYeQWiRQ Rf Whe 
³kiQked´ dePaQd cXUYe OeadiQg WR iW beiQg XVed aV aQ e[SOaQaWiRQ fRU ³VWick\´ SUiceV, deVSiWe Whe facW 
that Sweezy finished his paper with the acerbic quip that: 
 

Looking at the problem in this way the theorist should attempt to develop an analysis 
which will enable him to understand the processes of change which characterize the 
real world rather than waste his time in chasing the will-o'-the-wisp of equilibrium. 
(Sweezy 1939, p. 573) 
 

But nonetheless, here goes²if only for my amusement, and even if it does come back to bite me with 
a We[WbRRk ZUiWeU RQe da\ ciWiQg ³Whe KeeQ PRdeO Rf Whe MRQe\ MXOWiSOieU´. 

http://www.paecon.net/PAEReview/issue104/whole104.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386
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The Keen model of the Money Multiplier 
 
Figure 5 VhRZV Whe baVic ³ORgic´²for want of a better word²behind this model: the private sector 
attempts to deposit its cash, and the banking sector then lends a fraction of these deposits back, also 
iQ Whe fRUP Rf caVh. The PRdeO haV WZR SaUaPeWeUV: Whe ³ReTXiUed ReVeUYe RaWiR´ (RRR), which 
specifies how much of a deposit the banking system retains versus how much it lends out; and the time 
lag tD between the non-bank public receiving a loan in the form of cash, and putting that cash back into 
the banking system again. 
 
Figure 5: The dynamics of "Money Multiplier" lending 
 

 
 
I set RRR to 0.1, so that banks hang onto 10% of the deposited cash and lend out 90%, and the time 
lag on redepositing tD to one year, so that in the first year, the public will attempt to deposit $100 of cash 
into the banking system (90% of which the banking sector lends out again). These parameters result in 
Whe ³MRQe\ MXOWiSOieU´ cUeaWiQg $900 ZRUWh Rf ORaQV iQ UeVSRQVe WR $100 Rf caVh deSRViWV RYeU 80 
years²see Figure 6. 
 
ThiV PRdeO fXOfiOV Whe NeRcOaVVicaO faQWaV\ WhaW Whe\¶Ue acWXaOO\ Va\iQg VRPeWhiQg iQWeUeVWing about 
banking²³LRRk Ma, Ze¶Ye VhRZQ WhaW baQkV caQ cUeaWe PRQe\!´²ZhiOe aOVR UeOegaWiQg iW WR Whe ³QRW 
UeaOO\ iQWeUeVWiQg´ caWegRU\ aV ZeOO. IW WakeV aOPRVW fRUeYeU, aQd Whe aPRXQW Rf PRQe\ cUeaWed iV 
controlled by government policy²in terms of both the amount of cash the government creates, and the 
rules it sets for money creation via the Required Reserve Ratio. So, if anything goes wrong with the 
PRQeWaU\ V\VWeP, iW¶V Whe gRYeUQPeQW¶V faXOW, aV XVXaO. 
 
  

http://www.paecon.net/PAEReview/issue104/whole104.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386
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Figure 6: The "Money Multiplier" process 
 

 
 
 

Crashing into Crises by ignoring Credit 
 
Lest it be thought that this nonsense model misleads students but has no impact on the real world, 
there is ample evidence that belief in it has affected monetary and fiscal policy, to the detriment of the 
real world. For example, Bernanke, who prides himself on being an expert on the Great Depression, 
bOaPed WhaW cUiViV SUiPaUiO\ RQ Whe FedeUaO ReVeUYe, fRU OeWWiQg Whe ³PRQe\ PXOWiSOieU´ decOiQe at the end 
of the 1920s: 
 

PeUhaSV QRW WRR VXUSUiViQgO\, iQ OighW Rf Whe ZRUk Rf FUiedPaQ aQd SchZaUW] (1963) « 
our analysis provides the clearest indictment of the Federal Reserve and U.S. 
monetary policy. Between mid-1928 and the financial crises that began in the spring of 
1931, the Fed not only refused to monetize the substantial gold inflows to the United 
States but actually managed to convert positive reserve inflows into negative growth in 
the M1 money stock. Thus Fed policy was actively destabilizing in the pre-1931 
SeUiRd« our methods attribute a substantial portion of the worldwide deflation prior to 
1931 to these policy decisions by the Federal Reserve. (Bernanke 2000, p. 111. 
Emphasis added) 

 

http://www.paecon.net/PAEReview/issue104/whole104.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386
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Bernanke set himself up for one of the greatest own-goals of all time, when he used this analysis to 
make the following cringeworthy statement at the 90th birthday party for Milton Friedman: 
 

Let me end my talk by abusing slightly my status as an official representative of the 
Federal Reserve. I would like to say to Milton and Anna: Regarding the Great 
Depression. You're right, we did it. We're very sorry. But thanks to you, we won't do it 
again.(Bernanke 2002) 

 
Just five years later, as Chairman of the Federal Reserve, Bernanke oversaw the worst economic crisis 
since the Great Depression, caused by factors that Neoclassical economics ignores: specifically, the 
role of credit in aggregate demand and income. Their ignorance here arises from another of their 
favoured and false models, the Loanable Funds model of banks as intermediaries between creditors 
aQd debWRUV. BeUQaQke XVed WhiV PRdeO WR diVPiVV IUYiQg FiVheU¶V ³DebW-Deflation Theory of Great 
DeSUeVViRQV´ (Fisher 1933): 
 

because of the counterargument that debt-deflation represented no more than a 
redistribution from one group (debtors) to another (creditors). Absent implausibly large 
differences in marginal spending propensities among the groups, it was suggested, 
pure redistributions should have no significant macroeconomic effects. (Bernanke 
2000, p. 24. Emphasis added) 

 
IQ a LRaQabOe FXQdV ZRUOd, OeQdiQg iV iQdeed a ³SXUe UediVWUibXWiRQ´, Zhich WUaQVfeUV fXQdV fURP cUediWRUV 
to debtors when debt is rising, and from debtors to creditors when it is falling, as Bernanke said. It would 
have only a minimal impact upon the macroeconomy, because a fall in the spending power of one group 
is offset by a rise in the spending power of the other. 
 
But, as emphasized by those Central Bank papers that Neoclassicals love to ignore, Loanable Funds 
is a fallacious model of the real-world. Real-world lending is properly portrayed in the Post-Keynesian 
PRdeO Rf ³eQdRgeQRXV PRQe\´ (Moore 1979, 1988), in which, to cite the then Senior Vice President of 
the Federal Reserve Bank of New York, Alan Holmes: 
 

In the real world, banks extend credit, creating deposits in the process, and look for the 
reserves later. (Holmes 1969, p. 73) 

 
IW iV a UeOaWiYeO\ ViPSOe PaWWeU WR SURYe WhaW cUediW dReVQ¶W PaWWeU iQ LRaQabOe FXQdV, bXW WhaW iW iV a 
critical component of aggregate demand and income in the real-ZRUOd Rf ³EQdRgeQRXV MRQe\´, XViQg 
a device I call a Moore Table (in honour of Basil Moore). 
 
A Moore Table shows expenditure in an economy horizontally, and net income vertically. Since each 
row records the expenditure as a negative, and the receipt of that expenditure as a positive, the sum of 
each row must be zero. The sum of each column can be non-zero²an individual sector can spend 
more or less than its income²but the sum of all columns is likewise zero. Finally, the negative of the 
sum of the diagonal is Aggregate Demand, the sum of the off-diagonal elements are Aggregate Income, 
and they are necessarily equal.3 
 

 
3 This framework ignores intra-sectoral exchange, but in the limit, when every entity in the economy was separately 
identified, it would capture all of aggregate demand and income. 

http://www.paecon.net/PAEReview/issue104/whole104.pdf
http://www.feedblitz.com/f/f.fbz?Sub=332386
http://www.federalreserve.gov/boarddocs/speeches/2002/20021108/default.htm
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Table 1 illustrates this for an imaginary economy in which lending does not occur. Sectors in this 
economy therefore spend existing money on each other, with the flows A to F being in terms of dollars 
per year. 
 
Table 1: Moore Table for a no-credit world 
 

 Households Services Manufacturing Sum 

Households -A-B A B 0 

Services C -C-D D 0 

Manufacturing E F -E-F 0 

 
 
For this model we can derive that: 
 

 

( )AggregateExpenditure A B C D E F
AggregateExpenditure A B C D E F

 � � � � � � �

 + + + + +  (0.1) 
 
Loanable Funds involves a transfer of Credit dollars per year between sectors along the diagonal, since 
only expenditures occur horizontally.  In Table 2, for simplicity, I show the Services sector lending Credit 
dollars per year to Households, which Households use to buy goods from the Manufacturing sector, 
while Services spends Credit less on Manufacturing itself. 
 
Table 2: Moore Table for a Loanable Funds world 
 

 Households Services Manufacturing Sum 

Households -(A+Interest)-(B+Credit) A+Interest B+Credit 0 

Services C -C-(D-Credit) D-Credit 0 

Manufacturing E F -E-F 0 

 
 
For this model, we can derive that: 
 

 

( )AggregateExpenditure A Interest B C D E F
AggregateExpenditure A Interest B C D E F

 � � � � � � � �

 + + + + + +  (0.2) 
 
In other words, in a Loanable Funds model, Credit cancels out: the decrease in the spending power of 
the lender (Services, in Table 2) is offset by the increase in spending power of the borrower 
(Households). Notice that there are 2 entries for Credit on both the diagonal and the off-diagonal, and 
that they have the opposite signs: they therefore cancel each other out. Interest payments, on the other 
hand, do not cancel out: notice that there is just one entry for Interest on the diagonal, and one on the 
off-diagonal. 
 
The real world²RWheUZiVe kQRZQ aV Whe PRdeO Rf ³EQdRgeQRXV MRQe\´²has banks creating money 
when they lend, as is shown above in Figure 2. Ignoring cash for the sake of simplicity, money is the 
sum of the Liabilities and (short term) Equity of the banking sector, while GDP is the turnover of that 
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money, as represented by Table 3. The table is now 4-sectoral, to include the BaQkiQg VecWRU¶V iQcRPe 
(Interest) and expenditure (G+H+I). 
 
Table 3: Moore Table for the real world 
 
 Assets Liabilities Equity  

 Debt Households Services Manufacturing Banks Sum 

Households Credit -(A+Interest)-(B+Credit) A B+Credit Interest 0 

Services  C -C-D D  0 

Manufacturing  E F -E-F  0 

Banks  G H I -G-H-I 0 

 
 
For this model, we can derive that: 
 
 

 

( )AggregateExpenditure A Interest B Credit C D E F G H I
AggregateExpenditure A B Credit Interest C D E F G H I

 � � � � � � � � � � � �

 + + + + + + + + + +  (0.3) 
 
Therefore, in this model and in the real world, Credit does not cancel out: the increase in the spending 
capacity of the borrower is enabled by an increase in the money supply, rather than by a reallocation 
of existing money. This shows logically that Credit is part of aggregate demand and income.4 
 
The empirical evidence strongly supports the Endogenous Money model. The real causes of both the 
Great Depression were precisely the factors that Fisher identified²an initial disequilibrium situation, 
ZiWh ³RYeU-indebtedness to start with and deflation folORZiQg VRRQ afWeU´ (Fisher 1933, p. 341). Figure 7 
illustrates the high levels of private debt that characterized both the Great Depression and the Great 
Recession²they are respectively the second-higheVW aQd higheVW OeYeOV Rf SUiYaWe debW iQ APeUica¶V 
history²and that Credit is strongly and negatively correlated with unemployment in both cases. 
 
  

 
4 And asset speculation, which has to be included in monetary analysis, since so much of bank lending finances 
speculation, rather than investment or consumption. 
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Figure 7: Debt, Credit and Unemployment in the Great Depression and Great Recession 
 

 
 
 
Reality, therefore, supports the contrarian case that money matters to macroeconomics, and that credit 
is the primary source of the instability of a capitalist economy. But reality will never win out in academic 
economics, for the reasons I outlined in Chapter 5 of The New Economics: A Manifesto (Keen 2021), 
³The NeRcOaVVicaO DiVeaVe´: ecRQRPicV OackV Whe defiQiWiYe aQd SeUPaQeQW aQRPaOieV WhaW fRUce a UeaO 
science to abandon a failed paradigm.  
 
 
Economics does not advance one funeral at a time 
 
Ma[ POaQck, Whe Sh\ViciVW ZhR, b\ VROYiQg Whe ³Black Body Radiation Problem´, XVheUed iQ TXaQWXP 
PechaQicV, iV aOVR Whe VRXUce Rf Whe aShRUiVP WhaW ³VcieQce adYaQceV RQe fXQeUaO aW a WiPe´. WhaW he 
actually said was: 
 

A new scientific truth does not triumph by convincing its opponents and making them 
see the light, but rather because its opponents eventually die, and a new generation 
grows up that is familiar with it. (Planck 1949, pp. 23-24) 

 
What Planck identified is the similarity between scientists and believers in a religion, in that once a 
paradigm²like Maxwellian Physics or Marshallian Economics²is formed, its adherents are devoted to 
it. In both science and religion, devotion means expanding the range of phenomena the belief explains. 
But in science, that expansion means developing experiments with the intention of proving the paradigm 
right that instead, unintentionally end up challenging it. 
 
As Planck and Kuhn (Kuhn 1970) document, the initial reaction to such anomalies is to try to modify the 
paradigm to incorporate it. This can consume the old believers, who continue to lecture the dominant 
paradigm to their students²all of whom know of the anomaly, and see their chance for fame in bringing 
about a new paradigm to resolve the anomaly and usher in a new science. 
 
Time is on the side of the young²and therefore on the side of the new paradigm. Ultimately, the old 
believers retire or die, and their replacements come from the young who reject the old paradigm. 
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This process fails in economics because paradigm-threatening anomalies are transitory. In science, an 
anomaly, once identified, can be reproduced: it never goes away. But in economics, the Great 
Depression gives way to Post-War Reconstruction, which gives way to the Golden Age of Capitalism, 
Zhich giYeV Za\ WR Whe GUeaW IQfOaWiRQ« Each Rf WheVe aQRPaOieV ZiOO caXVe bUeakaZa\V fURP Whe 
dominant paradigm, but over time, they will be forgotten. 
 
The faUce Rf BeUQaQke beiQg aZaUded Whe ³NRbeO PUi]e iQ EcRQRPicV´ (Offer and Söderberg 2016) 
shows that even when an old crisis (the Great Depression) recurs in a new form (the Great Recession), 
the same old theory can be rolled out again²perhaps with a new set of tyres²and believed by a new 
generation. Generational change fails in economics, and fallacy and fairy tale outlive reality. 
 
 
The Never-Ending Story? 
 
As an ageing critic of mainstream economics, the second greatest frustration I feel is the realisation 
that, despite being provably wrong, Neoclassical economics will outlive me. It will do so not because it 
is correct, but because its adherents prefer their fantasy to reality.5 
 
But what to do? The one glimmer of hope is the success that Modern Monetary Theory has had in 
entering the general economic debate. No other non-mainstream method has had that success since 
Keynes. 
 
But even so, MMT tends to be taught outside the University sector. Within Universities, MMT is 
diVSaUaged aW Whe ³WRS UQiYeUViWieV´, becaXVe WheVe aUe Whe UQiYeUViWieV WhaW NeRcOaVVicaO ecRQRPiVWV 
dominate. A full curriculum for an alternative paradigm will never be developed in the conventional 
departments of economics. So what can be done to keep the flame of change alive? 
 
 
The Revenge of the Private Sector 
 
Curiously, myself and another Australian rebel economist, Stephen Hail, have independently decided 
to branch out into the private sector to teach non-mainstream economics. 
 
Stephen has teamed up with a private, for-profit institution, Torrens University Australia, to establish 
Graduate Studies in the Economics of Sustainability, with qualifications ranging from a Graduate 
Certificate to a MasteUV DegUee. ThiV VRUW Rf iQiWiaWiYe jXVW iVQ¶W SRVVibOe iQ VWaQdaUd XQiYeUViWieV, becaXVe 
enormous pressure to conform with the existing paradigm is applied via research and teaching 
³e[ceOOeQce´ UXOeV. 
 
At much the same time, I have started teaching my alternative approach to economics via an online 
course. The impetus to establish it came from a conventional marketing firm that takes the majority of 
the revenue (60%) from the signup fee. It is thus motivated by the money to reach a far larger audience 
than I could ever hope to reach. Their early marketing methods were annoying²and I apologise for 
that²bXW Whe\¶Ue OeaUQiQg abRXW P\ aXdieQce, aQd iPSURYiQg WheiU PeVVagiQg RYeU WiPe. 
 

 
5 The greatest frustration comes from another research area of mine, climate change. In my pessimistic moments, 
I expect that capitalism will be destroyed as a result of the appallingly bad work that Neoclassical economists have 
done on climate change (Keen 2020). Humanity will thus have the ignominy of the fantasy that destroyed capitalism 
outliving capitalism itself. 
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I give thirteen lectures and three workshops over sixteen weeks, and though at a price, it is far better 
value for pocket (and your brain!) than paying for a degree in economics which will teach you the 
faQWaVieV WhaW MaQkiZ aQd RWheU PaiQVWUeaPeUV SeddOe. If \RX¶d Oike WR e[SeUieQce WheVe OecWXUeV (ZiWh 
a money-back guarantee if you ask for a refund within the first 30 days), click on this link: 
 
https://chat.profstevekeen.me/products/email-am-rebel-economist 
 
So come on over. Tell them Greg (Mankiw) sent you. 
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