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Michael Hudson and Dirk Bezemer:

“Capital” gains do not even appear in the NIPAs, nor is any

meaningful measure provided by the Federal Reserve’s
flow-of-funds statistics. ECconomists thus are operating
“blindly.”

This is no accident, given the interest of FIRE sector lobbyists
in making such gains and unearned income invisible, and

hence not discussed as a major political issue.
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The Wealth of Households

Household Sector Balance Sheet

Assets: $104 Trillion

Net Worth: $89 Trillion

End of Q2 2017

$832,000 in assets per US household

Three quarters of a million dollars
in net worth
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Fully Stock-Flow-

Consistent Accounting

Datatype Datastream & BALANCE SHEET ) Connection & INCOME STATEMENT > Datatype Datastream

BOLD =DOWNLOADABLE

ASSETS
W(C02003 Cash }(————/ Sales revenu WC01001
WC08131 Accounts receivable Cost of goods sold expense WC01051
WC08136 Inventory / Depreciation expense **  WC01151 1_
WC02140 Prepaid expenses Amortization expense ** _J
W(C04601 * Fixed asseis Operating expenses WC01249
wWC02401 (accrued depreciation) Interest income WC01016
WC02649 Intangible assets Income tax expense WC01451

Net income WC01751

Liabilities & owners' equity
WC03040 Accounts payable ** Depreciation, Depletion And Amortization ?
W(C03101 current liabilties  |Accrued expenses payable
(part of) Notes payable

Owners'equity - invested capital
WC03495 Owners'equity - retained earnings

* additions to fixed a Assets = Liabilities + Owner's Equity
Owner's Equity = Assets —

jabilities
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Flow of Funds Maitrix

2 Z.1 Report, pages 1 and 2: Levels
T.3.9.| and Flows for seven sectors
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Sectoral (L)evels Tables
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Sectoral (F)low Tables
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2006: Enter the IMAS

Complete, stock-flow consistent accounts for each sector
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IMAS: Putting the “stock™ back in

stock-flow consistency

Three accounts added to the FFA matrix:

e Revaluation — nominal holding gains on previously
existing assets, marked to market

e Other changes in volume. Kind of a catch-all.

e Balance sheet — Including both financial and non-
financial assets

Bottom line “stocks”: total assets and net worth

EYONOMICS
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Sources — Uses = Change in Net Worth

HOUSEHOLD INCOME: SOURCES AND USES
2011 2012 2013 2014
1  Starting Net Worth ‘ 62,574.8 63,839.8 69,922.1 79,371.0
2  Sources <
3  Comprehensive Income 15,091.5 20,343.0 24,3729 19,602.6
4 Compensation for Labor 10,629.5 10,976.2 11,266.4 11,778.2
5 Wages and Salaries 6,633.2 6,930.3 7,114.4 7,477.8
6 Social benefits and current transfers received 3,996.3 4,045.9 4,152.0 4,300.4
{including employers' social contributions)
7 Compensation for Ownership 4,462.0 9,366.8 13,106.5 7,824.4
8 Primary Ownership Income 3,905.1 4,236.3 4,227.7 4,380.6
9 Dividends, interest, proprietors' income, operating 3,505.1 4,236.3 4,227.7 4,380.6
surplus (=homeowner-imputed rent), and rental
income of tenant-occupied housing
10 Other Ownership Income 556.9 5,130.5 8,878.8 3,443.8
11 Capital gains/market asset revaluation -98.2 4,462.9 7,934.4 2,864.0
12 Other Volume Changes 655.1 667.6 944.4 579.8
13 Addendum: Primary Income (Lines 4 and 8) 14,5346 15,2125 15,4941 16,158.8
14 Uses and Change in Net Worth < 15,091.5 20,343.0 24,3729 19,602.6
15 Uses 13,826.6 14,260.8 14,923.9 15,547.7
16 Consumption expenditures 10,689.3 11,050.6 11,3923 11,865.9
17 Social contributions and other current transfers 1,073.9 1,126.6 1,288.9 1,339.7
18 Taxes (including taxes on production and imports 1,453.2 15114 1,672.8 1,780.2
less subsidies)
19 Interest paid 608.2 577.3 550.1 552.6
20 Capital transfers paid (net) 2.0 -5.1 19.8 9.3
21 Change in/Contribution to Net Worth 1,264.9 6,082.2 9,449.0 4,054.9
(Comprehensive Saving)
22 Ending Net Worth < 63,839.8 69,922.1 79,371.0 83,425.7
Addenda:
23 Primary Saving (Line 13 - Line 15) 708.0 951.7 570.2 611.1
24 Comprehensive Disposable Income (Lines 16 and 21,
or Line 3 - Lines 17+18+19+20) 11,954.2 17,132.8 20,841.3 15,920.8

The Next Evolution of Economics
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Revaluation Account

Revaluation account

83 Nonfinancial assets
84 Real estate
85 Consumer durable goods

86 Equipment
87 Intellectual property products

88 Financial assets
89 Corporate equities
90 Mutual fund shares

91 Equity in noncorporate business
92 Equity investment under Public-Private Inv. Program
93 Insurance, pension and standardized guarantee schemes

Changes in net worth due to nominal holding gai

EYONOMICS
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What Does This Mean for MMT¢

Implications for key MMT concepts and constfructs:
Sectoral balances identity
Private-sector “surplus” or “saving”

Inside and outside money

EYONOMICS
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Sectoral Balances

If |
s ”“II"I" '” “H
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4
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H Gov

Sectoral Balances
Percent of GDP
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Simplified:
Government
deficit spending
adds Assets to
private-sector
balance sheetfs.

Creates no new
PS liabilities, so
+ private-sector
Net Worth

“Surplus”
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Holding Gains Also Create Assefts

Hey: Apple /

stock just
traded at a

higher price! \

A L& NW
More Liabilities
Assets! + Net
Worth A L& NW
More Liabilities
> Assets! + Net
Worth
A L& NW
More Liabilities
—>
Assets! + Net
Worth
A L& NW
More Liabilities
Assets! + Net
Worth

More assets and net worth. More wealth.

EYONOMICS
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Sectoral Balances and Holding Gains

Sectoral Balances L H O|d|n9 90“’153
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Sectoral Balances and Holding Gains

Sectoral Balances Just ShOWing
Percent of GDP . ‘o "
private “surplus
vs holding gains

& & 8 & . R 5 & s s» J o m‘l“|®,il‘|:"|ﬂ®°: Q\,lﬂll}w{"“lhh@w me

Household holding gains
five-year rolling average

EPrivate =20 per. Mov. Avg. ()
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Sectoral Balances and Holding Gains

Sectoral Balances Surplus vs holding
ercent of GDP golns
" ‘ 1996-2008,
i ‘ ‘J‘ N holdi.ng gains
Hm" |||\ H| Hl Il e \ jff | dominate
@' o S S S '°”'°~ G Also since the
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»
&
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| , - latest recovery
Household holding gains
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gains
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Inside Money, Outside Money,

and Holding Gains

Outside: Government deficit spending. +Private-sector
assets, zero new liabilities.

+Net Worth.

Inside: Bank lending. +Private-sector assets, +liabilifies.
Expanded balance sheets

No A Net Worth.

Holding gains: +Private-sector assets, zero new liabilities.
+Net Worth.

EYONOMICS
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“Printing” Assets: Inside Money, Outside

Money, and Holding Gains

7,500

Selected Flows oy
4 bitons Additions to HH
%500 - balance-sheet
3,500 4 . - qassefts
1,500 vy S - .
— TS Just showing
M S5 FFFFFFFIFFEEFFEE s Mogniude
-2,500 —
 Change in commercial banks' FlOWS no‘l‘ Sec‘l‘or_
loans outstanding (inside .
-4,500 money) o equivalent or
-6,500 Federal government deficit —- summa b | e
spending (outside money)
-8,500 5
Change in household-sector
-10,500 assets and net worth due to
nominal holding gains/losses
(capital gains)

-12,500

EYONOMICS

The Next Evolution of Economics



MMT and the Wealth of Nations ¢ Steve Roth

Holding Gains Dominate Changes in

Private-Sector Balance Sheets

“Money Printing,” 1973 through 2014
New Private Sector Assets Created Ab Nihilo

(Note: Nominal Ss)

Holdini ﬁains: S$51 Trillion
Federal Deficits: $11 Trillion
Commercial Bank Net New Lending: $10 Trillion

EYONOMICS

The Next Evolution of Economics




MMT and the Wealth of Nations ¢ Steve Roth

Why Holding Gains Are Different

No sector issues them

One executed order for Apple stock changes the marked-
to-market balance-sheet value of every other share

New assets from market runups are truly created ab novo
and ab nihilo

This can't exist in the closed-loop, balance-to-zero FFA
matrix.

The economy doesn’t balance to zero. It balances to net

worth. Wealth increases.
EYONomICs
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Monetary Circuifs

Wages and other Monetary Incomes

Production services
\
(Labor) v

¥
Firms Government Public scctor wages; transfer; taxes
Government purchases
\ Government bonds N

FINANCIAL MARKETS

Mgy
Goods produced s,

Investment Banks
Institutional investors

Monetary expenditure
gavings &)

S
S
S
NF Business
Inig N
W Commercial Banks
Loans

an,
Domestic asscts Base money

Central Bank

L
L. Central Bank

ACTOR
HE’W{[E&( DS (MC

B EYONOMICS
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The IMAs' Accounting Circuit

Capital
formation g

3. Capital Account

Net lending (+) or Net lending (+) or
net borrowing () net borrowing ()

S. Other Volume
Changes Account

4. Financial Account

Starting and ending with the balance sheet EVU“““"CS

The Next Evolution of Economics
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Godley-Lavoie Matrices, Monetary

Circuits, and Holding Gains
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Saving and Wealth Accumulation:

Households + Firms

U. S. Private Sector Saving and Net Worth “SOViﬂg " doesn’'t
Households + Firms .
$ Billions explain wealth
10,000 accumulation.

Not even close.

5,000
(Firms’ saving
0 = S - W | ——
C L L L PP PDHTFD PSP SSESS here deducted
NN PR PR YYD LD ermHHCQp
-5,000 & Holding gains gCI | ﬂS)
(households) ‘
i Net Saving (households +
-10,000 firms) '
Change in net worth
(households)

EYONOmICS
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The IMA Derivation of A Net Worth

Change in net worth (lines 32+38+78+954)

+ Capital formation
Saving

+ Net lending/borrowing
+ Other changes in volume

+ Holding gains

EYONOMICS
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Change in Net Worth, IMA Derivation

How Does the U. S. Private Sector Accumulate Wealth? Nominal Dollars
Billions of Nominal $s
8,000 —
3,000 H -
................ —
282828 L9T LR RERER
-2,000
i Holding gains (households,
ex firms’ capital creation)
Other changes in volume
i | (HHs) -
7,000 & Net lending/borrowing
(HHs) Saving
i Capital Formation (HHs and
e EVONomics
-12,000
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Change in Real Net Worth

How Does the U. S. Private Sector Accumulate Wealth? 2015 Dollars
2015 $s

9,000 —
& Holding gains (households,
ex firms’ capital creation)
7,000 — Other changes in volume -

(HHs)
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Godley-Lavoie and Haig-Simons Income

H-S Income = “Primary” Income + Holding Gains (marked to
market)

Equals: Consumption Spending + A Net Worth
So Haig-Simons Saving would be ... A Net Worth
Monetary Economics:

“It should be notfed that capital gains have not been

included within the definition of disposable income, but
this of course is a matter of convention.”

EYONOMICS
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Michael Hudson and Dirk Bezemer:

“Capital” gains do not even appear in the NIPAs,
nor is any meaningful measure provided by the
Federal Reserve'’s flow-of-funds statistics. ECOnomists
thus are operating “blindly.”

This is no accident, given the interest of FIRE sector
lobbyists in making such gains and unearned
iIncome invisible, and hence not discussed as a
major political issue.

EYONOMICS
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YOY Declines in Real HH Assets/NW

Perfectly Predict NBER-Labeled Recessions

FRED MJ — Households and Nonprofit Organizations; Net Worth, Level/Consumer Price Index for All Urban Consumers: All Ite...
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Secular Stagnation and Demand: Wealth

Concentration and the Velocity of Wealth

Secular Stagnation in the U.S.:
As Wealth Concentration Increases, Velocity Declines
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Thanks For Listening

Follow-up links:
evonomics.com/mmtconference
Drop me a line:

steveroth@evonomics.com

@asymptosis on Twitter
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