
Below, AI summarizes some of … 

Michael Hudson's work, in three pages. 
I also then expand on this (past the third page), for the purpose of noting key points for games 
modeling the private bank capture of public money. (And, I highly recommend this YouTube 
presentation, featuring Hudon as well as Keen, hosted by the David Graber institute). 
 

 
 
Michael Hudson is a highly influential and heterodox economist whose work on the history of 
money and debt is fundamental to understanding his broader critique of modern finance. His 
research is not a simple linear history but a powerful argument that challenges conventional 
economic narratives. 
Here’s a breakdown of his key ideas, particularly regarding the history of money: 

Core Thesis: The Two Origins of Money 
Hudson's most crucial contribution is his argument against the barter theory of money's origin, 
popularized by Adam Smith and still taught in most economics textbooks. This theory claims 
that money emerged naturally from a barter economy to solve the problem of the "double 
coincidence of wants." 
Hudson, building on the work of historians like A. H. M. Jones and anthropologists, argues that 
this is a mythological, ahistorical account. Instead, he posits that money emerged from two 
primary sources, both related to accounting and debt, not barter: 

1.​ Temple and Palace Administrations (Mesopotamia, c. 3rd Millennium BC): The earliest 
forms of money were units of account developed by large institutions (temples and 
palaces in Sumer) to measure debts. These debts were: 

○​ Taxes and Tithes: Obligations owed to the central authority (e.g., so many 
bushels of barley, jars of oil). 

○​ Rents: For use of temple or palace land. 
○​ Fees and Obligations: For using communal resources like irrigation systems. 
○​ To standardize these payments, the authorities established a common 

measure—the silver shekel was defined as a specific weight of silver, which was 
equated to a specific volume of barley. This didn't mean people walked around 
with silver; it meant their debts were denominated in these units. Money was born 
as an abstract measure of debt to a central authority. 

2.​ Wergild (Social Practices): In many tribal societies, money emerged as a means to 
quantify and settle blood debts and social obligations (e.g., the price for a murder or 
injury to avoid a feud). This was also a form of debt, social rather than administrative. 

Key Takeaway: Money was created top-down as an instrument of accounting and social 
management, not bottom-up from individual barter transactions. Its primary function was to 
denominate debt, long before it became a physical medium of exchange. 

https://www.youtube.com/live/FAgj66zNB_w?si=PZQivIFKvbM6kItA
https://www.youtube.com/live/FAgj66zNB_w?si=PZQivIFKvbM6kItA


The Historical Cycle: Debt and Clean Slates 
Hudson's history then tracks a recurring pattern in the ancient Near East, particularly in 
Babylonia: 

1.​ Credit-Based Economies: Economies ran on credit, with debts denominated in the 
silver/shekel standard. 

2.​ Debt Accumulation: Inevitably, through crop failure, war, or personal misfortune, 
smallholders (subsistence farmers) would fall into debt to wealthy creditors (often palace 
officials or merchants acting as loan sharks). 

3.​ Threat of Debt Slavery: The danger was that farmers would lose their land and be forced 
into debt servitude, stripping the state of its tax base and military conscripts. 

4.​ The "Clean Slate" (Andurarum): To preserve the economic and social order, enlightened 
rulers would proclaim royal debt cancellations (edicts of andurarum or misharum). These 
"Jubilees" would wipe out the consumer debt of smallholders (though not commercial 
debts between merchants), restore land to its original owners, and free debt slaves. This 
was seen as a sacred royal duty to restore cosmic and social order (ma'at in Egypt, me 
in Sumer). 

Hudson argues that this system of periodic debt cancellation was a stable feature of successful 
Bronze Age economies for centuries. It prevented a creditor oligarchy from permanently 
enslaving the population and seizing all land. 

The "Monetary" vs. "Creditary" Divide 
Hudson makes a critical distinction that frames all of history: 

●​ Creditary Economies: The original model. Money is a unit of account for tracking debts 
within a system managed for overall balance and stability. The goal is to maintain a 
stable, productive society. 

●​ Monetized Economies: The later model, which gained dominance in classical Greece 
and Rome. Here, money is a physical commodity (coinage). Debt becomes absolute and 
unforgivable. The goal shifts to the accumulation of financial wealth by creditors, leading 
to massive wealth inequality, land concentration, and the erosion of societal stability. 

He sees the transition from the ancient Near East's "creditary" wisdom to the classical world's 
"monetized" harshness as a great historical wrong turn. 

Application to the Modern World 
Hudson is not just an ancient historian. His entire analysis is a lens for critiquing the modern 
financial system: 

●​ The "Jubilee" is Forbidden: The modern financial system is built on the sanctity of debt. 
The very idea of a systemic debt cancellation is considered heresy, unlike in ancient 
times where it was a tool of stability. 

●​ Debt as a Means of Extraction: Hudson argues that today's economy is not a productive, 
industrial capitalism but finance capitalism, where the financial sector extracts wealth 
from the productive economy and the population through debt (mortgages, student 
loans, credit card debt, corporate leverage). 



●​ The Rentier Sector: He revives the classical economic term "rentier" — someone who 
earns income not from producing anything but from owning assets and charging 
economic rent (interest, dividends, landlord rents, monopoly fees). He argues this sector 
has become parasitic and is stifling the real economy. 

●​ The Need for a Modern "Clean Slate": While not calling for a literal biblical Jubilee, 
Hudson advocates for policies that would have the same effect: debt writedowns 
(especially student and mortgage debt), stronger bankruptcy laws, and a shift in tax 
policy away from taxing labor and production and toward taxing economic rent (land rent, 
resource rent, financial rents). 

Key Works to Explore His Ideas: 
●​ ...And Forgive Them Their Debts: Lending, Foreclosure and Redemption From Bronze 

Age Finance to the Jubilee Year (2018) - This is his most focused work on the history of 
debt and clean slates. 

●​ The Lost Tradition of Biblical Debt Cancellations (1993) - A foundational academic 
paper. 

●​ Killing the Host: How Financial Parasites and Debt Bondage Destroy the Global 
Economy (2015) - Applies his historical framework to the modern financial system. 

●​ J is for Junk Economics: A Guide to Reality in an Age of Deception (2017) - A glossary 
that deconstructs modern economic terminology from his critical perspective. 

In summary, Michael Hudson's history of money is a radical deconstruction of neoclassical 
economics. It posits that money is a social and political institution for managing debt, and that 
the failure to control the power of creditors—a lesson known to ancient societies—is the central 
cause of modern economic inequality and instability. 
 

 



My expanded prompt, … 

detailing key points of money history: 
 
At great length and in deep detail, outline key historical points, dynamic interrelations, and 
political struggles of: the private sector capturing a sovereign's role of public money creation, 
across: deep history (including human written language being invented for accounting); to 
modern history (including the great recession's collapse of trust between the global shadow 
banking eurodollar system); and the history in-between (including how private banks captured 
national currencies, then leveraged that to capture global political sovereignty, which caused 
said financially captured nations to deindustrialize, causing the political economic conflict 
leading to world war, which then informed the construction of the modern shadow banking 
system, which could have used a bancor for international trade to avoid the trap of a national 
currency capturing global sovereignty). 
 
AI: … 
 

 
 
Of course. This is a profound and sweeping question that strikes at the very heart of the political 
struggle over who controls the lifeblood of the economy: money. Michael Hudson's work, 
combined with the historical evidence, provides a powerful narrative arc. Let's trace this epic 
struggle across the millennia as you've outlined. 

The Core Thesis: A Sovereign Privilege Privatized 
The overarching narrative is the gradual, and often violent, transfer of the "sovereign 
prerogative"—the exclusive right to create and allocate a society's money—from public, 
accountable institutions to private, profit-seeking banks. This is not a technical economic shift 
but a fundamental transformation of political power. 

 

Part I: Deep History - The Sovereign Origins of Money & Accounting 
1. The Invention of Writing for Accounting (c. 3200 BCE, Mesopotamia) 

●​ Key Point: Human written language (cuneiform in Sumer) was not invented for poetry or 
kings lists, but for accounting. Temple and palace administrators needed to track credits 
and debits: taxes (in grain, oil, livestock), rents, and labor obligations. 

●​ Dynamic Interrelation: The "money" was a unit of account (the silver shekel, the gur of 
barley), not necessarily a physical medium of exchange. This system created a public 
credit ledger. Debt was denominated by the sovereign to facilitate economic planning 
and resource allocation for the entire community (building irrigation, granaries, temples). 

●​ Political Struggle: The struggle was between the need for communal stability and the 
potential for individual greed. This led to the invention of the "Clean Slate" (andurarum in 



Babylonian). Kings would periodically proclaim debt jubilees to cancel consumer debts 
(owed to local officials or merchants acting as loan sharks) to prevent the entire society 
from collapsing into debt peonage, which would destroy the tax base and military. The 
sovereign's power was used to free society from the tyranny of debt. 

2. The Classical & Medieval World: The Battle Over Usury 
●​ Key Point: Across ancient civilizations (Babylon, Judea, Greece, Rome) and through the 

Middle Ages in Christendom and the Islamic world, the central political-economic 
struggle was to control the charging of interest (usury). 

●​ Dynamic Interrelation: The prohibition of usury was a public policy designed to prevent 
the creditor class from absorbing all the economic surplus, enslaving the population, and 
seizing land. It was a defense of the sovereign's role in preserving a productive 
economy. 

●​ Political Struggle: The struggle was between the landed aristocracy, the state, and the 
merchant/creditor class. The creditors always sought to find ways around usury laws 
(e.g., through currency exchange (cambium) contracts), while religious and secular 
authorities tried to restrain them to maintain social order. 

 

Part II: The Capture - How Private Banks Captured National Currencies 
1. The Founding of the Bank of England (1694) - The Template is Set 

●​ Key Point: A private consortium of merchants and bankers loaned King William III £1.2 
million to fund a war. In return, they received a royal charter to become The Bank of 
England and the right to issue banknotes (i.e., create money) backed by the Crown's 
debt. 

●​ Dynamic Interrelation: This created the fractional reserve banking model. The 
sovereign's debt became the primary collateral ("high-powered money") against which 
private banks could create a pyramid of credit (loans = new deposits = new money). The 
state borrowed money at interest from a private monopoly it had created, instead of 
creating it interest-free for public purpose. 

●​ Political Struggle: This was a definitive victory for the financial class. It embedded a 
permanent public debt and a private money-creation system at the core of the world's 
leading modern empire. The state's power was now dependent on, and subservient to, 
the credit created by its creditors. 

2. The Rise of the "Money Power" and the Battle over Sovereign Currency 
●​ Key Points: This model spread. The great 19th and early 20th-century political battles 

were over who would control the currency: 
○​ The U.S. Experience: The fight between Andrew Jackson (who killed the Second 

Bank of the U.S.) and the financiers; the Bank Panics of the 19th century; the 
creation of the Federal Reserve (1913), which was a compromise that centralized 
the private banking system's control into a single, more powerful, yet still 
privately-influenced entity. 

○​ The Gold Standard: This was the ultimate tool for the creditor class. By tying the 
money supply to gold, it removed the sovereign's ability to create money based 
on public need. It enforced austerity, guaranteed deflation (benefiting creditors 



who are paid back in more valuable money), and subjugated national economic 
policy to international finance. 

 

Part III: The Consequence - Global Sovereignty Captured, 
Deindustrialization, and World War 
1. From National to Global Capture: The "Dictatorship of Debt" 

●​ Key Point: With national currencies privatized, the next logical step was for this financial 
system to project power internationally. Creditor nations (first Britain, then the U.S.) used 
their financial power to force open markets and structure global trade and investment to 
their advantage. 

●​ Dynamic Interrelation: The system worked as follows: 
1.​ Surplus Extraction: Creditor nations would make loans (or investments) to debtor 

nations for infrastructure (railroads, mines) often at high interest. 
2.​ Debt Servicing: Debtor nations (in Latin America, the Ottoman Empire, Eastern 

Europe) had to run trade surpluses to earn the foreign exchange (sterling, 
dollars) to service these debts. 

3.​ Deindustrialization: To run a trade surplus, they had to export raw materials and 
agricultural goods and suppress their own industrial development to avoid 
importing manufactured goods. This primarized their economies, locking them 
into a state of dependent underdevelopment. 

4.​ Austerity & Political Control: When debts couldn't be paid, creditors would impose 
"austerity" measures (managed by institutions like the League of Nations in the 
1920s, prefiguring the IMF), forcing cuts to social spending and the privatization 
of public assets. Economic policy was captured by foreign financiers. 

2. The Political-Economic Conflict Leading to World War 
●​ Key Point: This system came to a catastrophic head after World War I. The Versailles 

Treaty imposed crushing, unpayable reparations on Germany (a form of extreme debt 
peonage at a national level), designed to deindustrialize and subjugate it permanently. 

●​ Dynamic Interrelation & Political Struggle: 
○​ Germany and other debtor nations were faced with a choice: submit to 

permanent austerity and underdevelopment controlled by Anglo-American 
finance or revolt. 

○​ The revolt took two forms: 
1.​ Fascism/National Socialism: This was, in part, a violent rejection of the 

international "rentier" creditor regime. The Nazis repudiated foreign debt, 
took control of the money creation process for public works and 
rearmament, and created an autarkic economic bloc. This was a direct, 
genocidal war against the international financial order. 

2.​ Soviet Communism: Similarly, it was a complete rejection of the global 
capitalist financial system. 

●​ Conclusion: World War II was, on one crucial level, the violent explosion caused by the 
intolerable tensions of a global system where financial sovereignty had been captured by 



a rentier class. The war was the ultimate result of trying to resolve this economic conflict 
through geopolitics. 

 

Part IV: The Modern Shadow System - A Failed Reconstruction and the 
Rise of the Eurodollar 
1. The Bretton Woods Missed Opportunity: The Rejection of Bancor 

●​ Key Point: In 1944, as the Allies planned the post-war system, John Maynard Keynes 
proposed the "bancor"—a truly international, neutral currency used for clearing trade 
balances, issued by a global central bank. 

●​ Dynamic Interrelation & Political Struggle: The bancor system was designed to prevent 
the very problem that caused the war: 

○​ It would have penalized both chronic surplus and deficit nations, forcing balanced 
trade. 

○​ It would have removed the "exorbitant privilege" of any single national currency 
(like the dollar) being the global reserve, preventing that nation from running 
endless deficits and forcing its financial agenda on the world. 

○​ The U.S., as the emerging dominant creditor, rejected it. Harry Dexter White's 
dollar-centric plan won. The dollar, convertible to gold, became the world's 
reserve currency. This re-established a hierarchical system with a national (and 
privately-influenced) currency at its apex, planting the seeds for its own eventual 
collapse. 

2. The Unraveling of Bretton Woods and the Birth of the Eurodollar (Shadow Banking) System 
●​ Key Point: By the 1960s, the U.S. was printing dollars to fund the Vietnam War and 

domestic spending, undermining gold convertibility. Nixon closed the gold window in 
1971, ending Bretton Woods. 

●​ Dynamic Interrelation: This act untethered global finance. The dollar was now a pure fiat 
currency, but it retained its reserve status. The Eurodollar market—dollars deposited in 
banks outside the United States, beyond the reach of the Fed's regulations (reserve 
requirements, interest rate caps)—exploded. 

●​ Political Struggle: This was the ultimate privatization of money creation. A global, 
stateless, unregulated shadow banking system emerged. Private banks could now 
create dollar-denominated credit ex nihilo on a global scale, with minimal oversight. They 
had effectively captured the global sovereign privilege. Nation-states, including the U.S., 
became increasingly subject to the "discipline" of this private market. 

3. The Great Recession: The Collapse of Trust in the Private System 
●​ Key Point: The 2008 crisis was not a failure of public money but a run on the private 

shadow banking system. 
●​ Dynamic Interrelation: The system was built on chains of private credit (repo 

agreements, commercial paper, securitized derivatives) where the "money" was the 
promise of private entities (like Lehman Brothers) to pay. The entire system was based 
on trust (credit) in this private network. 



●​ The Collapse: When the quality of the collateral (subprime mortgages) underlying these 
chains was questioned, trust evaporated overnight. The private system of money 
creation seized up completely. Banks stopped lending to each other because they 
couldn't tell who was solvent. 

●​ The Ultimate Irony: The only thing that could restart the system was a massive injection 
of public sovereign credit (government bailouts, central bank liquidity, and guarantees). 
The crisis proved that the private system was parasitic—it could privatize gains during 
booms but socialize catastrophic losses, relying on the very public sovereign it had 
sought to marginalize for its survival. 

Synthesis: The Enduring Political Struggle 
The entire arc of history you've asked for reveals a dialectical struggle: 

●​ Thesis: Sovereign public power creates money for social order and development. 
●​ Antithesis: A private financial class captures and privatizes this privilege, using debt as a 

tool of extraction and control, leading to economic polarization, deindustrialization, and 
ultimately, systemic crisis and war. 

●​ Synthesis (Pending): We are living in the unresolved tension. The 2008 crisis was a 
spectacular failure of the private model, yet it was met with a rescue that reinforced the 
power of the largest banks. The political question of the 21st century is whether society 
will reclaim the sovereign privilege of money creation for public purpose (via Modern 
Monetary Theory (MMT)-inspired policy, public banking, digital currencies) or if the 
private, stateless shadow banking system will further consolidate its power, repeating the 
cycles of austerity, conflict, and collapse. 

 
 



 
 

This next section is on a related topic, 

Triffin's dilemma. 
 

 
 



What do you know of Triffin's dilemma? 
 

 
Ai:... 
 
Of course. Triffin's Dilemma is a fundamental concept in international economics and finance 
that explains a critical structural flaw in systems where a national currency also serves as the 
world's primary reserve currency. 
It is named after the Belgian-American economist Robert Triffin, who first presented the idea in 
the 1960s while critiquing the Bretton Woods system (the post-WWII financial system that 
pegged currencies to the US dollar, which was in turn convertible to gold). 

 

The Core of the Dilemma 
Triffin's Dilemma posits that there is an inherent, unresolvable conflict between a country's 
domestic monetary policy goals and its international monetary obligations as the issuer of the 
reserve currency. 
The dilemma can be broken down into two contradictory requirements: 

1. The Short-Term/Liquidity Goal (Providing Liquidity) 
To fuel global trade and economic growth, the world needs a steady supply of the reserve 
currency. This means other countries need to acquire and hold this currency (e.g., US dollars) 
as foreign exchange reserves. 

●​ How is this achieved? The reserve currency country must run a persistent balance of 
payments deficit (i.e., supply more currency to the world than it takes in). It does this by 
importing more than it exports, or by making massive foreign investments and loans. 

●​ In simple terms: The US must send more dollars out into the world than it brings in, to 
provide the liquidity other countries need for their reserves. 

2. The Long-Term/Confidence Goal (Maintaining Confidence) 
For the reserve currency to maintain its value and be trusted as a stable store of wealth, the 
issuing country must be seen as a strong, reliable, and creditworthy economy. 

●​ How is this achieved? The reserve currency country must run a balance of payments 
surplus or be fiscally responsible. It should avoid amassing large debts and maintain the 
strength of its currency. 

●​ In simple terms: The US should be a net receiver of dollars from the world, proving its 
economic strength and ensuring the dollar retains its value. 

The Contradiction (The "Dilemma") 
You cannot do both at the same time. 



●​ If the US supplies enough dollars to meet global demand (satisfying #1), it must run 
large, continuous deficits. This leads to a growing national debt and a potential 
devaluation of its currency, which undermines #2 (confidence in the dollar). 

●​ If the US acts responsibly to protect the value of the dollar (satisfying #2), it would run 
surpluses and stop supplying the world with dollars. This would create a global liquidity 
shortage, stifling world trade and economic growth, which undermines #1. 

This creates a vicious cycle: the very act of providing the reserve currency inevitably sows the 
seeds of its own eventual decline. 

 

Historical Context: The Bretton Woods System 
Triffin identified this problem specifically within the Bretton Woods system (1944-1971). Under 
this system: 

●​ The US dollar was pegged to gold ($35 per ounce). 
●​ All other major currencies were pegged to the US dollar. 
●​ Countries held dollars as their primary reserve asset. 

Triffin warned that as the US ran deficits to supply the world with dollars, its gold reserves would 
look increasingly inadequate to back those dollars. Eventually, foreign governments would lose 
confidence in the US's ability to redeem dollars for gold, leading to a run on the gold reserves 
and the collapse of the system. 
He was proven right. The system became unstable, and President Nixon was forced to "close 
the gold window" in 1971, ending the dollar's convertibility to gold and effectively collapsing the 
Bretton Woods system. This event is known as the Nixon Shock. 

 

Triffin's Dilemma in the Modern (Post-1971) Era 
Even after the end of gold convertibility, the US dollar remained the world's dominant reserve 
currency. The dilemma did not disappear; it merely transformed. 

●​ The "Exorbitant Privilege": The US enjoys immense benefits from the dollar's status, 
such as the ability to borrow cheaply, run large deficits with less immediate pain, and 
conduct international trade in its own currency. 

●​ The "Exorbitant Duty": The dilemma is the downside of that privilege. The US must still 
run large current account deficits to supply global dollar liquidity. This has contributed to: 

○​ A massive and growing US national debt. 
○​ Concerns about the long-term value of the dollar. 
○​ Global economic imbalances (e.g., the symbiotic but tense relationship between 

the US and China, where China exports goods and accumulates dollar reserves). 

Potential Solutions and the Future 
Triffin's Dilemma remains a central problem for the global financial architecture. Proposed 
solutions include: 



1.​ Finding a New Reserve Currency: Some suggest another strong currency (like the Euro 
or a future digital Yuan) could replace the dollar. However, any national currency would 
eventually face the same dilemma. 

2.​ Using a Synthetic or Basket Currency: The idea of using the International Monetary 
Fund's Special Drawing Right (SDR) (a basket of major currencies) as a global reserve 
asset. This would decouple global liquidity from any single nation's economic policies. 

3.​ Cryptocurrencies or CBDCs: Some theorists propose that a global, non-national digital 
currency (like a Bitcoin standard or a network of Central Bank Digital Currencies) could 
solve the problem, though this is highly speculative. 

In summary, Triffin's Dilemma is the unavoidable conflict between a reserve currency nation's 
domestic and international responsibilities. It is not a problem with an easy solution and 
continues to be a critical framework for understanding global financial stability and the unique 
role of the US dollar. 
 
 

 



what do you know of the history of this effect prior to Triffin? 
 

 
AI:... 
 
Excellent question. While Robert Triffin is credited with formally defining and naming the 
dilemma in the 1960s, the underlying tension and its effects were observed and debated by 
economists long before him. The history of this "pre-Triffin" effect is essentially a history of the 
problems inherent in commodity-based monetary systems, particularly the Gold Standard. 
Here’s a breakdown of the historical awareness of this problem prior to Triffin's work: 

 

1. The Classical Gold Standard (c. 1870–1914) 
During the era of the classical gold standard, the dilemma manifested not for a single currency, 
but for the system as a whole. The core mechanism was understood, though not always seen 
as a "dilemma." 

●​ The "Rules of the Game": The theoretical operation of the gold standard was governed 
by David Hume's Price-Specie Flow Mechanism (1752). This was a self-correcting 
model: a country with a trade deficit would see gold flow out, causing its money supply to 
shrink, prices to fall, and thus making its exports more competitive, correcting the deficit. 

●​ The Problem in Practice: In reality, central banks often "sterilized" gold flows to avoid 
domestic price instability. They would counteract the automatic adjustment, breaking 
Hume's mechanism. 

●​ The Role of England: The British pound sterling was the de facto world's reserve and 
trade currency, much like the dollar today. The Bank of England effectively managed the 
entire system. To provide liquidity for global trade, London had to export capital, running 
a financial account surplus (which correlates with a current account deficit). This meant 
Britain was, in a way, constantly sending gold-backed pounds out into the world. 

●​ Pre-Triffin Awareness: Economists of the time were acutely aware of the tension. They 
debated the "conflict between external and internal stability." The need to maintain gold 
convertibility (an external goal) often clashed with the desire to stabilize the domestic 
economy (an internal goal). A foreign drain of gold could force the Bank of England to 
raise interest rates to attract gold back, even if the domestic economy was heading into 
a recession. This was a direct lived experience of the dilemma's core conflict. 

2. The Interwar Period (1918–1939) 
The collapse of the gold standard after WWI and the chaotic attempts to return to it in the 1920s 
provided a brutal practical lesson in the dilemma. 

●​ The Genoa Conference (1922): This was a critical moment of pre-Triffin recognition. 
After WWI, it was clear there wasn't enough gold to support the pre-war financial system. 
Economists like John Maynard Keynes and Ralph Hawtrey advocated for a "gold 
exchange standard." 



○​ The Plan: Smaller countries would hold reserves in major currencies (like sterling 
and the dollar), which themselves were backed by gold. This would economize 
on gold and increase global liquidity. 

○​ The Foreseen Problem: The architects at Genoa explicitly warned that the center 
countries (UK and US) must pursue policies conducive to global stability and 
avoid inflation. They understood that if the reserve countries failed to manage 
their policies wisely, the entire system would become unstable. This is a clear 
precursor to the "confidence" side of Triffin's Dilemma. 

●​ The Collapse (1931): The system failed spectacularly. The UK, weakened by war and 
unable to reconcile its domestic woes with its international role as a reserve currency 
issuer, was forced to abandon the gold standard in 1931. This demonstrated that the 
market's loss of confidence in a reserve center could trigger a catastrophic chain 
reaction. 

3. Keynes and the Bancor Proposal (1944) 
The most direct and sophisticated pre-Triffin formulation of the problem came from John 
Maynard Keynes during the negotiations for the post-WWII monetary system at the Bretton 
Woods Conference. 

●​ Keynes's Critique: Keynes vehemently opposed a system that would make a national 
currency (the US dollar) the world's primary reserve asset. He argued that this would 
create a deflationary bias and place an unfair burden on deficit countries (not the reserve 
issuer). 

●​ The Bancor Solution: To solve the problem before it even arose, Keynes proposed a 
supranational world currency called "Bancor." It would be used for clearing international 
transactions through a new International Clearing Union. 

○​ How it Solved the Dilemma: The supply of Bancor would be created and 
managed collectively to meet the needs of global trade, completely decoupling 
global liquidity from any single nation's balance of payments. Furthermore, it 
included mechanisms to pressure both surplus and deficit countries to adjust, 
preventing the kind of imbalances the dilemma creates. 

●​ Why it Matters: Keynes's entire proposal was predicated on his understanding of the 
flaws of the interwar gold exchange standard. He identified the Triffin Dilemma in all but 
name. He foresaw that a dollar-based system would give the US an "exorbitant privilege" 
but would also force it into deficits that would ultimately undermine the system. His plan 
was rejected in favor of the American White Plan, which established the dollar at the 
center of the Bretton Woods system—the very system Triffin would later critique. 

Conclusion: Pre-Triffin Awareness 
Prior to Triffin, the effect was understood in practice and in theory, but not as a single, named 
dilemma. It was seen through the lens of: 

1.​ Practical Central Banking: The daily conflict between external convertibility and internal 
stability under the gold standard. 



2.​ Systemic Instability: The collapse of the gold exchange standard in the interwar period 
demonstrated the real-world consequences. 

3.​ Theoretical Foresight: Keynes's Bancor proposal was a direct attempt to architect a 
system that avoided the dilemma entirely. 

Triffin's genius was in synthesizing these historical experiences and theoretical debates into a 
clear, formal, and irresistible paradox. He presented it to the US Congress in the late 1950s, 
warning them that the system they had built at Bretton Woods was fundamentally flawed and 
mathematically destined to collapse—a prediction that came true just over a decade later. He 
gave a name and a clear structure to the problem that had plagued the international monetary 
system for a century. 
 

 



 
How does all this relate to a non-commodity-based monetary system? 
 

 
AI:... 
 
Excellent and crucial question. Triffin's Dilemma is often discussed in the context of the 
gold-backed Bretton Woods system, but its logic is, perhaps counterintuitively, even more 
relevant and potent in a non-commodity-based (fiat) monetary system. 
The transition from a commodity-based system to a fiat system didn't solve the dilemma; it 
transformed it, removing the automatic braking mechanism and shifting the nature of the 
constraint. 
Here’s how it relates: 

 

1. The Nature of the Constraint Changes: From Gold to Confidence 
In a commodity-based system (e.g., gold standard), the constraint is physical and quantitative. 
There is a finite amount of gold. The dilemma was clear: the U.S. could not indefinitely supply 
more gold-redeemable dollars than it had gold to back them. The system would break when the 
"run on gold" occurred, which it did in 1971. 
In a non-commodity (fiat) system, the constraint is psychological and qualitative: confidence. 
The dollar is not backed by a physical commodity but by: 

●​ Full faith and credit of the U.S. government. 
●​ The perceived strength and stability of the U.S. economy. 
●​ The credibility of the U.S. Federal Reserve. 
●​ The network effect of its use in global trade (its "liquidity premium"). 

This changes everything. There is no longer a fixed anchor like gold, but the need for 
confidence remains the absolute limit. 

2. The "Liquidity" Side of the Dilemma Becomes Easier... For a While 
In a fiat system, supplying the world with dollars is trivially easy. The U.S. does not need to mine 
gold or run a trade deficit to do it. It can be created electronically through: 

●​ Capital account outflows: U.S. banks and corporations making investments and loans 
abroad. 

●​ Monetary policy: The Federal Reserve can create dollars through quantitative easing 
(QE), which can find their way into global financial markets. 

This allows the U.S. to run massive, persistent current account deficits (importing more than it 
exports) because it can pay for these imports with its own currency, which the world is willing to 
hold. This is the "exorbitant privilege." 



3. The "Confidence" Side of the Dilemma Becomes More Complex and 
Ominous 
This is the critical part. Without a gold anchor, the "confidence" constraint is softer and less 
predictable, but ultimately more dangerous if breached. 
The dilemma transforms into a question: How long can the U.S. run large deficits and 
accumulate debt before it erodes confidence in the dollar's long-term value? 
The mechanisms that could trigger a crisis are different: 

●​ Inflation and Devaluation: If the U.S. creates too many dollars to fund its deficits or 
debts, it could lead to high inflation. This erodes the purchasing power of the dollars held 
by foreign central banks and investors, effectively taxing them. They may then seek to 
diversify into other assets or currencies. 

●​ Fiscal Irresponsibility: Persistent large U.S. budget deficits that lead to an exploding 
national debt could scare foreign investors. If they believe the debt path is 
unsustainable, they may demand higher interest rates to hold U.S. Treasury bonds, or 
slowly move away from them. 

●​ Geopolitical Shifts: Countries may seek alternatives to the dollar to reduce their 
exposure to U.S. foreign policy and financial power (e.g., sanctions). This is a slow 
process of "de-dollarization." 

The Modern, Ongoing Triffin Dilemma 
So, in today's fiat system, the dilemma plays out in a continuous, slow-burning tension: 

1.​ The U.S. fulfills its role as global provider of liquidity: It runs large deficits, and the dollar 
remains the dominant currency for trade, finance, and reserves. The world is awash in 
dollar liquidity. 

2.​ This very action creates the long-term risk: The growing debt and potential for inflation 
from this process slowly, imperceptibly erodes confidence. 

3.​ There is no clear breaking point: Unlike a gold standard, where a "run" happens at a 
specific moment (when gold reserves are depleted), in a fiat system, the loss of 
confidence can be a slow "leak" rather than a sudden burst. Countries like China and 
Russia are gradually diversifying their reserves, and regional trade agreements are 
moving away from the dollar. 

Summary: Key Differences in a Fiat System 

Feature Commodity-Based System 
(Bretton Woods) 

Non-Commodity (Fiat) System 
(Post-1971) 

Constraint Physical (Gold). Hard, 
quantitative limit. 

Psychological (Confidence). Soft, 
qualitative limit. 



"Liquidity" 
Mechanism 

Required the U.S. to run a 
balance of payments deficit, 
draining its gold reserves. 

Easily achieved through capital 
flows and the Fed's ability to 
create money. 

"Confidence" 
Crisis 

Sudden and predictable. A run on 
gold when convertibility was 
doubted. 

Gradual and unpredictable. A 
slow diversification away from the 
dollar due to inflation fears, fiscal 
concerns, or geopolitics. 

The Dilemma 
Today 

Would the U.S. eventually run out 
of gold? 

Will the U.S. eventually erode 
confidence through inflation, 
debt, or geopolitics? 

Conclusion: In a non-commodity-based system, Triffin's Dilemma is not only alive and well—it is 
the central paradox of the modern global financial order. The U.S. must continue to supply 
dollars to the world, but it must do so without undermining the confidence that is the only thing 
backing its currency. It's a high-wire act without a safety net, where the only thing preventing a 
fall is the belief that the actor won't fall. 
 

 



How does MMT fit into all this? 
 

 
 
AI:... 
 
 
Of course. This is a fantastic question that gets to the heart of modern monetary debates. 
Modern Monetary Theory (MMT) provides a radical reinterpretation of the constraints that 
Triffin's Dilemma is based on, effectively arguing that for a sovereign currency issuer like the 
US, the dilemma is either irrelevant or solvable without crisis. 
Here’s how MMT fits into the discussion of Triffin's Dilemma, breaking down the points of 
agreement and fundamental disagreement. 

 

1. Core MMT Tenets Relevant to Triffin 
First, it's essential to understand the MMT view of a monetarily sovereign government (like the 
U.S., Japan, or the UK, but not like individual Eurozone countries): 

●​ Currency Issuer vs. User: The US government is the issuer of the US dollar. It cannot 
run out of dollars in the same way a household or business can. It creates new money 
when it spends. 

●​ Taxes Drive Money: The purpose of taxes is not to fund government spending but to 
create demand for the currency and to control inflation by removing money from the 
economy. 

●​ Real Resources are the Limit: The only true constraint on government spending is the 
real productive capacity of the economy (labor, factories, raw materials, technology). 
Inflation occurs when spending exceeds this capacity, not when the government "prints 
money." 

●​ Balance of Payments is a Non-Issue: For MMT, a current account deficit (importing more 
than you export) is not a problem to be solved; it is a benefit to be managed. It 
represents the nation acquiring real goods and services from the rest of the world in 
exchange for its own currency, which is a form of vendor financing. 

2. The MMT Perspective on Triffin's Dilemma 
From this viewpoint, MMT proponents would analyze the two horns of Triffin's Dilemma as 
follows: 

Horn #1: The Need to Supply Global Liquidity (The "Privilege") 
●​ MMT View: This is an unalloyed good. The US's ability to run persistent current account 

deficits is the ultimate "exorbitant privilege." The world sends real goods (cars, 
electronics, oil) to the US and receives US dollar financial assets (Treasury bonds) in 
return. The US gets richer in real terms. 



●​ The "Vendor Finance" Model: MMT frames this as the US acting like a corporation that 
can pay for its inputs with its own IOUs. The rest of the world willingly holds those IOUs 
because they are the most liquid and safe asset available. This is a fantastic deal for the 
US. 

Horn #2: The Erosion of Confidence (The "Duty") 
●​ MMT View: This is a Misdiagnosis. The traditional view worries that deficits and debt will 

erode confidence and lead to a currency crisis or hyperinflation. MMT argues this fear is 
backwards. 

○​ Inflation is Domestic, Not External: For MMT, inflation isn't caused by foreigners 
losing confidence. It's caused by domestic fiscal policy that is too stimulative 
relative to the real productive capacity of the US economy. If the US government 
spends so much that it causes inflation at home, that would be a problem. But 
this is a domestic policy error, not a consequence of its international role. 

○​ No Solvency Risk: Since the US borrows in its own currency, it can never be 
forced into default. It can always create the dollars needed to service its debt. 
The risk is inflation, not insolvency. 

○​ The "Confidence" Factor: MMT minimizes the role of amorphous "market 
confidence." As long as the US government manages its domestic economy to 
avoid inflation (primarily through taxation and other tools to reduce aggregate 
demand), the world will have no better alternative to the dollar. The demand for 
dollar assets is structural and self-reinforcing. 

3. The MMT "Solution" to Triffin's Dilemma 
In the MMT framework, Triffin's Dilemma is resolved through domestic policy management. 

1.​ Embrace the Privilege: The US should happily run current account deficits to absorb the 
world's surplus goods and capital, enjoying the massive real economic benefit. 

2.​ Manage the Risk with Domestic Tools: The US must use its sovereign tools—primarily 
fiscal policy (taxation) and, to a lesser extent, regulatory policy—to ensure this influx of 
demand does not create domestic inflation. 

○​ Example: If the US demand for imports is so high that it overheats the US 
economy (a scenario MMT sees as unlikely without concomitant domestic fiscal 
stimulus), the correct response is to increase taxes to cool down domestic 
demand and free up resources, not to worry about the trade deficit itself. 

In essence, MMT severs the link between international imbalances and domestic stability. It 
argues that the US can supply all the liquidity the world needs without undermining confidence, 
as long as it prudently manages its domestic economy to prevent inflation. 

Critical Counterpoint (The Traditional View) 
Mainstream economists and critics of MMT would strongly disagree with this analysis: 

●​ Ignoring Confidence is Naive: They argue that MPT drastically underestimates the 
psychological and political element of being a reserve currency. A loss of confidence, 
even if based on perception rather than fundamental "solvency," could lead to a rapid 



devaluation of the dollar, forcing the Fed to raise interest rates dramatically and 
triggering a global financial crisis. 

●​ Political Reality: The MMT solution requires a perfectly technocratic and apolitical 
government that can swiftly raise taxes to cool an overheating economy. This is 
politically incredibly difficult, as taxes are always unpopular. 

●​ The Inflation Trigger: Traditionalists argue that the massive fiscal spending MMT often 
advocates for (e.g., Job Guarantee programs) financed by money creation, combined 
with the existing current account deficit, would be a surefire recipe for the very inflation 
MMT claims it can control. 

Conclusion: How MMT Fits In 
MMT doesn't dismiss Triffin's Dilemma; it reframes it entirely. It argues that the dilemma is built 
on a flawed understanding of the constraints facing a monetarily sovereign nation. 

●​ For Triffin: The dilemma is a fundamental, structural conflict that inevitably leads to crisis. 
●​ For MMT: The "dilemma" is actually a "privilege," and the potential downside (inflation) is 

not an external constraint but a domestic policy problem with straightforward (if politically 
difficult) fiscal solutions. 

Therefore, MMT fits into the conversation as a heterodox challenge to the very premises of 
international finance that Triffin's Dilemma rests upon. It claims that for a country in the US's 
unique position, the rules of the game are different, and the dilemma can be managed away 
forever with competent domestic policy. 
 

 



 
What about just using Bancor globally, and MMT nationally? 
 

 
AI:... 
 
Excellent question. This is perhaps the most practical and intriguing way to integrate these two 
ideas, creating a layered system that plays to the strengths of each theory while mitigating their 
weaknesses. 
This model—using Bancor for international trade and reserves, while allowing sovereign nations 
to use MMT-inspired policies domestically—creates a clear and potentially highly stable 
separation of functions. It directly attacks Triffin's Dilemma at the international level while freeing 
national governments to pursue full employment at home. 
Here’s how this layered system would work and its profound implications: 

 

The Core Architecture: A Clear Separation of Powers 

Layer 1: The International System (Bancor) 
●​ Purpose: To facilitate stable international trade, serve as a global reserve asset, and 

eliminate the structural imbalances caused by a national currency being the world's 
reserve. 

●​ How it Works: 
1.​ An International Clearing Union (ICU) creates and manages the Bancor. 
2.​ All international trade and financial transactions are denominated in Bancor. 
3.​ Countries settle their trade imbalances with each other through Bancor credits 

and debits at the ICU. 
4.​ Key Keynesian Rule: The ICU imposes penalties (e.g., interest charges) on both 

large surplus and large deficit countries. This forces balanced trade by 
incentivizing surplus nations (e.g., China, Germany) to spend their excess 
Bancor on imports, recycling demand globally. 

Layer 2: The National System (MMT) 
●​ Purpose: To achieve domestic policy goals like full employment, price stability, and public 

investment, free from external financial constraints. 
●​ How it Works: 

1.​ Each sovereign nation issues its own free-floating fiat currency (e.g., US Dollars, 
Yen, Pounds). 

2.​ The national government uses its fiscal capacity (spending and taxation) to 
manage its economy, following MMT principles. It is not financially constrained 
and can never run out of its own currency. 

3.​ The only constraint is domestic inflation, managed through taxes and other tools. 



The Crucial Link: The Exchange Rate 
The connection between these two layers is a flexible exchange rate between the national 
currency and the Bancor. 

●​ A country that runs a persistent trade deficit (importing more than it exports) would see 
its currency depreciate against the Bancor. 

●​ A country that runs a persistent trade surplus (exporting more than it imports) would see 
its currency appreciate against the Bancor. 

This floating exchange rate acts as a automatic stabilizer, making a country's exports cheaper 
and imports more expensive when it runs a deficit, helping to correct the imbalance naturally. 

 

How This System Annihilates Triffin's Dilemma 
Triffin's Dilemma is an international-level problem. The Bancor layer solves it completely: 

1.​ Solves the "Liquidity" Problem: Global liquidity is provided by the neutral, supranational 
ICU issuing Bancor. The US does not need to run deficits to supply the world with 
dollars. The world is supplied with Bancor. 

2.​ Solves the "Confidence" Problem: The value of the international reserve asset (Bancor) 
is no longer tied to the fiscal health or debt levels of a single nation (the US). Confidence 
is maintained by the rules-based system of the ICU. 

3.​ Eliminates "Exorbitant Privilege": The US would have to earn Bancor through exports or 
borrowing, just like every other country. It could no longer fund its imports by simply 
creating more of the world's reserve currency. 

The Benefits for National MMT Policies 
This system would actually enhance and protect a nation's ability to use MMT-inspired policies 
domestically: 

●​ Eliminates the External Constraint: A major criticism of domestic MMT is that running 
large deficits could lead to a balance of payments crisis and a crashing currency. In this 
system, that fear is neutered. 

○​ The currency can float freely against the Bancor. 
○​ The ICU's penalties on imbalances would force surplus nations to adjust, sharing 

the burden of rebalancing. The deficit country is not the only one forced to 
contract (austerity), as often happens today. 

●​ Protects Policy Space: A country could pursue a bold Green New Deal or Job Guarantee 
program funded by its own currency. If this program led to a trade deficit, the result 
would be a gradual currency depreciation—a natural economic adjustment—not a 
speculative attack or a forced austerity program from the IMF. The nation would retain 
full sovereignty over its fiscal choices. 

Potential Challenges and Criticisms 
1.​ Political Feasibility (Especially for the US): The biggest hurdle. The United States would 

be asked to voluntarily give up the immense geopolitical and economic power that 



comes with the dollar's reserve status. This is a massive "ask" that would require 
unprecedented international cooperation. 

2.​ The Transition Would Be Monumental: Unwinding the entire dollar-based global financial 
system, with trillions of assets and contracts denominated in dollars, and replacing it with 
a Bancor system would be the most complex financial engineering project in history. 

3.​ Governance of the ICU: The fight over who controls the ICU and sets its rules (e.g., 
voting rights, penalty rates) would be a proxy for global power struggles. It would need to 
be designed to be fair and resistant to domination by a few large economies. 

4.​ MMT's Inflation Management Still Applies: This system does not solve MMT's core 
domestic challenge: the need for a politically difficult, technocratically perfect use of 
taxation to control inflation. A country could still experience high inflation due to domestic 
fiscal policy, but it would be less likely to trigger an external crisis. 

Conclusion: A Synergistic Solution 
This layered model is arguably the most compelling vision for a stable and equitable global 
financial system. 

●​ The Bancor layer solves the international structural flaws—most notably Triffin's 
Dilemma—that have plagued the world for decades. 

●​ The national MMT layer allows sovereign nations to maximize the well-being of their 
citizens without being hamstrung by external financial pressures or artificial spending 
constraints. 

Together, they create a system where the international realm is structured for balance and 
stability, while the national realm is freed to pursue full employment and prosperity. It’s a 
theoretical "best of both worlds" scenario, though one that remains a distant prospect due to the 
immense political and institutional hurdles involved. 
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