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ARTÍCULO

MMT, MONETARY SOVEREIGNTY AND FISCAL 
POLICY SPACE IN BRAZIL (1999-2019)

Isadora Bonitz Silva Gomes
Norberto Montani Martins

Silva Gomes, I. B., & Montani Martins, N. (2023). MMT, monetary sovere-
ignty and fiscal policy space in Brazil (1999-2019). Cuadernos de Economía, 
42(88), 1-22.

There are controversies regarding the applicability of Modern Money Theory 
(MMT) to emerging countries. In this paper, we shed light on this debate by ana-
lyzing the monetary sovereignty and fiscal policy regime in Brazil from 1999 to 
2019. An empirical assessment shows the government has a considerable ‘degree’ 
of monetary sovereignty. However, fiscal rules imposed many restrictions on the 
State’s capacity to spend, subordinating fiscal policy to austerity. As there are no 
major macroeconomic constraints to Brazilian monetary sovereignty, it is neces-
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sary to change fiscal rules to reorient fiscal policy towards full employment in line 
with MMT prescriptions.

Keywords: Modern money theory; sovereign money; fiscal policy; functional 
finance; full employment; Brazil.
JEL: E42, E61, E62, H50, H63.

Silva Gomes, I. B., & Montani Martins, N. (2023). MMT, soberanía mone-
taria y espacio fiscal en Brasil (1999-2019). Cuadernos de Economía, 42(88), 
1-22.

Existen controversias con respecto a la aplicabilidad de la teoría monetaria 
moderna (MMT) a los países emergentes. En este artículo analizamos la sobe-
ranía monetaria y el régimen de política fiscal en Brasil desde 1999 hasta 2019. 
Una evaluación empírica muestra que el gobierno brasileño tiene un “grado” con-
siderable de soberanía monetaria. Sin embargo, las reglas fiscales impusieron res-
tricciones a la capacidad de gasto del Estado, subordinando la política fiscal a la 
austeridad. Dado que no existen restricciones macroeconómicas para la sobera-
nía monetaria brasileña, es necesario cambiar las reglas fiscales para reorientar la 
política fiscal hacia el pleno empleo en línea con las prescripciones de la MMT.

Palabras clave: teoría monetaria moderna; dinero soberano; política fiscal; finan-
zas funcionales; pleno empleo; Brasil.
JEL: E42, E61, E62, H50, H63.
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INTRODUCTION
In 2020, the COVID-19 crisis highlighted the need for increased state spending 
to contain the advance of the virus and alleviate the economic effects of the pan-
demic. An unprecedented space was opened for the discussion of more hetero-
dox approaches and policies in the international arena. Not even the 2008 crisis 
shook the dominant theoretical framework to the point of mainstream economists 
suggesting, as at present, that we are experiencing a ‘New Fiscal Consensus’1 
(Blanchard et al., 2021; Sandbu, 2021).

While ‘conventional macroeconomic theory is in crisis,’ Modern Money Theory 
(MMT) is one of the alternative approaches that is commonly referred to (Deos et 
al., 2021; Wray, 2020). MMT authors dedicate efforts to demystifying economic 
ideas and concepts entrenched in society by the mainstream, offering a new basis 
for economic policy and the action of the state. Such efforts are not new, but the 
crisis in the mainstream is opening room for conceiving new forms of thinking 
about the economy. In particular, MMT highlights the importance of fiscal policy 
for the well-functioning of the economic system, especially for bringing the econ-
omy closer to full employment and meeting social demands.

The application of the MMT framework to design economic policies for devel-
oped countries –e.g., the adoption of principles of functional finance– is more 
established in heterodox literature. Especially when dealing with the United 
States, which issues the global currency and benefits from this ‘exorbitant priv-
ilege.’ However, when dealing with developing countries, some authors such as 
Wray (2019) associate the applicability of MMT principles to the adoption of flex-
ible exchange rate regimes, while others such as Vernengo and Caldentey (2020) 
and Kregel (2021) acknowledge that jurisdictions that issue sovereign currency 
cannot default on their own currency, though they can default in foreign currency, 
and with this, fiscal policy would be subject to several restrictions. In turn, Prates 
(2020) resorts to the idea of policy space of emerging economies as a post-Keynes-
ian alternative, being determined by the degree of monetary sovereignty and a 
country’s position in the international currency hierarchy.

In this paper, we develop an empirical analysis of the applicability of MMT to Bra-
zil. Given the country’s conjuncture of stagflation and the growing needs of the 
Brazilian population, it is essential to fuel the economic debate with new ideas and 
solutions that go beyond austerity policies and interest rate hikes. We consider that 
it is of paramount importance to understand whether the arrangement proposed by 
MMT, originally conceived in the American context, is applicable to Brazil and 

1	 One can argue this consensus would be challenged by post-COVID-19 austerity and inflationary 
pressures. Indeed, central banks around the world raised interest rates, but their current levels are 
still low compared to historical standards, and real interest rates are in negative territory in several 
countries. Therefore, in the mainstream perspective, the pressure over debt sustainability is not 
that high. In addition, the understanding that a more progressive tax system and public invest-
ments –especially those related to infrastructure and the green transition– are needed still holds. 
See, for instance, the Biden-Harris Economic Blueprint (The White House, 2022).
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what limitations it might face, especially considering its condition as a peripheral 
country.

Therefore, this paper aims to discuss the formatting of fiscal regimes in countries 
that issue sovereign money based on an MMT approach and to analyse the appli-
cability of a functional finance regime to the Brazilian case. We analyse the evolu-
tion of relevant macroeconomic variables and the institutional framework of fiscal 
policy in Brazil between 1999 and 2019 to assess whether it can be characterised 
as a sovereign currency economy and evaluate the policy space of domestic eco-
nomic policy2. The underlying hypothesis to be investigated is whether MMT’s 
economic policy prescriptions are applicable to the Brazilian case.

The methodology involves three complementary efforts. First, we make a brief 
review of the literature on fiscal policy in sovereign currency countries, considering 
the perspective of the periphery, taking into account both MMT and recent main-
stream contributions. Second, we provide an empirical assessment of macroeco-
nomic indicators associated with the characterisation of Brazilian economic policy 
autonomy during the period 1999 to 2019. Third, we map how the current fiscal policy 
framework in Brazil is structured based on primary (legislation and complementary 
infralegal norms), and secondary (academic literature) sources in order to understand 
what changes would be necessary if the country were to adopt a MMT approach. 

FISCAL REGIMES IN COUNTRIES 
THAT ISSUE SOVEREIGN MONEY 
The economic policy framework in force in Brazil since the beginning of the cur-
rent century follows the orientation of the ‘New Consensus in Macroeconomics’ 
(NCM) (Oreiro & Paula, 2021). This consensus favours a monetarist perspective 
on inflation and views macroeconomic stability as a key ingredient for long-term 
economic growth. Monetary policy takes the leading role in macroeconomic stabi-
lisation, being used to avoid deviations of production from its potential level and 
inflation from its target (Paula & Saraiva, 2015).

Fiscal policy is of secondary importance, as it should focus on creating conditions 
for stability and providing credibility –fiscal austerity– to economic authorities, 
serving as a beacon for the expectations of economic agents (Lopreato, 2006). Such 
a policy should be based on fiscal rules that ‘avoid’ time-inconsistency of govern-
ment actions and are guided by the principle of sound finance –or, to more orthodox 
economists, even by the reduction of public spending and the size of the state. This 
set-up derives from a theory that postulates that fiscal policy is ineffective in affect-
ing the level of income, with fiscal multipliers smaller than one (Ramey, 2019).

2	 In this paper we follow Prates (2020) interpretation that a country’s policy space is determined by 
its degree of monetary sovereignty and the position of its currency in the international currency 
hierarchy. To other MMT authors, such as Wray (2019), the foreign exchange regime replaces 
currency hierarchy.
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However, the international financial crisis of 2008-9 challenged the NCM. The 
ability of monetary policy to influence output in the short run was compromised, 
as interest rates in central countries approached zero –monetary policy became 
ineffective. The severity of the recession opened the possibility of countercyclical 
and discretionary use of fiscal policy in the short run, with the recognition that the 
presence of hysteresis could render fiscal adjustments self-defeating, compromis-
ing long-run economic growth and fiscal sustainability (Delong & Summers, 2012).

These changes did not imply an abandonment of the previous theoretical frame-
work, as the European crisis itself illustrated in 2011-12 (Fiebiger & Lavoie, 
2017), but they opened an important path for the development of alternatives. Even 
fiscal rules became more flexible, however, with the development of new institu-
tions, such as fiscal councils to compensate for the authorities’ greater (relative) 
discretion (Eyraud et al., 2018).

After COVID-19, the challenges to the mainstream view of fiscal policy were even 
more pronounced. Furman and Summers (2020) and Blanchard (2022) point to the 
functionality of fiscal policy as a stabilisation mechanism in contexts of low inter-
est rates and severe recessions, even advocating for the use of new metrics –such 
as the ratio of real debt service to GDP– in order to assess a country’s fiscal situa-
tion. Fiscal expansion would favour expenditures in public investment and in areas 
where the ‘rate of return’ on spending exceeds its costs. Other authors even point 
out that there is room for adopting fiscal regimes that are even more flexible than 
the second generation of fiscal rules in central countries (Blanchard et al., 2021; 
Orszag et al., 2021).

Blanchard et al. (2021) call this a ‘New Fiscal Consensus,’ integrated by three main 
propositions: (i) macroeconomic policies are necessary in order to expand aggre-
gate demand and make it compatible with supply, since private sector demand is 
chronically weak; (ii) fiscal policy is the main instrument since monetary policy 
with low interest rates is not effective or has already had its capacity exhausted; 
and (iii) the fiscal space is given by a favourable trajectory of public debt, with low 
interest rates ensuring its sustainability.

However, the ‘novelty’ of this new consensus does not extend beyond the borders 
of developed countries. For emerging countries, the authors draw a different story:

there are still limits to how high debt can go, and these limits are tighter in 
EMs. Prospects for growth and interest rates are more uncertain. The scope 
for fiscal adjustment in the face of higher rates or lower growth is more lim-
ited. Consequently, one should be careful in importing wholesale the new 
fiscal consensus from advanced economies to emerging-market economies. 
(Blanchard et al., 2021 p. 13)

Summing up, despite the theoretical advances within the mainstream towards a 
less restrictive approach to fiscal policy, only under very special conditions could 
this ‘New Fiscal Consensus’ be applied to emerging countries such as Brazil. For 
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emerging economies, balanced public budgets and debt sustainability remain the 
main policy goals, guided by rules that avoid discretionary policies. The effects of 
fiscal policy on income, employment, as well as the living conditions and dignity 
of the population in general are left behind.

In this paper, we present an alternative view of fiscal policy based on MMT and 
Lerner’s functional finance paradigm. This alternative is openly critical of the 
NCM and shifts the objectives of fiscal policy from budget results and coordina-
tion of expectations to the reduction of inequalities, economic growth with full 
employment, and to concrete actions that affect the daily lives of citizens.

This alternative fiscal regime refers directly to the condition of states as issuers of 
sovereign currency or sovereign money –in the Brazilian case, the Real. This con-
dition reflects how contemporary monetary systems are structured (Deos et al., 
2021; Kelton, 2020). It aligns with recent MMT contributions, but seeks to high-
light aspects distinct from those conventionally addressed by authors representing 
this tradition (Wray, 2020).

The condition of monetary sovereignty refers to the ability the state of a given 
jurisdiction possesses with respect to taxation and spending in a currency that it 
has issued. A state with monetary sovereignty taxes and spends in the currency it 
issues, not promising to convert it into anything the state cannot control3, as well as 
not going into relevant debt in a currency other than its own (Kelton, 2020, p.15).

According to Wray (2019), four characteristics must be observed. First, the state 
must have the ability to set the unit of account in which prices and contracts will be 
denominated. Second, it must be able to impose a collective obligation –for exam-
ple, taxes– denominated in that unit. Therefore, since individuals are obligated to 
pay taxes, there is a general demand for the thing (money) that represents the unit 
of account. Third, the state must be able to issue the currency that represents the 
created unit of account and that currency is the only accepted form of payment for 
the taxes. Finally, the state must not undertake to convert the state currency into 
anything it cannot control, and it must not subject itself to a relevant foreign debt. 

These characteristics would reflect the fundamental fact that money, as we know 
it, and with the social role it plays, is originally a creature of the state, which is 
configured primarily based on its role as a unit of account and its power to liqui-
date debts (Graeber, 2011). When the state defines which instrument it will accept 
as payment for taxes, it is also establishing and creating demand for its currency 
(Dalto et al., 2016). Furthermore, by recognising this sovereignty, the conventional 
budget constraint applied to governments does not occur.

3	 In that sense, one can argue that a debt denominated in a currency that is controlled by a jurisdic-
tion held by foreigners differs from external debt denominated in dollars (or a currency the state 
does not control). Though foreign interest groups can exert some pressure over economic policy, 
policy autonomy is larger in the former situation due to the state power to tax, issue and manage 
public debt in a unit of account it controls.
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In other words, the government has no financial constraints on spending, it cannot 
‘break’ in its own currency, even though the macroeconomic effects of fiscal pol-
icy are relevant: fiscal policy should be used according to the availability of real 
resources in the economy, considering its effects on the level of capacity utilisa-
tion, employment, and inflation. Thus, public finances should be used in a way that 
is functional to the economy, promoting not only the objectives mentioned above, 
but also enabling an arrangement that assures citizens their fundamental rights and 
reduces inequalities (Lerner, 1943).

It is important to mention that, in this alternative framework, a budget result in a 
given fiscal year –whether a deficit, balanced, or surplus budget– cannot be con-
sidered good or bad in and of itself. It should be considered good if it provides bal-
anced conditions for the economy as a whole and delivers the objectives defined 
above (Kelton, 2020). Moreover, the state does not depend directly on taxes to 
finance itself, but taxation has several functions: it creates demand for money, 
destroys money and reduces any excess of purchasing power in the hands of cit-
izens, and is used to redistribute income and encourage or discourage certain 
behaviours.

Two principles should guide the government, as established by Lerner (1943): (a) 
it must set a level of spending that makes the aggregate effective demand com-
patible with full employment without causing inflation; and (b) the government 
may resort to issuing money, public bonds or even increasing taxation to adjust to 
agents’ portfolio decisions, but it can always ‘finance’ its expenditures in sover-
eign currency.

The exchange rate regime and the external position of the domestic currency 
should be considered, since they are relevant to macroeconomic policy. The exter-
nal position of a country’s currency, or how much its currency is in demand inter-
nationally, can imply a restriction on the balance of payments’ current account 
(Dalto et al., 2016, p. 145). Thus, one must be aware of the fact that countries have 
different degrees of monetary sovereignty: a higher degree is desirable because 
it means that the country has more autonomy in adopting certain types of policy, 
mainly regarding interest rates (Kelton, 2020, p. 69). 

The short-term basic interest rate of the economy is a policy decision, established 
institutionally and exogenously by the monetary authority4, which pursues differ-
ent ultimate goals, such as inflation targets, full employment and the stability of 
the financial system (Serrano & Summa, 2013). However, the fact that the mone-
tary authority determines the basic interest rate and indirectly influences the long-
term interest rate does not necessarily mean that it can set any level for the interest 
rate, especially in the case of peripheral countries.

4	 According to the NCM the interest rate is also exogenous, but it would approach the natural 
rate of interest –the one which matches real savings and investment– in the long run (Serrano &  
Summa, 2013).
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Vernengo and Caldentey (2020) note that the need to obtain foreign currency 
can restrict the scope for peripheral countries to act. Since they are usually more 
dependent on their imports, especially for intermediate and capital goods (which 
are essential for economic growth), they end up with a need to obtain foreign cur-
rency to finance imports and therefore with a more restricted policy space. In addi-
tion, the higher the external debt of the country, the higher the demand for foreign 
currency, considering that the debt service will also be higher, as will the percep-
tion of risk.

In other words, developing countries that issue sovereign currency cannot default 
on their own currency, regardless of the exchange rate regime adopted. However, 
they can default in foreign currency, and in this case, fiscal policy would not be 
unrestricted5: a current account deficit that cannot be financed, either because of a 
capital outflow or because of a loss of reserves, may force the government to con-
duct a contractionary fiscal policy in order to reduce imports and the external imbal-
ance (Kregel, 2021; Vernengo & Caldentey, 2020; Vergnhanini & De Conti, 2017).

Regardless of the real constraint and the balance of payments constraint, fiscal pol-
icy in this regime assumes the role of protagonist, being actively used to bring the 
economy to full employment and ensure other socially desirable objectives. In the 
following section we will assess the degree of Brazilian monetary sovereignty in 
the period 1999 to 2019 in order to subsequently discuss the feasibility of estab-
lishing a fiscal regime with the objectives outlined in this section.

MONETARY SOVEREIGNTY AND POLICY 
SPACE IN BRAZIL: AN EMPIRICAL 
ANALYSIS FROM 1999 TO 2019
To what extent can Brazil, a peripheral country, be considered a sovereign cur-
rency country? What degrees of freedom does it have in determining its fiscal 
policy? In this section we will empirically assess the conditions of Brazilian exter-
nal and internal indebtedness. In the past, the Brazilian economy has experienced 
major difficulties in foreign currency financing, with emphasis on the foreign debt 
crisis during the so-called ‘lost decade’ in the 1980s. 

Since the adoption of the real, Brazil has met the basic characteristics of a coun-
try with sovereign money: the government sets the unit of account in which prices 
and contracts are denominated and taxes and issues debt and money according 
to this unit. However, the condition of foreign currency indebtedness has varied 
over time, so that the degree of economic policy autonomy continues to depend on 
external constraint conditions.

5	 Peripheral countries would face some disadvantages regarding their currencies: (i) higher interest 
rates to compensate the international illiquidity of their currencies; (ii) more volatile interest rates, 
reflecting the volatility of international liquidity preference; (iii) more volatile foreign-exchange 
rates; and (iv) smaller fiscal policy space (Vergnhanini & De Conti, 2017, pp. 27-28).
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Table 1 shows a set of external indicators of the Brazilian economy. The current 
account balance, used in the literature as a basic measure of external constraint, 
showed positive values only between 2003 and 2007, before the international 
financial crisis, which indicates that Brazil still needs the inflow of foreign capital 
to obtain a surplus in the balance of payments. However, this does not necessarily 
mean that the Brazilian economy is continuously indebted in dollars.

In fact, the evolution of the stock of the external public debt in gross terms, a vari-
able that is very sensitive to the exchange rate, does not indicate a greater depend-
ence of the country on foreign currency. Table 1 shows a long-term downward 
trajectory of the indicator, which goes from 41.2% in 1999 to 17.2% of the GDP in 
2019 –with a minimum of 11.8% in 2013. Net external debt, in turn, corresponds 
to the gross external debt minus the investments in foreign currency. We can see 
that it also showed a declining trajectory and, in 2007, the net external debt as per-
centage of GDP becomes negative, indicating that Brazil has reverted its external 
position, becoming a net creditor in foreign currency –a situation that persists until 
today. The accumulation of international reserves in that period provided an exter-
nal cushion for the Brazilian economy.

International reserves are relevant for peripheral countries, as they provide more 
room to maneuver for domestic policies and alleviate possible external restrictions 
faced by the country6. As Brazil adopts a floating exchange rate regime, this high 
level of reserves allows the Central Bank of Brazil (BCB) to avoid abrupt vola-
tility in the foreign exchange rate. From the point of view of the Brazilian state, 
the position of (net) external creditor indicates a lower need to obtain a currency 
it does not issue, in theory conferring more policy space to Brazilian authorities.

The reduction in the weight of foreign exchange-indexed securities in the total 
composition of government debt reflects the easing of external restrictions. Figure 
1 shows this reduction in the share of exchange-indexed securities in the total pub-
lic debt, especially between 2004 and 2011. After that, this share remained below 
5% for most of the period. Considering the data analysed, we may conclude that, 
unlike the past, the last decades have been marked by important changes that have 
resulted in the fact that the Brazilian government does not incur in significant for-
eign currency debt and that the public debt is not indexed to the behaviour of the 
exchange rate.

In other words, from the point of view of the external constraint, the high level of 
international reserves obtained through a deliberate strategy of accumulating dol-
lars gives the Brazilian government some room to maneuver in terms of political 
autonomy. An important aspect of this autonomy has to do with the definition of 

6	 Paincera (2021) offers a different view, arguing that reserve accumulation is a byproduct of 
Brazil’s financial integration and its subordinated nature. According to the author, the increase 
in reserves led to an increase in the financialisation of the Brazilian economy, and prompted a 
transfer of resources from Brazil to central countries as well as an increase in public debt due to 
sterilisation operations conducted by the central bank. Contrastingly from this paper, the author 
associates this increase in public debt with a smaller fiscal space.
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Table 1.
Brazil’s Selected External indicators 1999-2019

Year

USD billion % of Gross Domestic Product

Current 
Account 

(CA)

Financial 
Account 

(FA)

Foreign 
Reserves

CA FA
Foreign 
Reserves

Gross 
External 

Debt

Net 
External 

Debt

Debt 
Service

1999 -25.8 -25.5 36.3 -4.3 -4.3 6.1 41.2 32.4 10.4

2000 -25.0 -22.0 33.0 -3.8 -3.4 5.0 36.6 29.5 7.6

2001 -23.7 -24.2 35.9 -4.2 -4.3 6.4 37.9 29.4 8.9

2002 -8.1 -8.2 37.8 -1.6 -1.6 7.4 41.8 32.7 9.9

2003 3.6 3.0 49.3 0.6 0.5 8.8 38.8 27.3 9.6

2004 11.1 9.0 52.9 1.7 1.3 7.9 30.3 20.4 7.8

2005 13.8 13.0 53.8 1.6 1.5 6.0 19.2 11.5 7.5

2006 13.1 13.1 85.8 1.2 1.2 7.8 15.9 6.9 5.2

2007 0.4 -2.5 180.3 0.0 -0.2 12.9 14.1 -0.9 3.8

2008 -30.9 -28.8 193.8 -1.8 -1.7 11.4 12.0 -1.7 2.3

2009 -26.4 -26.4 238.5 -1.6 -1.6 14.3 12.2 -3.8 2.7

2010 -79.2 -70.2 288.6 -3.6 -3.2 13.1 12.0 -2.4 2.2

2011 -76.5 -80.7 352.0 -2.9 -3.1 13.5 11.8 -2.3 3.3

2012 -84.4 -83.7 373.1 -3.4 -3.4 15.1 13.3 -3.0 2.6

2013 -80.0 -78.8 358.8 -3.2 -3.2 14.5 12.7 -3.7 3.4

2014 -101.7 -96.9 363.6 -4.1 -3.9 14.8 14.4 -1.9 2.7

2015 -54.8 -56.6 356.5 -3.1 -3.2 19.8 18.6 -3.2 6.9

2016 -24.5 -16.1 365.0 -1.4 -0.9 20.3 18.2 -3.8 6.7

2017 -22.0 -17.1 374.0 -1.1 -0.8 18.1 15.4 -3.8 5.5

2018 -51.5 -52.3 374.7 -2.7 -2.7 19.6 17.2 -3.6 6.7

2019 -65.0 -64.4 356.9 -3.5 -3.4 19.1 17.2 -2.6 5.9

Source: Central Bank of Brazil.

interest rates: the government has the capacity to set the interest rate with relative 
autonomy, but it cannot set it at any level. As discussed in the previous section, 
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there is an international hierarchy of currencies. For most peripheral countries, 
including Brazil, there is a floor for domestic interest rates, which, in simplified 
form, is given by the sum of the US interest rate, the country risk and the expecta-
tion of exchange rate devaluation (Jorge, 2020). In this sense, Brazil has degrees of 
freedom and room to maneuver, but does not have full autonomy like the US gov-
ernment and the central bank.

Figure 1.
Percentage of Public Debt Indexed to the Foreign Exchange Rate 2004-2019 (%)
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Source: National Treasury.

This relative autonomy in the external front is related in parallel to the internal 
debt dynamics of the Brazilian state. Brazil has never gone through a formal dol-
larisation process in its contemporary history, but it has had difficulties in placing 
assets denominated in local currency –which, for example, fostered the need for an 
‘indexed currency,’ or indexed debt, during the period of high inflation. However, 
the reality of the Brazilian economy today meets the basic conditions of a sover-
eign currency economy:

given the Brazilian institutionality and the unique role played by the gov-
ernment debt in wealth allocation by the private sector, the government will 
always be able to pay for goods, services, and its maturing debt denominated 
in its own currency, and therefore, there is no risk of default in sovereign 
debt. The role of Central Bank purchasing Treasury debt in the secondary 
market provides infinite liquidity for it. This fact, reinforced by the Primary 
Dealer System, guarantees an elastic demand for primary auctions. (Jorge, 
2020, p. 50)
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There are institutional aspects that confer degrees of freedom to the National Treas-
ury and ensure that it has more bargaining power in the public debt market than the 
private sector. The Treasury cannot be held ‘hostage’ by the market in the sense that 
the Treasury has the flexibility to adjust its bond issuing strategy according to its 
Annual Borrowing Plan. The authority is free to adjust what had been previously 
planned for the year in relation to auction dates, the securities to be traded, their 
maturities and the total volume of issuances. That is, it observes the economic con-
juncture and market conditions and may decide to hold auctions that were not fore-
seen, or not to hold the foreseen auctions, or even hold them, but not accept any 
offer, usually with the purpose of avoiding an increase in the cost of public debt 
(Jorge, 2020, pp. 50-51). This flexibility has evolved pari passu with the liquidity 
reserve –the ‘debt cushion’ -, which consists of funds deposited in the Treasury’s 
account at the Central Bank of Brazil– the so-called Treasury’s Single Account.

Jorge (2020) presents evidence that, in recent years, the Treasury did not suffer any 
kind of veto on the issue of its securities or undergo any persistent upward pres-
sure on interest rates, managing to successfully hold its auctions. The ‘bond vigi-
lantes’ argument does not hold up. Not even the downgrades in risk classification 
that the country experienced, with the loss of its rating as investment grade, were 
capable of creating pressures or persistent changes in the auction rates or in the 
quantity of bonds sold. Yet, neither has the increase in the domestic public debt 
(Figure 2) implied any major change in the Treasury’s ability to conduct its debt-fi-
nancing operations.

Figure 2.
General Government Gross Debt (GGGD) and Public Sector’s Net Debt (PSND) 
as a share of the GDP 2001-2019 (%)
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Figure 3, in turn, employs Jorge’s (2020) methodology to evaluate the success of 
auctions. This indicator analyses the primary auctions of the National Treasury 
during the 2000s and compares the quantity of public securities sold in relation to 
the quantity offered by the Treasury. It is a proxy of market ‘acceptance’ of Treas-
ury auctions and a measure of how ‘easy’ is to issue new debt by the Treasury. Fig-
ure 3 also plots the behaviour of indebtedness, in order to show that the increase 
in public debt in recent years did not jeopardise the Treasury’s capacity to issue 
public securities.

Figure 3. 
General Government Gross Debt over GDP and the Percentage of Public Bonds 
Sold in Treasury Auctions 2000-2019 (%)
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Source: Jorge (2020) and author’s elaboration based on data from the National Treasury.

Our data suggests that there was no market rejection of bonds as a result of the 
increase in public debt, since the quantity of securities sold in relation to the total 
offered increased even with the increase in the stock of public debt as a propor-
tion of the GDP as of 2014. Moreover, the volume sold during this period was 
higher than that registered between 2002 and 2013, when the debt/GDP ratio was 
in decline. Added to this is the fact that the average cost of debt did not increase 
proportionally to the increase in debt. The Treasury increased the quantity of new 
issues and the average cost followed the trajectory of the prime interest rate regard-
less of debt growth (Figure 4).

Another relevant issue is the profile of Brazilian domestic debt. It is generally 
accepted that public debt is rather concentrated in short-term and floating-rate 
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bonds in Brazil. Many economists argue that this is an undesirable feature (Brito 
et al., 2019), reflecting negative characteristics of the Brazilian government bond 
market and the existence of ‘bond vigilantes,’ which generate upward pressures on 
interest rates and prevent an increase in the maturity of public debt. Jorge (2020) 
sustains the debt profile is not as relevant as it appears to be in the economic 
debate, because the government will always be able to intervene in the public 
bonds market, especially to ensure its stability. Even with a debt with a long-term 
profile and pre-fixed rates, in times of adversity and greater uncertainty, inves-
tors tend to exchange such assets for short-term bonds with floating rates. In addi-
tion, the cost of public debt is more under the control of the government than of 
the market, since the Central Bank directly determines the basic interest rate and 
the Treasury may reject offers from agents if the interest rates that they demand 
are too high.

Figure 4. 
Average Cost of the Stock of Public Debt and Issuances in the Last 12 months and 
Prime Interest Rate 2006-2019 (% a.a.)
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Another important feature is that the Brazilian public debt is mostly in the hands 
of domestic investors, notably financial institutions and institutional investors such 
as investment funds. In the past, financial liberalisation and the absence of capital 
controls allowed a large number of non-residents to enter the Brazilian markets, 
which could in fact increase the volatility of the foreign exchange rate and cre-
ate certain vulnerability in the public bond market, should the Treasury be overly 
dependent upon these investors. However, as shown in Figure 5, the share of for-
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eign investors that hold Brazilian public debt is relatively small and has been fall-
ing over the last few years –particularly after the country lost its international 
investment grade rating. The Treasury’s capacity to place domestic public debt, 
therefore, does not depend directly on foreign ‘bond vigilantes.’

The data analysed in this section suggest that the Brazilian government has a cer-
tain degree of autonomy in determining its economic policy. The evolution of this 
autonomy was very favourable during the period analysed. Although there is a 
structural question linked to external restriction, the Brazilian government has 
managed to evolve considerably over the last two decades in the sense of reduc-
ing its exposure in terms of debt in foreign currency. This occurred by means of 
a reduction in the foreign debt (both gross and net) and the process of deindexing 
the public debt with regard to the foreign exchange rate. In addition, the Brazil-
ian State has a very reasonable capacity to borrow in BRL, without facing major 
restrictions, with a high success rate in primary auctions. The increase in Brazilian 
public debt in recent years does not seem to be correlated with an increase in the 
cost of the debt, contrary to the idea that an increase in debt could generate some 
perception of insolvency.

Figure 5. 
Type of Holders of the Domestic Public Debt 2007-2019 (%)
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Therefore, from an empirical point of view, Brazil seems to have the policy space 
needed to build a fiscal policy framework aimed at achieving full employment and 
reducing inequality. However, one must consider the institutional aspects that con-
strain fiscal policy in Brazil. Are these the real barriers to the adoption of policies 
aimed at growth and equity?

FISCAL POLICY FRAMEWORK IN BRAZIL
The potential economic barriers erected by the external restriction and by even-
tual difficulties in rolling over and issuing domestic debt, as well as greater lim-
itations in determining interest rates, are not empirically verified in the Brazilian 
case. Over the past few years, the Brazilian authorities seem to have enjoyed rela-
tive autonomy in defining economic policy, but were at all times constrained by the 
defined institutional framework regarding monetary policy, fiscal policy and the 
relationship between the Central Bank of Brazil (BCB) and the National Treasury.

The starting point is the institutional mediations that influence the Brazilian gov-
ernment’s spending, borrowing, and tax collection operations. The BCB acts as 
the financial agent of the Treasury, which manages its transactions through the 
Treasury’s Single Account, which concentrates all operations and receives all 
the financial transactions of the government. The BCB is the only authority with 
the prerogative to issue currency in the country –the Treasury does not have this 
power–, and it is forbidden to grant, directly or indirectly, loans to the Treasury.

For MMT authors, in practice, taxes and public debt do not finance government 
spending (Rezende, 2009). The BCB uses open market operations to prevent mon-
etary pressures arising from public spending on the interest rate to deviate from 
its target and compromise the operational functioning of the inflation targeting 
regime. In this sense, the sale of government bonds has an umbilical relationship 
with monetary policy:

In fact, it is a ‘monetary policy’ operation rather than a ‘financing’ opera-
tion. In the absence of daily open market operations, the overnight inter-
est rate would fall to zero. By contrast, the conventional view suggests that 
when the government is running budget deficits, it is borrowing from the 
nongovernmental sector, thereby pushing up the overnight nominal interest 
rate. It should be clear that the Brazilian government is not financially con-
strained operationally –neither revenue constrained nor reserve constrained. 
(Rezende, 2009, p. 90)

From this perspective, it would make no sense to discuss sustainability and fiscal 
responsibility in the terms of the NCM. The Brazilian government, as the issuer 
of a sovereign currency (and not convertible into dollars), would be incapable 
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of becoming insolvent in BRL7 and would always be able to issue obligations 
against itself denominated in BRL. There may be unintended macroeconomic con-
sequences of the Treasury actions, such as an increase in inflation if productive 
capacity is put under pressure or a worsening of income distribution, but default is 
not a technical possibility.

In light of this interpretation, the limitations on fiscal policy would be mostly 
self-imposed, resulting from an alignment of Brazilian fiscal regulations with an 
economic conception centred on austerity (Rezende, 2009, pp. 94-95). In real-
ity, with the strong adversities that marked the ‘lost decade’ of 1980, a process 
of imposing limits to the state’s actions and subjugation of the fiscal policy to the 
dictates of sound finances began. As Lopreato (2013, p. 153) points out, the cen-
trality of cutting the public deficit became a ‘meta-synthesis of economic policy.’

In the Brazilian case, fiscal adjustment was seen as essential for successful price 
stabilisation, and was deliberately included in various stabilisation strategies and 
plans –and in particular in the Real Plan. The construction of this new institutional 
framework, guided by austerity, redesigned the pattern of state intervention in the 
economy. The need for permanent reforms that would change the fiscal regime in a 
lasting way was advocated in order to sustain low inflation. The agreement with the 
IMF in 1998 was responsible for increasing ‘fiscal austerity in the face of the obli-
gation to restore confidence in the solvency of public debt’ (Lopreato, 2013, p. 184).

In the context of financial liberalisation and globalisation –and therefore increased 
speculative capital movements–, the Brazilian government became very concerned 
about the result of public budgets as a way to gain investors’ ‘confidence’ and not 
influencing their expectations in a negative way. Moreover, the particularity of the 
post-stabilisation fiscal regime became budgetary rigidity. It became more diffi-
cult to meet all budget demands, considering the correlation of social and political 
forces, in a context of spending limits, obligation to generate primary surpluses, 
and low economic growth. The adoption of strict fiscal rules was the counterpart 
of such objectives outlined for fiscal policy.

Lledó et al. (2017, p. 8) define a fiscal rule as ‘a long-lasting constraint on fiscal 
policy through numerical limits on budgetary aggregates.’ These rules can have 
different objectives, such as sustaining public debt, stabilising the economy, or 
reducing the size of the state (IMF, 2009). In each jurisdiction, the rules have their 
own history. In Brazil, they were created at different times, reflecting the con-
junctural needs of fiscal policy –or rather, of adjustment programmes. Our frame-
work is composed of rules whose objectives are not necessarily interconnected, 
and which, in specific scenarios, may even conflict.

The 1988 Constitution already provided for the so-called Golden Rule, which pro-
hibited the issuance of public debt that exceeded the amount of the government’s 

7	 A ‘default’ in domestic debt would be possible only due to an arbitrary act such as the one prac-
ticed in the Collor Plan in the 1990s (Belluzzo & Almeida, 1990; Marques & Werlang, 1989).
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capital expenditures. The rule implies that the government cannot go into debt in 
order to finance current expenses8. In practice, the rule has never been a limiting 
factor for the federal government’s actions, with more recent rules having the role 
of constraining Brazilian fiscal policy more boldly.

The Fiscal Responsibility Law (LRF) introduced in 2000 a primary surplus rule, 
which was seen, at the time, as the main anchor of the government’s fiscal policy, 
aiming at stabilising and reducing the debt/GDP ratio. The surplus target should 
be part of the draft Budget Guidelines Law, in the Annex of Fiscal Goals, respon-
sible for establishing targets related to revenues, expenses, nominal and primary 
results, and the amount of public debt. This ex-ante fiscal constraint changed the 
entire federal budget process after its adoption.

This ‘new’ fiscal regime, however, was not able to promote a fiscal situation con-
sidered ‘healthy and safe’ due to the macroeconomic instability of the first years of 
the 21st century and the high interest rates. The surplus rule has an eminently pro-
cyclical character: it allows for an increase in public spending at times of greater 
economic growth and, therefore, higher revenues, but forces the government to 
reduce spending at adverse times due to falling revenues (Vilella & Vaz, 2021).

Thus, the more active role of fiscal policy and the state depended significantly 
on the economic conjuncture. After years of faster economic growth, Brazil wel-
comed greater ‘fiscal space,’ with a reduction in public debt and the generation of 
surpluses. The 2008 international financial crisis brought greater tolerance to gov-
ernment intervention, but as soon as the worst moment of the crisis was over, with 
the deterioration of fiscal results, the clamour for a more austere policy was rees-
tablished. In practice, the maintenance of the institutionality described above did 
not give fiscal policymakers the necessary leeway to adopt more progressive poli-
cies, in addition to weighing significantly in favour of tax incentives compared to 
increased spending.

In 2016, the Spending Ceiling instituted a brand-new fiscal regime, which estab-
lished a draconian rule for government spending. The limit on the amount of pri-
mary spending each year is equal to the previous year’s limit adjusted for inflation. 
It prohibited any real increase in the federal government’s primary expenditures 
in a ten-year horizon9, regardless of the level of revenues collected by the govern-
ment. In case of non-compliance with the ceiling, some triggers were provided, 
such as the prohibition of hiring personnel or creating mandatory expenditures 
(Brochado et al., 2019).

Although proposed as a rule to ‘anchor agents’ expectations,’ the ceiling, in reality, 
implies a reduction in the size of the Brazilian state. As population growth is pos-
itive, the rule results in a real reduction in per capita primary spending over time 

8	 The idea was that a generation only can incur debt to finance investments that would benefit future 
generations, as the burden of the debt would be set upon them (Gimene & Modenesi, 2021).

9	 After 10 years, the rule may be reviewed by the Congress.
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(Gimene & Modenesi, 2021). Moreover, as the rule covers most primary expendi-
tures and the level of mandatory expenditures is very high, there is a tendency to 
reduce discretionary spending, including investments associated with the provi-
sion of public goods and services to the population (Vilella & Vaz, 2021). 

The Brazilian experience shows that the almost exclusive focus on fiscal adjust-
ment, austerity and reducing the size of the state has ignored fiscal and financial 
mechanisms capable of providing the Brazilian state with the capacity to promote 
full employment, investments and reduce inequalities (Lopreato, 2013). All these 
restrictions, however, are self-imposed, since, as we saw above, the Brazilian gov-
ernment has monetary sovereignty and relative economic policy autonomy. The 
‘fiscal responsibility’ associated with these rules, in reality, leaves in the back-
ground the need to guarantee the social rights established in the 1988 Constitution. 
Even if the Brazilian experience reveals that it is possible to operate within the cur-
rent institutional limits, if there are conjunctural conditions that allow the author-
ities to do so, the structural framework still significantly restricts the possibilities 
of action of the Brazilian state.

FINAL REMARKS
The objective of this paper was to analyse the relevant macroeconomic and insti-
tutional characteristics of the Brazilian economy in the period from 1999 to 2019 
that would permit to characterise the country’s monetary sovereignty, its relative 
degree of economic policy autonomy, and the institutional impediments to the 
implementation of an alternative fiscal regime geared toward promoting economic 
growth and development, and meeting social rights and demands as prescribed by 
MMT.

In the empirical assessment, it was shown that the country was successful in reduc-
ing its exposure to foreign debt, both through the reduction of gross and net for-
eign debt, and through the deindexation of the public debt with respect to the 
foreign exchange rate. Although structural questions related to the external restric-
tion still remain, this movement has conferred a larger policy space to Brazilian 
authorities. Furthermore, it was shown that the Brazilian government did not face 
any restrictions to borrowing in domestic currency, without difficulties in issuing 
debt or in controlling its costs.

The institutional aspects of Brazilian fiscal policy, however, impose constraints on 
government action, subordinating it to a vision concerned with the government’s 
budget results and not with guaranteeing the rights and demands of society. This 
framework represents a major obstacle to a reorientation of Brazilian fiscal policy 
in favour of guaranteeing rights and reducing inequality, as well as full employ-
ment. It is possible to align Brazilian economic policy with an alternative fiscal 
regime, but to do so it is necessary to review the main objectives to be pursued and 
the framework of the country’s fiscal rules.
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Given the current economic scenario, instead of restricting the state’s spending 
capacity, it is necessary to expand it in order to return to a path of economic growth 
oriented to long-term development, focusing on social deficits and the reduction of 
inequalities. A new fiscal framework is needed and MMT and functional finance 
could be seen as a viable alternative to accomplish such goals.
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