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Paper 1: Keynes at the Periphery, by Fritz, Prates 
and de Paula 

Focus of  comments: 
1.   Idea of  hierarchy: the idea itself, and 

commonalities and differences among the papers 

2.  Theoretical interventions, policy questions 
–   Audience: academic and policy arenas 
–  Did anyone else get there first? 
–  Who might be interested in listening?  
–  Journal possibilities for publication 

 



The idea itself  

•  4 steps from the Taylor rule, and from the plain 
vanilla DSGE model: 
1.  Monetary policy is not all that matters, so does fiscal 

policy 
2.  But open economy forces (the exchange rate) also 

affect macro outcomes 
3.  And policy should encompass more than monetary-

fiscal policy – sectoral, labor-market, etc. 
4.  Yet here the choices are more stringent if  and when a 

nation is not at the top of  the currency hierarchy 



The idea itself  

•  3 steps from “chartist,” “fundamentals” and 
“sunspot” models of  exchange rates: 
1.  Both structure and expectations matter, it’s not either/

or; and structural VARs or VECMs etc. are not enough 
2.  We have a deeper conception of  what structure is 

(Harvey/Kaltenbrunner – rigidities matter) and what 
drives expectations (uncertainty) 

3.  And policy should encompass more than monetary-
fiscal policy – sectoral, labor-market, etc. 

4.  Yet here the choices are more stringent if  and when a 
nation is not at the top of  the currency hierarchy 



The idea itself  

•  3 steps from a number of  Keynesian 
formulations (exchange-rate/interest-rate 
models): 
1.  Monetary, fiscal, and exchange policy all have to be 

considered together  
2.  And policy should encompass more than 

monetary-fiscal policy – sectoral, labor-market, etc. 
3.  Yet here the choices are more stringent if  and 

when a nation is not at the top of  the currency 
hierarchy 



The idea itself  

•  3 steps from a number of  international political 
economy (IPE) models: 
1.  The interdependence of  monetary, fiscal, and 

exchange policy choices with economic dynamics   
2.  And policy should encompass more than 

monetary-fiscal policy – sectoral, labor-market, etc. 
3.  Yet here the choices are more stringent if  and 

when a nation is not at the top of  the currency 
hierarchy 
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Klaatu barada nikto 

Since the release of  the movie, the phrase "Klaatu barada 
nikto" has appeared repeatedly in fiction and in popular 
culture. … No translation was given in the film. [Perhaps] 
the famous phrase is a "safe-word” … used during the 
diplomatic missions such as the one Klaatu and Gort make 
to Earth. With the use of  the safe-word, Gort's deadly force 
can be deactivated in the event the robot is mistakenly 
triggered into a defensive posture. … the theme has evolved 
into a "staple of  science fiction that the machines charged 
with protecting us from ourselves will misuse or abuse their 
power.” In this interpretation, the phrase apparently tells 
Gort that Klaatu considers escalation unnecessary. 





They come in peace – with fully loaded DSGE models… 
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Post-Keynesian contexts: paper 1 
•  Stock-flow consistent modeling: sectoral balances without theory 
–  A “currency hierarchy” could be introduced as a “speed 

bump” constraint in world with two (+) interacting SFC-
defined countries. [See Lavoie/D 

•  Dynamic “open-economy” models of  interest-rate/exchange-
rate interaction, with focus on convergence or divergence over 
time (Oreiro, Lima, etc.)      
–  Exchange rate is either fixed or flexible and adjustable; the 

idea of  sensitivity to the conditions that may underlie 
‘resilience to runs’ and thus ‘exploitable or calculable 
elasticities’ is assumed. 

–  One way of  looking at a “currency hierarchy” approach is 
that it would bring a variable exchange-rate elasticity (if  
monetary-policy is parameterized) or variable monetary-policy-
effect (v.v.), wherein 

exchange rate = f(currency hierarchy determinants) 
 









Post-Keynesian contexts: paper 1 

exchange rate = f(currency hierarchy determinants) 
Currency hierarchy = g(liquidity premia) 

Liquidity premia = h(perceived uncertainty, hegemonic power) 
(as + qs – cs) > (an + qn – cn) since ls < ln 

So do we have: Keynesian theory derived from/linked to 
uncertainty, but not power, sovereignty issues … or is there? Could 
we interpret the liquidity premium as a rent? 
 

Whereas  
 

International political economy approach is linked to distribution of  
global power, ignores uncertainty and market conditions (liquidity)?	  
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A world economy of  Mundell-Fleming trilemmas 



A currency union solution in a world M-F trilemmas 
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Figure 1: A micro-macro framework for financial structure 
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Is there a ‘band’ of  liquidity, varying from highest for reserve 
currencies to zero, with some in-between?  

Degree	  of	  currency	  liquidity	  

High	  	   low	  

Degree	  of	  
control	  over	  
cross-‐border	  
capital	  mvmts	  

and	  of	  
economic/
monetary	  
oversight	  

	  
Free	  entry	  of	  
foreign	  capital	  

LLR	  capacity	  
present	  

here	  

LLR	  capacity	  
missing	  

here	  

	  
Controls	  on	  
capital	  mvmts	  

LLR	  capacity	  
present	  

here	  
	  

LLR	  capacity	  
missing	  

here	  
	  

But this raises the key question: is there a differential amount of  LLR 
capacity for different countries, or is it 1-0, that is, some have LLR, 
others don’t? 













Is there a ‘band’ of  liquidity, varying from highest for reserve 
currencies to zero, with some in-between?  

Degree	  of	  currency	  liquidity	  

High	  	   low	  

Degree	  of	  
control	  over	  
cross-‐border	  
capital	  mvmts	  

and	  of	  
economic/
monetary	  
oversight	  

	  
Free	  entry	  of	  
foreign	  capital	  

Large	  reserve	  
base	  

here	  

Small	  reserve	  
base	  

here	  

	  
Controls	  on	  
capital	  mvmts	  

Large	  reserve	  
base	  

Here	  

Small	  reserve	  
base	  

here	  

Another approach to the key question: is it size of  reserves or the 
capacity of  a central bank to protect the nation’s financial system from 
a run, that is more important? Again, is it 1-0 - some have it, some 
don’t?  



Paper 2: An Asset Price Theory of  Exchange 
Rates, by Priewe 

Focus of  comments: 
1.  Idea of  hierarchy: the idea itself, and commonalities 

and differences among the papers 
2.   Theoretical interventions, policy questions 
•  Audience: academic and policy arenas 
–  Did anyone else get there first? 
–  Who might be interested in listening?  
–  Journal possibilities for publication 

 



ER theoretical contexts: paper 2 

The “crisis of  exchange rate theory” is, first of  all, that 
there is no ER theory per se. It is fit into other boxes: 
•  Keynes: wary of  it, no clear theoretical take 
•  Purchasing power parity: equilibrium through goods-

market arbitrage … vs.  
•  Portfolio theory: global wealth equilibration 
–  If  EFM theory is followed, little to say; exchange 

rates follow underlying conditions… 
•  Davidson: the elasticity of  “unanchored” expectations 

of  cross-border-asset-holding asset owners.  
–  Issue of  speculation is sidelined here …. 



1. Cross-border accounting and national macro flows 

This “GDP/national balance” has a border-crossing term: 
I + (G-T) = S - (X-M) 

Now recall our border-crossing balance: 
X – M = - SF + ΔR 

Substitute the latter into the former so all the information is 
captured in one expression. Rearranging: 

I + (G-T) = S + SF – ΔR 
A ‘master’ equation: “what must be financed” = “what is 
available to finance it with.”  
•  Every spatial area has to solve this problem, in each time-

period. The exchange rate emerges within this nexus; or if  
it is fixed, transmits ‘imbalances’ elsewhere in system. 

 

A macro structural approach to exchange rates:  
Which cross-border flow drives which? 



1. Cross-border accounting and national macro flows 

The ‘master’ equation: “what must be financed” is reinterpreted 
into “determinants of  prices based on available savings/wealth” 

 I + (G-T) = S + SF – ΔR 
 S = S(r1,r2,… rF1,rF2, …)  
 SF = SF(r1,r2,… rF1,rF2, …) 

Allocations of  domestic and foreign savings across available asset 
classes, with efficiency achieved when movement is freest; then  

 e = [Σ(di)- Σ(dFi)] - [ΣF(di)- ΣF(dFi)]  
So here we invisibilize the macro-balance problem, and bring into 
focus the efficient price problem.  
•  Now we can investigate the behavioral determinants behind the 

actions of  domestic and foreign buyers, focusing on things such 
as habit persistence, and so on. 

•  You can add on an equilibrium (structureless) macro framework 
here 

 

A market-balances approach to cross-border flows: 
which drives which? 
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A Keynesian perspective (Priewe) 

	  
Exis4ng	  approaches	  …	  

Market-‐interac4on	  dynamics	  

Informed/	  
“efficient”	  arbitrage	  

Behaviorally	  driven,	  
convenPons	  and	  

confidence	  involved	  

Macro-‐structure	  
(including	  effecPve	  
demand)	  important	  

Exchange-‐rate	  fixed	  
in	  structural	  model	  

Exchange	  rate	  set	  
as	  a	  residual	  effect	  
of	  structural	  diff’s	  

Keynes…?	  

Exchange	  rate	  
varies	  with	  
uncertainty	  

Davidson	  



•  A new approach: 
–  The financialization of  exchange rates 

•  Currency risks 
•  Derivatives markets 
•  Position-taking based on: “trial and error” 

A Keynesian perspective (Priewe) 



A Keynesian perspective (Priewe) 

	  
Exis4ng	  approaches	  …	  

Market-‐interac4on	  dynamics	  

Informed/	  
“efficient”	  arbitrage	  

Behaviorally	  driven,	  
convenPons	  and	  

confidence	  involved	  

Macro-‐structure	  
(including	  effecPve	  
demand)	  important	  

Exchange-‐rate	  fixed	  
in	  structural	  model	  

Exchange	  rate	  set	  
as	  a	  residual	  effect	  
of	  structural	  diff’s	  

PPP-‐”Funda-‐
mentals”	  

Keynes…?	  

Exchange	  rate	  
varies	  with	  
uncertainty	  

Davidson	  
Trending,	  trial	  and	  

error	  

Misalignment, multiple equilibria 
arise from this tension 


