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The authors of this book, Carl Chiarella, Peter Flaschel, and Reiner Franke, have been engaged in a major research program in macroeconomic analysis for an extended period of time, arguably dating from the mid-1980s if not earlier.  This has resulted in a series of papers and books by them and several others in various combinations, including Willi Semmler, Toichiro Asada, Gang Gong, and still more.  While this group is scattered about in various parts of the globe, it is my understanding that much of the work has been done as a result of visits of various lengths at Bielefeld University where Flaschel has been located for some time.  Hence I shall dare to neologize here and dub the results of their collective efforts to constitute an emerging school of macroeconomic thought, the Bielefeld School, at the risk of offending those arguably belonging to it whose principal home bases are located elsewhere.  This book can then be characterized as a representing a significant phase in the development of this Bielefeld School.


The authors themselves have in earlier work provided their own label for the core model they have developed and studied: the “Keynes-Metzler-Goodwin” (KMG) model.  This book more directly compares this model to other macroeconomic approaches, both those of a more New Classical orientation as well as most substantially with those of various New Keynesian formulations, especially the recently emerging synthesis due to Michael Woodford along with Glenn Rudebusch and Lars Svensson.  At one point in reference to James Tobin’s later work they suggest that their model could be considered to be derived from an “Old Keynesian” perspective, and it does draw on the basic ISLM framework still used by many policymakers, with an added aggregate supply component.  However, they generally stick to their use of the KMG label in describing it.


The basic elements in this approach involve allowing for substantial real effects to arise from financial markets, which they argue is the Keynes part.  The Metzler part involves allowing an important role for inventory adjustments, something that is much less common in many current macroeconomic models.  Finally, the Goodwin part emphasizes the importance of income distribution, particularly wage dynamics operating through a modified Phillips curve setup.  In sharp contrast to both the New Classical and New Keynesian approaches they abjure the rational expectations assumption in modeling inflationary expectations.  They do allow inflation expectations to play a central role in their model, but view them as operating in a more generalized “inflation climate” that gradually adjusts over time.  Rather than just a trend chasing adaptive expectations mechanism they also assume a tendency for reversion to a normal level over time, a pattern they label “regressive expectations.”  These are models fundamentally of disequilibrium dynamics with gradually adapting processes.


Another central element that distinguishes their approach from many others is the assumption of nonlinearity in the investment function.  While this may further separate them from many of the New Classical and Keynesian modelers, this draws upon the influence of earlier economists who worked at the time of Keynes such as Kalecki or in his aftermath, such as Kaldor and Hicks, with both Metzler and Goodwin part of that group as well.  This links them with the more general literature on models of complex dynamics arising from nonlinear models, which both Chiarella and Franke have separately contributed to in the past.  In this KMG approach instability arises from the nonlinearities being sufficiently great to trigger Hopf bifurcations and resulting endogenous limit cycle behavior.  However, these nonlinearities also provide bounds to the dynamics of the system.


There are two principal extensions that this book presents.  The first is an effort to more directly reach out to policymakers by an effort to calibrate their model to fit parameter values relevant to the US economy.  The second is the introduction of a Taylor rule to endogenize policy feedback and the determination of interest rates in the final two chapters.  In this they are directly confronting the efforts of Woodford and also of Rudebusch and Svensson who have seen the Taylor rule as a way to eliminate indeterminacy in their models.  They label this extension of their basic model the KMGT model.


Their final chapter examines the stability characteristics of this KMGT model.  They deemphasize nonlinearity of the investment function, which allows for endogenous cycles to no longer arise from a Hopf bifurcation.  They even consider the matter of cycles due to exogenous shocks on an otherwise stable system in a Frischian manner.  A final curious implication from this model is a heightened importance of the Metzlerian aspect of the system in determining the pattern of its dynamics.


At this point I would like to raise a point about a lacuna in this otherwise generally comprehensive book.  This is the relationship of this Bielefeld School to those of the various branches of Post Keynesian macroeconomics.  They do not directly draw upon or cite any of the current prominent Post Keynesian economists.  However, it can be argued that their approach can be viewed as a sophisticated formulation of certain Post Keynesian elements or trends.  Certainly Goodwin as well as Kalecki have been much admired by many Post Keynesians and the idea that money has real effects is an idea accepted by most Post Keynesians.  However, they do not obviously focus on endogenous money per se as do Paul Davidson and Basil Moore, even though their use of a Taylor rule effectively makes money endogenous.  Also, they have been more precisely  mathematical than have been many of the Post Keynesians.  Nevertheless certain Post Keynesians have developed models that have some definite similarities to what this school does, with Philip Arestis and Peter Skott coming to mind most particularly, notably in combining financial models with real effects with distributional shares dynamics that can generate endogenous cycles.  Thus, I have no problem describing the Bielefeld School as representing effectively a highly sophisticated Post Keynesian approach.  Certainly there is no doubt that they belong to the more general Keynesian approach, arguably much more so than the New Keynesians who use the questionable rational expectations assumption.


Thus the authors of this book should be applauded.  They have moved a distinctive and policy-relevant approach to macroeconomic analysis decisively forward.  Their careful synthesis of realistic dynamic elements and their careful analysis of the sensitivity and stability characteristics of their model in a policy context is much to be admired.  In this book the Bielefeld School achieves a genuine culmination of great depth and breadth.
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