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“We are in the midst of a oncein a centtiry credit tunami.” andior *“I'his time is diffgrent.”
Needless to say, the capitalist economy has experienced a eyelical movement for about two
centuries. The normal course of the capitalist eeonomy clozely resembles “a roller coaster.”
Erisis is not a peculiar event, but an ordingry one. However, many argue we have to explore
the “novelty™ of this Bnancdial erisic.  Ifthis time is different, the réason why the recent crigis is
different roust be explained. Many academic journals from the orthodox camp to heterodox
featured the (global) finaneial crisis. There are a wide variety of opinions expressed on this
matter. When we discuss on the causes of the crisis, I believe one of the fundamental issues
would be how to formulate the relationships between the real sector and the monetary sector,
or bow to interpret the so-called financialization,’ and fo evaluate ity effect on the real sector.

Keeping this point in mind, several approaches (New Consensus Model, Post-Keynesizn,
Heterodox) will be examined.
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1. INTRODUCTION

The oft-cited (or timeworn already) expression after the financial crisis was “We
are in the midst of a once in a century credit aunami.” > and/or “This time is different.”™
Needless to say, the capitalist economy has experienced a cyclical movement for about two
centuries. The normal course of the capitalist economy closely resembles “a roller
coaster.”  Crisis is not a peculiar everit, but an crdmary one. However, many argue we
have to explore the “novelty” of this financial crisis.”  If this time is different, the reason
why the recent erisis is different must be explained. Many academm journals from the
orthodox camp to heterodox featured the (global) financial crisis.® There are a wide
variety of opinions expressed on this matter. When we discuss on the causes of the crisis,
I believe one of the fundamental issues would be how to formulate the relationships
between the real sector and the monefary sector, or how to interpret the so-cailed
“financialization,’ and 1o evaluate its effect on the real sector.  Keeping this point inmind,
several approaches will be examined.

This paper is structured as follows.  Section 2 summarizes two simple macro
models: New Consensus model (e.g. Romer, Taylor) and Past—Keynesxan niodel (e.g.
Fontana, Setterfield) for the reference framework. Section 3 examines the causality of the
maodel above and their interpretation of the crisis, based on their model. As is well known,
many beterodox economists have tried to present alternative explanations of the current
crisis.  Section 4 reconsiders the characteristic of heterodoxy, and to explore the
requirements for the model, which could clarify the causality of recent events as simple as
possible. Some concluding remarks will be given in the last section.

2. SIMPLE MACROECONOMIC MODELS

2.1 New Consensus Model-

_ There has been a convergence of opinions among macrocconomists in the
mainstream catp. | This view evolved since the rational expectation revolution and has
common atoong neoclassical economisis.  Over a half century, the standard
macroeconomic model taught in the classroom has been a so-called “IS-LM miodel” and/or
*AS-AD model’, where the key monetary variable is the quantity of money supply. As is
well known, cex;stx?ai banks in almost industrialized countries focus on the interest rate.
With this in mind, for example, Romer (2000, 20612) presents a Keynesizn macro model

2 Greenspan: Testiniony, Commites of Government Oversight and Reform, Oetober 23, 2000,

* Itis the title of the book written by Reinhirtand Rogoff (2009).

# Sherman (207 0:vii).

* Bemanke (2010) argued, that “the financial crisis did not discredit the usefuleness of economic research
and analysiz 'by nomegns.”  Colander (2011) criticized Beminke’s argument on the point that standard
imacroeconomics does not recognize the limit of science and of formal modehing,

® See, for example,

Jouirnal of Economic Perspeciives (2016, Fall): “Symposium: Macmeci)nomtcs after the Financial Crisis™.
Cambridge Jowrnal of Economics {2009, vol.33 no.4): “The global financial crisis™

Review of Radical Political Econonics {2008, vol.41 No.4): '“T—he Political Economy of Findncialization™,
Historical Materiatism (2009, 17 {23} “The Symposium on the Global Financial Crisis.”

Science & Sociaty (2010, vol.74 No.3): “Symposium: Capitalism and Crisis in the 21% Century”, and 50 on.
 Taylor (1997, 2000), Woodford {2009),




“without LM curve”, which has been called as ‘New Cansensus Model (NCM)". ®

The basic NCM is formulated by three equations, so it is often named as “3-equation
model’. Here we summarize the basic NCM, and then discuss the causality.

The first relationship is between the real GDP (Y) and the real interest rate (7).

N o a1 a5
{..1) I(T‘) == S(Y) o <0 E? >0

This negative relationship is known as the IS curve. The second relationship describes
the monetary policy rule of central bank (MP curve: Monetary Policy).

@ r=rtm) Z>0 >0
The central banks choice of the real interest tite is assutmed to depend on both output (¥)
and inflation (). When output {or inflation) rises, the central bank raises the real initerest
rate, 'When output {or inflation) falls, it lowers the real interest rate.

The third relationship is about the behavior of inflation (A curve:r Inflation
Adjustment). Tf output is below {above) iis natural level (¥,), inflation falls (rises). If
ontput equals Y, inflation is constant.

At a point of time, the rate of inflation is given (& = 1y: constant). Eq. (1) and (2) suffice
to determine the equilibrium (¥;,75) in the short run. However, there in no rational
reason the equilibrium Yy equals ¥,. The adjustment mechanism works. If Y5 is
above ¥, the inflation rate rises. Central bank increases the interest rate, which will
decrease an investment and output.  The MP shifts up, the ceonomy moves up along the
IS. We get a downward-slopmg relafionship between inflation and output (This is called
as AD curve). As long as the actual output exceeds the natural level, this adjustment
process proceeds. IT Yy is below Y, the inflation rate falls, and then same mechanism
works. In the long run, the economy would reach the situation where output equals natural
level and the inflation rate is stationary (x = ). Once the economy reaches this situation,
there is nio further change, The world, which the NCM depicts, would be harmonious and
stable m character.

Insert Fig.1 here
[Source: Roemer (2012) Fig.IT1-3- I11-5, pp.61-64]

2.2 Post-Keynesian Model '
Some have criticized on the NCM. * Hein and Stockhammer summarized various
crities to three points,

: For the formulation of the basic NCM, see Carlin=Soskice (2006), and Lavoie {2009),
As for the critical cormment on NCM, see Arestis and Sawyer (2008}, Lavoie (2006b).




(i) “There arc reasons to expect the shorf-run equilibfum to be unstable without
policy intervention.”

(ii) “Monetary policy will, under some important circumstances, most importantly
deflation, not be able to stabilize the system.”

(iil) “In the medium-run the NAIRU is endogenous to economi¢ activity and monetary
i I0 : ' -
policy.

Though the NCM believes the economic system itself would be stable, Post-Keynesian
question the stability and policy makers’ management ability fo stable unstable system.
In this subsection, we review the alternative to NCM by Post-Keynesian.
Fontana=Setterfield construct a post-Keynesian model, which “can generate both
Keynesian and Classical macro adjustment dynamics, making it more general then the
New Consensus model.™"

We can summarize theirniodel to the following system.

@ AD: ¥ = ND + cf (1 + m)g(P))
®as: P=1+m =1+ n)Wa

Ageregate demand consists of two components: |
(i) the demand that are not debi-financed by lodns from commercial bank (NB), and
(i) the debt-finance spending by household and firms.

Central bank set the short run real interest (f} according to the conditions in the goods
market, i.e. the general price Tevel (P).

(6) Monetary policy rule: 7= g(P), g’ >0

Here the real interest rate depends on not “inflation (the growth rate of price)” but ‘the
general price level.”  Commercial bank set the loans rate (r) fo add a mark-up (m) over
the interest rate {r). :

D n=0+m)r

Whether the planned debt-finance spending (D) can be realized or not depends on the bank
loan rate.

®) D=f(n) f <0
Consumers andfor firms try fo get the loan, bowever this is not always possible. So, we

denote “the proportion of households and business loan applications that are deemed
creditworthy by banks” "> 4s ¢, then the actual demand would be ¢D. Accordingly, the

¥ Hein=Stockhammer {2009:273).
! Fontana=Sefterficld (2009:165) and Fontana (2006).
¥ Fontana=Seuerfield (2000:148).




actual debt-financé can be expressed as ¢f (). _
From (6) - (8), we obtain the aggregate demand curve {AD) above (Eq. (4)), that i,

¥ =ND+¢D = ND + cf (1 +m)g(P))

It is easily seen from (6} and (8) that the relationsh;p between output and the pm:c is
negative, that is, AD curve is downward-sloping as in Fig.2. The important point is that
the shape of AD curve depends on the operation of monetary rule.
“In other words, the AD curve describes how the central bank sets, via changes . the
short run interest rate, the level of output for any genéral price level in the économy.”
Firms set prices as a mark-up () over the average cost of labor.

@ P=0+n)% =1 +nWa

The level of nominal wage (W), labor/output ratio {a = N/¥) and capital/output tatio
(K /Y) are-assumed to be constant. Then, the aggregate supply schedule (AS} is horizontal.
So the actual output is demand-constrained, which is not necessarily egual to the full
employment level. Regardless of the level of nominal wage and price, the real wage rate
is always given by: . ' '

W

. ; . w1 . )
(10) Real wage rate w = Fiakre {(=constant}.

In other word, wage-share is always constant.

Insert Fig.2 here
[Source: Fontana=Setterfield (2009: 158}]

3. INTERPRETATION OF ‘THE FINANCIAL CRISIS’

We take two basic macre models as a frame of reference for the analysis of erisis.
In general, the assumptions made reflect the perspective of the analysis. We must clarify
the ultimate cause that determines the working of an economic system. The point here is
the causality of the variables in the models and how these models explain the occurrence of
financial crisis.

3.1 Causality

Here ‘we contrast the structure of the model. ™ What factor determine the final
result, and how? The causality of NCM can be depicted as Fig.3.  As is easily seen, the
normal level of output (¥,) or NAIRU determines the consequence of the model, Such

3 > Fontana=Setterfiéld (2009:150)

* Pailey (2007) compares the ffect of monétary policy in the New Classical model, the Neo-Keynesian
model, and the Post Keynesian model.




factors as consumption and investment behavior, which produce the saving function and
investment function, determine the short-run equilibrium. However, what determines the
long-run equilibrium is (¥,). The exogenous factor, on which post- Keynesian criticizes,
carries away the working of the economy.

On the other hand, in 2 Post-Keynesian model monetary factors {m} influence the
level of aggregate demand, which in turn, \mth such factors as production tf:chmqma and
the mark«up (g, n) determine the output level. ' The nominal wage (W) is given at the
moment in this model. We interpret this reflects the result of the negotiation bctwwn labor
and capital is given. The most influential factor among the institutional parameter in this
maodel is the mark-up ratio of the commercial bank.

[Fig3 insert here]

3.2 The Presence of the Liquidity Trap

In a normal setting of NCM, there is no room that generates crisis. "¢ Aslong asthe
factors that characterize the shape of functions (e.g, saving function, investment function)
and monetary rule, the economy would converge to the ethbnum in the long run.
There is no change unless some “external shock” is given. But they utilize their model to
analyze the cause of Great Depression. Romer states:

“A more important example of a down shift in the consumption function occurred
in the United States in 1929. ... The resulfing shift of the IS curve was impeortant
factor in changing what was at that point only & mild recession into the enormous
downturn that became known as the Great Depression. 17

Certainly the downward shift of IS curve and then resulting shift of AD curve decreases
the output, howeve:r the eqmixbrawn could recover if the adjnstment mechanism that NCM
assumes works.'®  So ‘we have to find another morient that explain how long output can
remain less than its natural rate before that happens, According to Roemer, the answer is
the presence of ‘the zero lower bound of inferest rate’, that is, the existence of *lguidity
trap’,

The monetary policy rule can be re-formulated by following:

Y “This means that in our model, the Classical hierarchy of the New Consensus view, according to which
labogr market ouicomes determine goods market outcomes (and monetary factors are of secondary
importance), is replaced by a Keynesian hierarchy, where monetary fictors influence goods market outcomes
which, in turn, determine labour market opicomes”  (Fontana=Seuerfield (2009:154)

¥ Ohanian (2010) surveys possible explanation of the financial crises from a neo-classical petspective.

T Romer (2012: 11-42)

R sharp fall in house prices put large strains on financial institutions that had invested heavily in
morigage-backed séeurities and other housing-related assets, culminating in the bankruptcy of Lehman
Brothers in September 2008. The resulting disruptions of credit markets, loss of credit availability, and the
collapses of confidence ied to very large falls in consumption at a given level of disposable ncome and in
investnént dt o given level of the real interest rate — that is, to a very large leftward shift of the IS curve”
{Romer (2017:102)).




(i1) 7 = {?‘(Y,zr) ifrl¥,m+nf20
' —ir® otherwise.

When we assume the presence of the liquidity trap, the AD curve has its usual downward
sloping from for higher levels of inflation, however, at some level of inflation, it becomes
upward as depieted in Fig4.

Insert Fig.4 here
[Source: Roemer (2012) p.105 Fig. IV-8]

Imagine that there is a large leftward shift of the IS curve, The *large’ means it
mtersects the flat portion of the MP curve, in other words, the IA carve intersects the
upward portion of the AD curve. Here the mechanism works. As the output is below the
natural rate, the inflation rate decreases. Thoush the JA shifis downward, the gutput
cannot increase because [A intersects the upward portion of AD curve. This process
continues, Once the output decrease below normal, it cannot recover the éqa%iibﬁimn.’g

“The zero lower bound eliminates a key force that usually helps to keep the economy
stable. ... At the zero lower bound, however, falls in inflation lead not to cuts but to
rises in the real interest rale. As a result, they are destabilizing rather than
stabilizing® :

Roemer insists that “the shift of the IS curve is not permanent. A4f some point, it shifts
back to the right™” (Walic added) Tt is not obvious why “at some point’? We should
get to the bottom of the problem.”

If we can exclude the presence of liquidity trap, the economy could converge to the
long-run equilibrium. The lesson from the argument above is that we. could use the model
that emphasizes the stable character of a capitalist economy to analyze the cumulative
disequilibrium process.

3.3 Credit Cranch

The key factor in the NCM that clarifies the cause of crisis is the presence of the
liquidity trap. What element can we pick up as the influential moment in the
Fontana=Setterfield model explained above? Suppose banks adopt a more precautionary
lending behavior, which means to cut down the value of ¢ (see Eq. (4)). As Fig. 2
shows, the actual demand for loans (CP curve) shifts to the left. The volume of bank loan
decreases. This outcome negatively affects the actual debt-financed consumer demand

¥ “the model captures a central feature of the crisis: the zero lower bound eliminates the force that usually
works to return putput 1o normal when a shack pushes it below, Asa result, a period when output is below
normal ca last a very Jong time. Sadly, that is exactly what is happening today.” Romer (2012:111)

* Reemer (2012:107) -

7 Roemer{2012:107-108)

2 maarticle appeared i the WS/ (February 9, 2009), 1.B. Taylor argued that “My research shows that
government actions and interventions — not any inherent failure or instability of the private econogmy —
caused, prolonged and dramstically worsened the crisis.”




_and/or investment demand. Then AD curve shifis to the left. As the result of this shift, the
output decreases and unemployment increases.

“Tn short, as a result of the credit crunch, the economy experiences a lower level of
output and a higher level of unemployment. This is in fact what happened in 2007
and 2008, when most couniries experienced slowdowns in ecoromic activity and
increases in unemployment.” '

If central bank could reduce the interest rate (r) in the face of the slowdown of the
economy, the hank Joan rate (1} will decrease. So the volume of bank loan will recover the
pre-credit level. But this change of monetary ;}ohcy cannot bé successful. Remember
that the loan rate depends both r and a mark-up (m). If commercial banks respond to
the reduction of * with ﬂae increase of m, this anti-recession policy fails. The output
level remains to be low. *

Certainly it Is demonstrated that the change of lending pshcy of eommercial bank
decreases the demand, and then output. But the question remains. What causes the
change of behavior? Theugh we can admit that the harsh lending policy can be “a trigger’
of the slowdown, the point is ‘the cause’, which determine the direction of the policy,
‘We have to turn to the heterodox view on thc working of a working of a capitalist economy,
especially on the recent financial crisis.

4. HETERODOX VIEW

To begin with, we must clarify what the problem is, to which we address ourselves.
Even if we discuss on only the recent financial crisis, two componeénts must be analyzed as
Dymski wrote:

(i) “{Olne or more of the institutions comprising the financial system malfunction
badly or break down”

(i) “[TThis breakdown creates major problems for the overall economy which this
financial system is 2 part.”

However, what we are trying is not to confine the analysis of the current crisis, but to
reconsider the characteristics of the ‘heterodox” approach. If the current dominant (or
orthodox) theory is incorrect, we have to clanfy the requisites for the alternative. 'What
can replace the orthodoxy?

Needles to say, it’s not easy fo define what the heterodox is. % At this point, we

* Pontanz=Setierfeld (2009 159)
# a1y short, an accommodative monetary policy is not ecessarily successful in offsetting a credit crunch,
especially when, in the face of liquidity shortages in global financial markets, bank raise their mark-up over
ﬂtxe short-run interest rate.™ (Fontana=Setterfield (209:160)).

Dymskl (2011:325).

* As Lavoie (20062:88) pointed out, “It is sometimes claimed that hatesmdﬁx economisis have nething in
comman but their rejection of neoclassical theory ~mainstream economics.”  However, he believes that
“heterodox theories have a number of things o common.” {105},




have in mind the approach roughly, which is critical to the neo-classical. Though
someone might argue there is no consensus as opposed to “(orthodox) New Consensus’, we
may list up the main features and implications.

--- Inherent instability

-— Agorepate demand affects output and hence employment

-— Investment is an imporiant detetininant of aggregate démand

--- Distributional factors {or conflict] are important

- Structural arrangement affects aggregate demand

4.1 Accamulation, Neoliberalism, and Findncialization

Financialization is a recent term, so it 15 negessary to confirm the meaning of it
However how to define it might be confroversial.”’ For example, Epstein defines the
mearing as “the increasing role of financial motives, financial markets, financial actors
and financial institutions in the operation of the domestic and international economies.”™
No one deny the tole of financial factors in the working of the économy. The point is
how to uriderstand the following relationship (Cf. Fig5) “. |

(R1) Accumulation - Neoliberalism
(R2) Neoliberalism > Financialization
{R3) Neoliberalism > Accumulation
(R4) Financialization > Accumalation
{R5) Financialization = Crisis

(R6) Accumulation - Crisis

[Tnsert Fig.5 here]

If orie thinks it suffice to describe what happened in recent year, s/he would discuss
only (RS) superficially, Indeed we must understanid the course of the events correctly.
But many macroeconomists in the tradition of heterodoxy proceed further, We have to
examine both ‘the immediate canse’ {or “trigger™} and ‘the root’ {or ‘the origin’) of the
financial crisis, 3 For example, as for the relationships of (R2) and (R3), the following
recognition is needed: °'

“Financial deregulation and financial excess are important parts of the story, but
they are not the ultimate cause of the crisis.” “The bottom line is macroeconomic
failure rooted m America’s flawed econemic paradigm is the ultimate cauge of the

¥ Stockhammer (2004: 7203 argue that “|Financialization] is still fll-defined, which summarizes a broad
range of phenomena including the globalization of financial markets, the shareholder value revolution ang
the rise of incorne Fom financial nvestment™

= Epstein (2005:3). .

* This is the simplified version of Diagram 2.1 in Duménil and Lévy (2011).

* MacBwan and Miller (201 1:86) put an emphasis on the political aspects: *[Tlhe
inequality-power-ideology nexus is the essential part of the story.™  Shaikh (2011:44) makes a distinction
between “trigger’ and ‘the cause” of the érisis.  See akso Palley (2009). ‘

3 Boyer (2012) criticized the world-scale austerity reasures.  Seealso Crotty (2012).




financial crisis and Great Recession.” (Palley (2009: 35))*

“The current financial crisis had its origin in the neo-liberal style of
macroeconomic management over nearly the last two decades in the USA and other
OECD couniries.” (Bhaduri 2011:1010)

“The crisis was a crisis of a policy, neoliberalism.” (Laibman, 2010:382)

Undoubtedly the accumulation gﬁa ys an essential in the working of the system, so the
relationship (R1} and (R2) do.” If we add (R4) to it, we can get a2 double-loop hke
causafion, that is, Accumulation @ Neoliberdlism -> Financialization > Aceamulation, 2
Though various types of discussion are posmblc to explain each relation, this virtuous
cirele cannot continue. ¥  The crisis is the result of the cumu%atxvc process of the
disequilibrium (R5, R6). 3 This is only an idea without evidence, *

When we take the theoretical position that the core of the movement in 4 capitalist
economy is the capital accumulation, the rate of profit is decisive.’ 3

4.2 “Instability’ révisited

As discussed in the previous section, mainstream theories generally assume that
capitalist economic system inherently stable, so they believe unstable and/or irregular
movement is caused by external moments, On the contrary, heterodox argue the
instability is inherent to capitalist economy. Keynes also developed the theory of
potential volatility of investment and potential instability of the capitalist economy. In
these theories the endogenicity of cyclical instability is assumed. What is the origin of
this instability? There are various types of argument. After the financial crisis, ‘Minsky
returns.” Soitis proper for us to pick up his famous fnancial instability hypothesis here.
" ® Tt is not our main object to reevalnate his theory, however, we confirm that not a few
think his theory is invalid. ¥ One important and fundamental theoretical point is whether

2 See also Palley (2012a).

33 swhatevar moral judgment one may make, however, the expansion of the credit economy has been a
response to real economic forces — inequality and consequent government policies, in partienlar. ¥
{(MacEwan and Miller (2011: 91})

3 Stockhammer (2004) tested the Hnk between accumulation and financialization econometrically for using
the data of Getmany, France, the UK and the USA.  He found that ‘some support for fie hiypothesis that
financialization caised a slowdown in accumidation.”

* Kotz (2009) states the economics erisis itself indicates the start of a systemic crisis af neoliberal
capitalism, so we have to construct a pew state-regulated capitalism i order to resuscitete neoliberal
capitalism. See Kotz (2010).

3% Davidson (2009: 5-6) pointed out that “the deregulation of the financial system that began in the 1970s in
the United States is the basic cause of our cirrent finuncial market distress.” Also see Lapavitsas (2009) for
the meaning of financiaiization in the Ensmncai gnd theoretical perspectives.

37 See O*Hara (2009). His explanation of the process of circular and cumulative causation seems to be
similar to this idea.

# “ITThe increased transfer into financial circuits under neoliberalism has oceurred sirmultancousty witha
drop in the rate of accumulation.”  “{Ulnder necliberalism there has been an increased divergence between
the rate of profit and the rate of accumulation.” (Bakir and Campbel! (2010:325-3263).

* See Poltin (1997).

% Dymski (2009: 253): “The 2007 crisis hag deviated in significant ways from Minsky’s financial
fimancial-cycle model.™ For example, he pointed out the irapact of racial exclusion as one of what Minsky




financial moment is the core for the unstable movement or not. On this pemt, I agree with
Crotty’s argument that “there are no real0sector sources of instability m his mad 1.7
Neediess to 3295 the financial factor play a role, but is said to be an ‘additional’ canse of
instability. *

4.3 An integrated Heterodox

If we would define the heterodox camp not a reject to a neo-classical economics,
how can We define it positively? 4 Can we find a way to integrate various types of
theorias? AMost of us seems to be pessimistic, however, we cannot give up such a
challenge, ¥ Goldstein develops two types of argument: one i$ an integrated approach
for the crisis, and the other is more general, which he names as “an unified heterodox
macroeconomic approach,”  On the former he proposes the ap gmach based on “the nexus
of mder-consuiription, over-investnient, and financial crisis.” *° "What he states is not 50
unique, but is natural in a sense. ¥

How about 4 unified heterodnx macroeconomic framework?
He listed many mgredrenfs

(a) Keynesian uncertainty

{b) Minskian financial fragility

(©) Volatile effective demand

(d) Marxian class conflict particularty over the distribution of income

(&) Marxian competition

() Marxian crisis theory

(g) Institutional theory of macro-foundations supportive of profitable accumulation,

It is not clear at this stage how to unify these elements into a body. This mightbea
stating point t6 construct a “unified’ framework, So we accept it as a reséarch project.

missed. See also Dymski (2010
* Cf: Crotty (1986:300).  Crotty (1986:305-06)) argued “The ultimate or *deep’ cause of capitalist
instability in Minsky's world 1s therefore 1o be foond in the dynamics of capitalist financial markets. Given
the fact that mstabikty is the central focns of Minsky's work, I thank it fair to conchude that the real sector of
the economy has no active, essentizl rolé to play in the fundamental hehavioral processed of histheory.”

% “The main role of Minsky’s theory is {o provide a theory of the fendency toward financial fragility in the
financial sectdr, as an additional cause of instability in capitalist economies.” (Moseley (2009: 148)).
¥ As for the characterization, see Gibson {2005), for example.
* For example, Sherman (20102:70) propases a complete, progressive theory ware laid by three. “They are
Joha Maynard Keynes and the Post Keynesian tadition; Wesley Mitchell and the institutional tradition of
Tharstein Veblen; and Michal Kalecki and the radical or nso-Matxist radiion,”
“ “The capitalist system today appéars as broken ag when Keynes was writing.  Events will not wait for a
new Keynes to emerge; those who count themselves Keynesians wrust make their best effort to lift the fogs of
uncerfainty and ignorance that block further insight and- progress. * (Dymski, 2011:345),
* Goldsisin (2009¢: 560-61).
*7 “jt is not clearthat such pluralism ahd the greater acesptance of alternative approached like the ooe
advocated will occur. However, ¥ can be hoped thit the force of redson will prevail, 4t least among those
who are really trying to understand how the complex economy works, and will trump the obstacles caused by
vested hitersss, xnta[lec’mai conceit, unexamiiied habits, and ideological blinders.” (Dutt 2011:315).
* Goldstein (2009a: 49),
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5. CONCLUDING REMARKS

First we summarize two simple models o understand how they analyze the cause of
this crisis. Their conclusion is the existence of liquidity trap and the behavior of
commercial bank (how to determine the mark-up rate). We can say they describe the
visible aspect of the crisis. On the contrary, most of macro models in the heterodox
tradition seek to find the “cause™ of the crisis in the broad context, Some research proposal
to integrate various approaches into “a unified framework” has appeared, however, it seems
to me we have to walk on the long (17} and winding road.

Because of limited space, many points cannot be exainined fully. Thought the
purpose of this shiort note is to give a bird-eye view on the status quo of heterodox, it in
only half way. At the end, T would just want to state again: “We never forget that the
capxtahst economy is organized through capital. At the heart of the workings of this
system is an accumulation of capital ikt By this light, even if modersi capitalism can be
 financialised, the core mechanism of a capitalist economy femains the same,

LA x4

M CF Sato (2012:64).
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Fig.1 New Consensus model
[Source; Roemer {2012) Fig IT[-3-5, pp.61-64]
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Fig.3 The causality




Fig.4 Liquidity Trap model
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