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A simple two-region models: Assumptions

(From Godley-Lavoie, 2007, ch.6)

Two regions – single central government, and single 
Central Bank.

Same currency, so no exchange rate

Financial assets given by HP money and 
government bonds (no regionally-issued assets)

Can approximate two (blocks of) countries in the 
Eurozone under a common fiscal policy
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The balance sheet
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Transaction matrix
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Model equations
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Model equations #2
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Model equations #3

Gennaro Zezza – Stock-Flow-Consistent Modeling



Model equations #4
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Model equations and steady-state
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Missing equation



Steady state solution
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Foreign trade (Harrod) multiplier

Super stationary



Experiments

With Eviews model REG
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A simple two-country model

Assumptions

No capital movement

Fixed exchange rate

Current account imbalances cleared by changes in 
gold reserves at Central banks (approximates 
changes in reserves in US dollars)
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Balance sheet
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Transaction matrix
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Changed equations
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Changed equations #2

Gennaro Zezza – Stock-Flow-Consistent Modeling

Supply of cash is endogenous



Changed equations #3
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Missing equation



Experiments

With Eviews model OPEN
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Alternative closure #1

Government expenditure react to changes in gold 
reserves

Experiments with Eviews model OPENG
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Alternative closure #2

Adjustments of interest rates

Experiments with Eviews model OPENM
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Alternative closure #3

Adjustments of interest rates and propensity to 
spend

Experiments with Eviews model OPENM3
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