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Editorial to the special issue on empirical
stock–flow consistent models

Gennaro Zezza
Università di Cassino e del Lazio Meridionale, Italy and Levy Economics Institute at Bard College,
Annandale-on-Hudson, NY, USA

The motivation for this special issue originates in our interest for stimulating more empiri-
cal, policy-oriented work among heterodox researchers (where by heterodox we refer to
economists who do not derive their macroeconomic analysis from the optimizing beha-
viour of individual agents). More specifically, we aimed at encouraging a methodological
discussion among the post-Keynesians who adopt the stock–flow consistent (SFC)
approach to macroeconomics with an interest in policy.

The post-Keynesian tradition has for a long time been sceptical of empirical techniques –
such as time series econometrics – to infer from past data useful information for the future,
mainly because of the crucial relevance of Keynes’s fundamental uncertainty in determining
macroeconomic outcomes.1 On the other hand, one of the reasons for the success of the
SFC approach depends on the recognition2 that empirical models developed by3 – or
inspired by4 the work of – Wynne Godley have been more successful than models
from other approaches5 in predicting the last recessions, or in tracking some specific
economies.

The number of contributions to macroeconomics which adopt the SFC approach is
rapidly growing.6 Most of the new contributions are theoretical, extending the approach
laid out in Godley/Cripps (1983), Godley/Lavoie (2007a) and Dos Santos/Zezza (2008)
in different directions. By ‘theoretical’ contributions we mean models where there is no
attempt at fitting model variables to actual data for an economy and parameter values are
not obtained by either econometric estimates or calibration for a specified economic system.

But there is also a growing interest in applying the SFC approach to data for a parti-
cular country. This was the main interest in Godley’s work since the 1970s, when he was
analysing the economy of the United Kingdom (see Cripps/Godley 1976), and continued
with models for Denmark (see Godley/Zezza 1992), and later for the United States, when
he moved to the Levy Economics Institute, USA.7

1. See Davidson (1991) for a classical reference, although we do not wish to address this literature
in further detail here.
2. See Bezemer (2010) among others.
3. See Lavoie/Zezza (2012) for a complete list of Godley’s publications.
4. The Levy Institute research team on ‘The State of the US and World Economies’ has contin-
ued to maintain Godley’s model for the US economy, as well as developing similar models for other
countries. See Papadimitriou et al. (2013a; 2013b) for Greece.
5. See Bezemer (2010), who identifies Godley/Zezza (2006) and Godley et al. (2007) as timely
warnings of the 2007 recession.
6. See Nikiforos/Zezza (2017) for a recent survey.
7. Godley (1999) is considered to be the contribution which brought attention to the SFC
approach in recent times, since it projected the 2001 recession in a timely manner, at a time
when commentators were praising the ‘Great Moderation’ and the end of business cycles. Godley’s
empirical work on the US has been published in the Levy Institute Strategic Analysis series.

European Journal of Economics and Economic Policies: Intervention, Vol. 16 No. 1, 2019, pp. 27–30

© 2019 The Author Journal compilation © 2019 Edward Elgar Publishing Ltd
The Lypiatts, 15 Lansdown Road, Cheltenham, Glos GL50 2JA, UK

and The William Pratt House, 9 Dewey Court, Northampton MA 01060-3815, USA



At present, SFC models have been developed for many countries. Apart from those
already mentioned, developed by Godley and his associates, there are now models for
Argentina (Valdecantos 2012), Austria (Miess/Schmelzer 2016a; 2016b), Colombia
(Escobar-Espinoza 2016), Denmark (Kiel 2018), Greece (Papadimitriou et al. 2013a),
Iceland (Raza et al. 2019), Ireland (Kinsella/Aliti 2013), Italy (Zezza 2018; Passarella
2019), Moldova (Le Heron/Yol 2019), South Africa (Makrelov et al. 2018) and the Uni-
ted Kingdom (Burgess et al. 2016).

Given the growing interest in this topic, we organized a call for papers for a session on
empirical SFC models at the 21st Conference of the Forum for Macroeconomics andMacro-
economic Policies (FMM) which was held in Berlin, 9–11 November 2017.8 In this special
issue we publish a selection of the contributions to the two sessions from the conference.

The paper by Edwin LeHeron andNicolas Yol focuses on the role of remittances in a small
country, Moldova, which experienced substantial migration, and where remittances are there-
fore a relevant contribution to the disposable income of the private sector. The authors build a
post-Keynesian open-economy SFC model, following Godley/Lavoie (2007b), Lavoie/Zhao
(2010), Le Heron (2011) and Le Heron/Marouane (2019). Model parameters are taken
from other models in the literature, or calibrated on the basis of country data. The authors
use the model for simulating how Moldova would be affected by a downturn in the income
of the countries where most of the migrants are located (Europe and Russia), which also
happen to be the main destination for Moldova’s exports. Model simulations show the rele-
vance of external shocks not only on household consumption, but also on investment,
remittances being a major channel of transmission. We believe that their model provides
a useful starting point for analysing the economies of other countries with similar features.

The paper byMarco Veronese Passarella is aimed at providing a step-by-step introductory
guide for building a simple empirical stock–flow model for a given country. The author dis-
cusses the use of different software applications for different purposes: building on the work of
Antoine Godin,9 already available R code can be adapted to a specific (European) country to
obtain relevant time-series data from Eurostat, which can then be passed to the EViews soft-
ware for model building. Passarella illustrates the procedures by discussing a model of the
Italian economy, loosely based on the model in Burgess et al. (2016). Model parameters
are either estimated with simple econometric approaches, calibrated from Italian data, or
taken from the literature. The author briefly discusses the problem of model validation
against historical data, and then provides some useful hints on how to set up policy scenarios.

In their contribution, Hamid Raza, Bjorn Runar Gudmundsson, Gylfi Zoega and
Mikael Randrup Byrialsen develop a model tailored to Iceland, with the aim of assessing
the role of the volatility of capital inflows for a small country with its own currency. The
authors build on previous theoretical models for a small open economy already available in
the literature, where therefore it can be safely assumed that developments in the economy
do not have a sensible impact on the rest of the world, so that the complications of a two-
country model like the one in Godley/Lavoie (2007a: ch. 12) can be neglected. The model
is tailored to Iceland, specifically by assuming that domestic banks also have foreign
branches which attract foreign deposits. The authors use the model to simulate the con-
sequences of a sudden stop in foreign lending, and study the implications of the introduc-
tion of capital controls. As such, the model can be used as a starting point for analysing
similar small economies which rely on foreign credit.

Finally, Gennaro Zezza and Francesco Zezza discuss the modelling strategy for devel-
oping an empirical SFC model for a whole country. While Passarella (2019: 56) seems to

8. Materials are available at https://www.boeckler.de/veranstaltung_imk_107484.htm.
9. See https://github.com/antoinegodin.
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suggest that a model based on the same (Eurostat) data source ‘can be replicated for other
countries’, the authors stress the relevance of the institutional features of the economy
under study, which can be derived, among other things, from a careful analysis of sectoral
balance sheets and flow of funds, which may point to different solutions for the degree of
complexity, and on how (and whether) to consolidate some sectors to reduce the complex-
ity of the model. They provide examples related to Greece and Italy, briefly discussing the
need to integrate different sources of data when the model needs to describe the behaviour
of the central bank in the European Monetary Union.

REFERENCES

Bezemer, D.J. (2010): Understanding financial crisis through accounting models, in: Accounting,
Organizations and Society, 35(7), 676–688.

Burgess, S., Burrows, O., Godin, A., Kinsella, S., Millard, S. (2016): A dynamic model of financial
balances for the United Kingdom, Bank of England Staff Working Paper No 614, September.

Cripps, F.T., Godley, W. (1976): A formal analysis of the Cambridge Economic Policy Group
Model, in: Economica, 43(172), 335–348.

Davidson, P. (1991): Is probability theory relevant for uncertainty? A Post Keynesian perspective, in:
Journal of Economic Perspectives, 5(1), 129–143.

Dos Santos, C.H., Zezza, G. (2008): A simplified, ‘benchmark’, stock–flow consistent post-Keynesian
growth model, in: Metroeconomica, 59(3), 441–478.

Escobar-Espinoza, A. (2016): Stock–flow consistent models for developing countries: the case of
Colombia, Paper Presented at the 19th Annual Conference on Global Economic Analysis,
Washington, DC.

Godley, W. (1999): Seven unsustainable processes: medium-term prospects and policies for the Uni-
ted States and the world, Levy Economics Institute.

Godley, W., Cripps, F.T. (1983): Macroeconomics, London: Oxford University Press.
Godley, W., Lavoie, M. (2007a): Monetary Economics: An Integrated Approach to Credit, Money,

Income, Production and Wealth, Basingstoke, UK: Palgrave Macmillan.
Godley, W., Lavoie, M. (2007b): A simple model of three economies with two currencies: the euro-

zone and the USA, in: Cambridge Journal of Economics, 31(1), 1–23.
Godley, W., Zezza, G. (1992): A simple stock flow model of the Danish economy, in: Brink, H.

(ed.), Themes in Modern Macroeconomics, London: Palgrave Macmillan, 140–179.
Godley, W., Zezza, G. (2006): Debt and lending: a cri de coeur, Levy Economics Institute Policy

Note 4, 6.
Godley, W., Papadimitriou, D.B., Hannsgen, G., Zezza, G. (2007): The U.S. economy: is there a

way out of the woods?, Levy Institute Strategic Analysis.
Kiel, F. (2018): A Stock Flow Consistent Empirical Model of the Danish Economy, Master Thesis,

Aalborg University.
Kinsella, S., Aliti, G.T.-T. (2013): Modeling moments of crisis: the case of Ireland, in: Journal of

Economic Issues, 47(2), 561–566.
Lavoie, M., Zezza, G. (eds) (2012): The Stock–Flow Consistent Approach: Selected Writings of Wynne

Godley, Basingstoke, UK: Palgrave Macmillan.
Lavoie, M., Zhao, J. (2010): A study of the diversification of China’s foreign reserves in a three-

country stock–flow consistent model, in: Metroeconomica, 61(3), 558–592.
Le Heron, E. (2011): Confidence and financial crisis in a post-Keynesian stock flow consistent

model, in: European Journal of Economics and Economic Policies: Intervention, 8(2), 361–387.
Le Heron, E., Marouane, A. (2019): Chocs politiques et croissance economique: perspectives pour la

Tunisie, in: Economie appliquée, (1), forthcoming.
Le Heron, E., Yol, N. (2019): The macroeconomic effects of migrants’ remittances in Moldova: a

stock–flow consistent model, in: European Journal of Economics and Economic Policies: Interven-
tion, 16(1), 31–54.

Editorial to the special issue 29

© 2019 The Author Journal compilation © 2019 Edward Elgar Publishing Ltd



Makrelov, K., Arndt, C., Davies, R., Harris, L. (2018): Stock-and-flow-consistent macroeconomic
model for South Africa, World Institute for Development Economic Research (UNU-WIDER),
Working Paper No 7.

Miess, M.G., Schmelzer, S. (2016a): Stock–flow consistent modelling of real-financial cycles and
balance sheet dynamics, Preliminary Work-in-Progress Version for 13th EUROFRAME Confer-
ence, Utrecht, the Netherlands, 10 June.

Miess, M., Schmelzer, S. (2016b): Extension of the empirical stock–flow consistent (SFC) model for
Austria, Vienna, Institute for Advanced Studies, Research report.

Nikiforos, M., Zezza, G. (2017): Stock–flow-consistent macroeconomic models: a survey, in: Journal
of Economic Surveys, 31(5), 1204–1239.

Papadimitriou, D.B., Nikiforos, M., Zezza, G. (2013a): A Levy Institute model for Greece, Levy
Institute, Technical report.

Papadimitriou, D.B., Nikiforos, M., Zezza, G. (2013b): The Greek economic crisis and the experi-
ence of austerity: a strategic analysis, Levy Institute Strategic Analysis.

Passarella, M.V. (2019): From abstract to concrete: some tips for developing an empirical stock–flow
consistent model, in: European Journal of Economics and Economic Policies: Intervention, 16(1),
55–93.

Raza, H., Gudmundsson, B.R., Zoega, G., Randrup Byrialsen, M. (2019): Crises and capital con-
trols in small open economies: a stock–flow consistent approach, in: European Journal of Econ-
omics and Economic Policies: Intervention, 16(1), 94–133.

Valdecantos, S. (2012): Macroeconomic dynamics in Argentina in the light of a structuralist post
Keynesian stock–flow consistent model, Paper Presented at V Jornadas de Economia Critica,
Buenos Aires, August.

Zezza, F. (2018): Stock–Flow Consistent Macroeconomic Models: Theory, Practice and Applications,
PhD Thesis, University of Siena.

Zezza, G., Zezza, F. (2019): On the design of empirical stock–flow consistent models, in: European
Journal of Economics and Economic Policies: Intervention, 16(1), 134–158.

30 European Journal of Economics and Economic Policies: Intervention, Vol. 16 No. 1

© 2019 The Author Journal compilation © 2019 Edward Elgar Publishing Ltd


	Editorial to the special issue on empirical stock–flow consistent models
	References



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


