
5. A post-Keynesian economic policy proposal for the Eurozone
in line with Steindlian anti-stagnation policy

An alternative macroeconomic policy approach for the Eurozone will
have to address and tackle the three areas of limitations and problems of
the NCM applied in the Eurozone outlined in Section 4 and it should take
into account the implications of the Steindlian model for anti-stagnation
policy from Section 3. As we have already outlined in Hein (2017a), such
an alternative can be based on the post-Keynesian macroeconomic policy
approach,21 which incorporates several Steindlian ideas and implications.
Following this perspective, economic activity and employment are deter-
mined by effective demand, both in the short and in the long run. Each area
of macroeconomic policy making has a direct or indirect effect on effective
demand and employment, and therefore ex ante “horizontal coordination”
among monetary, fiscal and wage policies is of utmost importance, as is
the “vertical coordination” of decentralised member state policies in the
areas of fiscal and wage policies in the case of the Eurozone. And these
coordinated demand management policies will have to be supplemented
by effective regional and industrial policies in order to facilitate the sustain-
able catch-up of the Eurozone periphery with respect to the core countries.
In principle, the European Union and the Eurozone have developed some
institutions for this purpose, with the Macroeconomic Dialogue, the Euro-
pean Semester and the financing institutions for regional and industrial
policies, such as the European Investment Bank (EIB) and the European
Investment Fund (EIF). However, this institutional framework needs to be
linked with a new approach towards macroeconomic and development
policies, as will be explained below.

5.1 Monetary policy

According to the modern post-Keynesian approach, central bank interest
rate policies should abstain from attempting to fine-tune unemployment in
the short run and inflation in the long run, as suggested by the NCM.22 In-
terest rate variations have cost and distribution effects. Therefore, central
banks may be effective in stopping accelerating inflation in the short run by
raising the short-term nominal rate of interest, which will trigger rising long-
term rates, finally choking investment and stopping the economic boom.
However, in the long run, surviving firms will have to face higher interest
rates, which will feed distributional conflict and hence inflation again, be-
cause firms will have to cover these rising interest costs. Furthermore, in
the case of a recession with falling inflation rates, and possibly deflation,
central bank interest rate policies will be ineffective in stimulating the econ-
omy in the short run as has been explained in the previous section.
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