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Abstract

Post-Keynesian economics has greatly improved our understanding of the causes as
well as some of the consequences of the Global Financial Crisis. This paper deals with
some examples related to monetary issues—namely, the financial instability hypothesis
of Minsky and its extension to the household sector, as well as the post-Keynesian
theory of endogenous money, with its extension to quantitative easing policies set
within a framework where the central bank’s target rate of interest is set equal to the

rate of interest paid on reserves.
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able to raise their capital ratios by retaining a larger share of their profits or by issuing

new shares, or even through accounting manipulations.
33 Lavoie, “Monetary Base Endogeneity.”

34 Lavoie, “Changes in Central Bank Procedures.” The floor system was advocated by
some post-Keynesian writers, notably Fullwiler, “Paying Interest on Reserve Balances.”

35 In Canada, starting in April 2009 but continuing for only about a year, a floor system
was also adopted by the Bank of Canada as part of its zero interest rate policy (ZIRP)
framework. The Bank of Canada also left three billion dollars’ worth of reserves in the
banking system, so as to maintain the overnight rate at the floor, but this relatively
small amount cannot be considered part of a QE operation.

36 In Canada, some central bankers seemed to believe in this revised monetarist story.
See the references found in Lavoie and Seccareccia, “Monetary Policy in a Period of
Financial Chaos,” 178. The new governor of the Bank of Canada, Stephen Poloz, also
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