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Abstract:  All the chapters in Mundell’s International Economics [1968a] were altered in the process of editing their original forms. Some of the changes are extensive, and in at least one case the final version bears little resemblance to the original article.  This paper investigates the nature and effects of these adaptations.

Our view is that Mundell’s Capital Mobility Paper [1963e] had attracted sufficient attention to justify a unified presentation of the research that culminated in that article.  Furthermore, because of its easy accessibility, the forms of these papers in International Economics were likely to become the definitive versions in the eyes of the profession.  It appears to us that editing of the papers in 1967 was undertaken with this possibility in mind, as well as with knowledge of the competition from the paper by Fleming [1962].  

The adaptations of the Capital Mobility Paper done for International Economics are in addition to the changes in 1963 to make the Departmental Memorandum version of Mundell’s famous paper suitable for publication in a professional journal.  These early changes included the insertion of material which omitted the names of Hume, Polak and Fleming.  It therefore appears to claim propriety of  results which they had previously reported.  

Five years later, the contemporaneous appearance of this paper in the Caves and Johnson [1968] book of readings constrained the extent to which further alterations could be made to it.  Consequently, the editing undertaken in 1967 for International Economics left the Capital Mobility Paper essentially in its originally published form (although with an added appendix).  Instead other papers, especially those that appeared before 1962, were changed so as to correct defects and to provide an integration of the research agenda which led up to the famous paper.  In this way the adaptations for International Economics have the effect of seeming to assert that Mundell had priority over Fleming in deriving the celebrated model.

This possible assertion seems to us to be hard to sustain.  Instead our conclusion is congruent with the conventional one.  Namely, that Mundell’s Quarterly Journal [1960] paper, with its exclusive interest in dynamics, should not be considered to be part of the Mundell-Fleming canon.   Rather that paper should be seen as an unusual model which became the basis of the Principle of Effective Market Classification, which today has much less currency than does the famous model.

I. Introduction

In awarding the Bank of Sweden Prize in Economic Sciences in 1999, the Nobel Committee pointed to Mundell’s series of papers during the years 1960-64 as constituting his most important contributions to international macroeconomics.  It further stated that these papers are reprinted in his volume International Economics, published in 1968 (Persson, 2000, xii). This statement is problematic because the chapters in that book in all cases differ due to editing  from the original publications, some to the extent that they are barely recognizable.

The Nobel committee did not come up with this statement out of thin air, but instead was probably paraphrasing what it had read in vetting reports, which most likely were written by Dornbusch [2000] and Rose [2000].  In turn, these citations were reiterating what had appeared earlier from the pens of Frenkel and Razin [1987], and of Flanders [1989, 329],
 among others.  The form by Frenkel and Razin is the most specific:  “The foundations of the Mundell-Fleming model of international macroeconomics were laid a quarter century ago in the classic writings of Robert A. Mundell (1960, 1961a, 1961b, 1963, 1964; collected in 1968)…” (Frenkel and Razin, [1987, 567]).  The uniformity of these citations by Dornbusch, Flanders, Frenkel and Razin, Persson, and Rose is striking, as though they arose from an orchestrated campaign.

This paper analyzes the consequences which these adaptations have The hypothesis in this paper is that the editorial decisions about the presentation of the material in International Economics were taken in order to maximize its attractiveness when viewed as a single-volume collection of works.  Since such a publication would be so much more accessible, it was likely that close inspection of these articles, especially by individuals or institutions wishing to assess the entire body of work, would be via the book rather than by the original papers.  This would be even more likely to occur if Mundell’s “marketing department” (Dornbusch [2000, 201]) repeated a number of times the elaborate phrasing of the citation which is given above.  The first part of the citation emphasizes how early the original contributions had appeared, and the second part of the citation points the way to an easily accessible source of the apparently faithful reproductions of the works.

The view that this body of work deserved close attention was founded on the extraordinary interest that the profession had shown in the Capital Mobility Paper (CMP) (Mundell [1963e]).  The decisions concerning editing therefore reduced to whether the uniqueness of that paper should be emphasized, with previous work viewed as building towards it, or whether earlier work should be highlighted more, in order to present a coherent and substantial multifaceted body of work focused on a particular topic: open economy macromodelling.  These goals were not necessarily inconsistent as the papers could be reworked in order to demonstrate the continuity of the research agenda, an aspect that was lacking in the original publications.

As we show in this paper, in International Economics Mundell did alter all the earlier publications with the result that these changes made the body of work seem more consistent.  The chief object of the adaptations was the earliest paper which he had published in the area of international macroeconomics titled “The Monetary Dynamics…” (MD) (Mundell, [1960]), and which, according to later publications, contained defects in its original form.  In addition, adaptations to footnotes in subsequent works were made in response to these changes  Finally, CMP itself was adapted in the form of the addition of a substantial amount of new material during its transformation from a working paper into its published form in 1963.  Changes resulting from its later adaptation (in 1967) are comparatively quite minor.

The result of these adaptations is that the body of work in International Economicwas more cohesive and consistent than a collection of the contributions in their originally published forms would have been.  That is, the papers were now integrated, as was Mundell’s stated intention (Mundell [1968a, v]).  In addition, the chapters in the book were now ostensibly free of defects.  The adaptations therefore constituted a valid body of work, which extended back to materials published prior to Mundell’s tenure at the IMF.  The result was to lend credence to the claim that Mundell had developed the famous model before Fleming [1962] did.  But such a claim must first make the argument, as Mundell does in his recollections [1999], [2001], and [2002], that the MD article is appropriately seen as part of the Mundell-Fleming canon.  We feel that this is a difficult argument to sustain.

II.
The Origins of CMP: the March 1963 DM and the June 1963 Adaptation

Less than two months after Fleming published his landmark work (Fleming [1962]), Mundell began writing a manuscript that would evolve into his celebrated Capital Mobility Paper, whose best known version is Mundell [1968h]. The first written evidence of his renewed activity in this line of research, which had lain dormant since 1961 (Mundell [1961a], [1961c]), comes in the form of a two-page attachment to a notice of seminar  (Mundell [1963a]).  This attachment lays out quite an ambitious agenda, even promising analytical comments on econometric work undertaken to test open economy macromodels.  The exchange rate regime question is not explicitly considered, but there is a focus on “…the implications of capital mobility for stabilization policy…” (Mundell [1963a, 2])

Apparently these ambitions were scaled back substantially, and the first version of CMP, and in many ways the definitive one, is the Departmental Memorandum (DM) put out on March 20, 1963, approved by Fleming (Mundell [1963b]).  This is the most reliable version in that it includes all the substantive results that are repeated in later versions, but here they appear in a shorter form.  The familiar results of the famous checkerboard square
 are fully reported in this nine-page version of the paper (although the table itself does not appear until the June 6 incarnation (Mundell [1963c, 18])).

In this March 20 DM one finds discussion of the consequences under flexible exchange rates of: monetary policy, fiscal policy, and foreign exchange policy (which, as in later versions of the paper, is found to be virtually the same as monetary policy).  The results reported are repetitious of work Fleming had published four months earlier.  Under fixed rates Mundell considers: monetary policy (for which he finds that the Hume-Polak ineffectiveness result holds), fiscal policy, and deficit finance.  After this central section of the paper, there is discussion of “Fixed Exchange Rates and Sterilization Operations.”  This material, too, appears in the later versions of this paper such as Mundell [1963c], [1963e] (CJEPS63) and [1968h] where it is included under the rubric “Other Policy Combinations.”  There are no citations in this DM.

If this DM is accepted as the definitive version, then all subsequent forms of this paper are, in essence, adaptations.  They are in a format more suitable for publication in a professional journal in that they contain tables, references, footnotes, and figures.  But most of these additions are merely for show and spin; they do not add substantively to the forthright statement one finds in the original, March 20 version.  Furthermore the added  sections of the paper, which more than double its length, have the feel of being appended to the original paper, in that there is little integration of this new material with what is in the earlier version.  All the additions are peripheral both in the sense that they can be ignored with no loss of substance, and also in the sense that they appear entirely at the beginning and at end of the paper.  The heart of the paper is essentially unaltered, and the new material bookends what we have in the original version.

When one views the Departmental Memorandum draft of the CMP as the definitive statement of the argument, then the subsequent versions must be seen in a different light.  One of the key amendments in all adapted versions of the paper is the addition of a Long Footnote, which is synedochal of not only all the changes which were made to the original paper, but also of the relationship between every paper published during the period 1961-1962 and earlier work.  The dominant theme of this footnote is that the results reported in it are solely the outcome of Mundell’s extending previous work on his own model, with the latest work additionally repairing shortcomings in his earlier publications.

In all versions of CMP in which the Long Footnote appears, it is placed in the paper at the point where the newly-introduced diagrams also make their appearance: namely, at the beginning of the newly-appended material which runs to the end of the paper.  (For example, in Mundell [1963e] they both appear starting at page 481.) It is appropriate that these two portions of the amendment are adjacent because the diagrams work with the footnote in order to make the argument that the results reported in CMP are completely consistent with the analysis one finds in previous Mundell papers, dating back at least until 1961.
  Furthermore the implicit claim is that the reason these results had not been reported earlier is that the author had not until that time thought about the ultimate destination of the world financial system, when it attained perfect capital mobility.
  But once he appreciated what the world would look like at that point, a change of definition of monetary policy was necessary.  With the change of definition, the checkerboard square results suddenly appeared.  Since this is such an important method of policy classification, Mundell argues that CMP provides an essential guide to policy-making in a globalized world.

The arguments in the Long Footnote are of sufficient importance that we devote the next two sections of this paper to an analysis of it.

III. An Analysis of the Long Footnote in the Adaptations of CMP
The Long Footnote in the first adaptation of CMP, the June 1963 manuscript (Mundell [1963c, 14a-b]), covering well over one page of single-spaced typescript, had two contradictory purposes, which created a delectable tension in its construction.
  In the same way, virtually all the papers which eventually were included in International Economics walk a fine line between emphasizing continuity with earlier work (at the risk of unnecessary repetition) and emphasizing the novelty of the present contribution (with risk of rupturing the sense of continuity with preceding work).  As we note below there is a great deal of repetition in Mundell’s research output.  Since the stakes were so high concerning the possible impact of CMP on Mundell’s professional standing, this tension becomes palpable in this crucial footnote.

On the one hand, the author wished to promote a sense of continuity between his earlier work and the results in CMP.  For this reason Mundell points to the similarity of the diagrammatic tools presented there to those that he had used in the past.    This connection is clearest in the version of the Long Footnote that appears in the first adaptation, because it alludes to only two previous papers (Kyklos (Mundell [1961a]) and CJEPS61 (Mundell [1961c]).
 The diagrams from those papers do indeed appear as the upper and lower panels, respectively, of each of the two figures that are presented in CMP. 
  The two alterations required in order to make them identical are very minor.  First, the FF locus, which had appeared in Kyklos with a positive slope (and in one case it was vertical), now is portrayed as being completely horizontal.  This is a straightforward change because CMP is dealing exclusively with the perfect capital mobility case.
 In addition, the CJEPS61 diagram now appears mirror-reversed for convenience of exposition.

On the other hand, the author wished to emphasize the novelty of the results which CMP presented.  Ideally an earlier result could be presented to serve as a foil for the more recent conclusion.  This one does not find in the paper, perhaps because to have done so would have been to emphasize the narrowness and repetitiveness of his research effort.  Instead one finds that some inconsistencies are acknowledged but others are not.  But even where the acknowledgement is made, it appears to have been done reluctantly and without full reconciliation.

An example of a contradiction to which attention is called is the fiscal policy result for flexible exchange rates.  CMP finds that fiscal policy is completely ineffective in influencing output and employment under flexible exchange rates.  The Long Footnote points out that in CJEPS61 “…it was…argued that…fiscal …[policy is]…more effective under flexible exchange rates than under fixed exchange rates.”  (Mundell [1963e, 481]) This inconsistency is said to be due to differences in definitions and in assumptions.

An inconsistency which goes unacknowledged is that concerning monetary policy.  In both Kyklos and CMP, the conclusion is that under fixed exchange rates monetary policy is ineffective when one considers only equilibrium situations.  In contrast, CJEPS61 had found that expansionary monetary policy had a positive impact on employment at least in the short-run equilibrium. (Mundell [1961c, 513])

Clearly part of the reason why we have such different conclusions is that alternative definitions are being used in the two cases. CJEPS61 defines an expansionary monetary policy as being a reduction in domestic rates of interest, whereas Kyklos and CMP consider such a policy to be an increase in the quantity of domestic credit.  But there is a further difference at work here revolving around whether we are dealing with a short- or a long- run equilibrium.  Kyklos seems to be reconcilable with CJEPS61 if the timeframe is short enough so as to permit a consideration of points which in Kyklos, in its original and adapted forms, are variously described as “partial equilibrium,” [1961a, 163] “’equilibrium’” [1961a, 164]  “quasi-equilibrium” [1968a, 226]
 or “external disequilibrium” [1961a, 165].

Despite acknowledgement of the fiscal policy inconsistency, one gets the feeling from the Long Footnote that the author does not relish making such comparisons.  His favored interpretation is that for the most part any apparent inconsistency is only illusory.  Here is an example of such a claim: “The apparent conflict with the present analysis lies in the different definition of monetary and fiscal policy and in the extreme assumption in the present paper of perfect capital mobility…In both cases the underlying model is (in essence) the same and would yield the same results if the same assumptions were made about capital mobility and the same definitions were used.” (Mundell [1963e, 481-482])

The explanation for this reluctance to make comparisons to earlier work is stated at the very beginning of the Long Footnote.  The reason that Mundell does not wish to make an extended comparison with the analysis in CJEPS61 is that that article had as its “…main purpose…to show that commercial policy—import restriction or export promotion—was ineffective under flexible exchange rates…” (Mundell [1963e, 481]).  What this discussion fails to point out is that at least two-thirds of CJEPS61 deals with monetary and fiscal policy and therefore a comparison of its results with those of CMP was quite germane.

This reluctance is expressed even more strongly in Mundell’s recollections when commenting on Fleming’s citation of his work (Mundell [2001, 223]).  He says of Fleming’s choosing CJEPS61 as the one paper in Mundell’s bibliography which is used as a foil for his own work “Curiously, he chose the least relevant article to his or my topic…What must have been going through his mind to single out that paper (which showed that commercial policy was ineffective or counterproductive under flexible exchange rates but no capital mobility) as the most relevant of my papers on monetary and fiscal policy?”

Our view is that Fleming had chosen precisely the right citation of Mundell’s work, and indeed did not need to allude to any other paper in order to make the comparison.  The reason is that CJEPS61 is the first of the checkerboard square articles, in that it deals with both monetary and fiscal policy, and both fixed and flexible exchange rates.  It therefore provided a direct comparison with what Fleming was doing, in a way that no other macro paper by Mundell extant at the time did.

The reference to “no capital mobility” in the quotation above is a mystery to us, but one which recurs in Mundell’s recollections.
  CJEPS61 clearly specifies that capital movements are assumed to depend on interest rates: “I assume that capital imports and exports depend on the interest rate at home and abroad, but that the latter are parameters determined by monetary policy.”  (Mundell [1961c, 510]) Curiously this sentence is modified in the adaptations in International Economics:  “We assume that while capital imports and exports may depend on interest rates at home and abroad, the latter are...”  (Mundell [1968g, 241])

We suspect that Mundell may be playing a word game here, of the sort that we will encounter again below.  While it is true that the results in CJEPS61 do hold if there is “no capital mobility,” they hold as well if capital mobility does exist (although perhaps problems arise in the polar case of perfect capital mobility).  That is, zero capital mobility is one, but only one, case in which the results hold, since they hold quite generally.  Or to state the point again, the degree of capital mobility is essentially irrelevant to this result.

There seems to be more going on here than just reluctance to make comparisons.  Mundell probably wished to hide these particular earlier results on both monetary and fiscal policy because they contrast so strongly with what he concludes in CMP, and because they had been published only sixteen months prior to it.  As we have noted the one example that is mentioned in the Long Footnote (but not in the body of the CMP) is the fiscal policy result for flexible exchange rates.  As we pointed out as well, the analysis of the monetary policy ineffectiveness result under fixed exchange rates could have been added to the list of inconsistencies.  That conclusion, while validated by some interpretations of the work in Kyklos, is at variance with the result reported in a paper published in the interim, namely CJEPS61.  Furthermore, this ineffectiveness result for monetary policy in earlier papers (Kyklos and Barter Theory (Mundell [1962b])
) is quite rightly attributed to Hume.  In CMP Hume’s name is not mentioned, and, although there is a passing reference to Ricardo, the conventional interpretation is that Mundell is claiming this result to be a fresh discovery which he has made.
 Given Polak’s [1957, 10] contribution in this area, it is appropriate to call it a Hume-Polak result, an expression which Mundell himself has used (Mundell [1991, 481]).
 

These failures to make comparisons to earlier work are quite vexing.  While the fiscal policy inconsistency is mentioned in the Long Footnote in all versions of CMP which contain it, there is only a limited degree of explanation for the differences from earlier Mundell papers and even less of an attempt at reconciliation.  

As noted above, there is merely the assertion that the present model is “in essence” the same as earlier ones, and therefore these results can be derived from them.  These claims of CMP cause the reader to sense that the earlier results are not relevant to the modern world of high capital mobility.

The major claim of the Long Footnote is that Mundell had had an epiphany that high capital mobility was the direction in which the world economy was heading, and therefore an analysis of its ultimate destination was appropriate.  In this world it was necessary to change the definition of monetary policy.  And in turn this change generated profound insights, making clear that the checkerboard square was the preferable way of assessing the policy mix question.

Despite the importance of this amendment to the original paper, it contains two mistakes,  which tend to undermine its validity.  The first error is as follows: In citing CJEPS61, Mundell reverses the words in its title.  Whereas the correct title is listed in the references in the present paper, Mundell cites his own work as “Employment Policy and Flexible Exchange Rates.” 
 This error disappears in the International Economics adaptation as the references in it are identified by chapter number. The chapter in question has the title stated identically to that of the original publication.

More importantly, the second mistake concerns the meaning of the term “fiscal policy.”  The Long Footnote states that the definition of fiscal policy in CMP is “…an increase in government spending financed by government bond issues with no change in the money supply” (Mundell [1963e, 481]).
  Since the key point of note in the fixed exchange rate portion of CMP is precisely the endogeneity of the money supply and the alteration in its value as government expenditure increases, this italicized negation seems bizarre.  Surely it is a typo, although one that appears in identical fashion in every adapted version of  CMP.

IV.  The Changed Definition of Monetary Policy

The first paragraph of the Long Footnote claims that the perfection of capital mobility necessitates a change of definition of a given monetary policy.  In Mundell’s IMF lecture he states, “In my earliest works on the model I identified monetary policy with interest rate policy…Later, however, when I made the assumption of perfect capital mobility, monetary policy had to be redefined and was correctly treated as an open market operation”(Mundell [2001, 224])
,
  The tone in this footnote is that this is the first time that the idea has crossed the author’s mind.  But this is far from true.  Mundell had used the interest rate as an indicator of monetary policy many times before and at least once after (MD, CJEPS61, IMFSP, BNL).
  In contrast he had used the money supply (or domestic credit) at least once previously, in his article in Kyklos, although somewhat inconsistently.

Furthermore the evidence is compelling that he had considered before the dilemma that is presented when a central bank is setting the interest rate in a perfect capital mobility situation.  Namely, he had faced it in writing his MD (Mundell [1960]).  In it he states (237) that when it comes to capital mobility “Two extreme cases can be identified: the foreign balance schedule is flat if capital is perfectly mobile and vertical if capital is completely immobile.  Figures IV and V [in both of which the foreign balance schedule is shown as being horizontal] are drawn on the assumption that capital is almost completely mobile.”  Surely the reason that Mundell uses that ungainly expression, “almost completely mobile,” is that he is aware that there is an apparent contradiction between the notion of perfect capital mobility and the claim that central banks are setting interest rates as their monetary policy implementation.  In the International Economics adaptation he uses “virtually perfect capital mobility,” or “extreme case of perfect mobility.” (160)

Before dealing with the validity of this change in definition, let us see instead how it relates to his description of his prior work.  In the first paragraph of the Long Footnote in CMP he points out that in CJEPS61 the central bank is maintaining a constant rate of interest.  In this case, he claims “…the money supply is allowed to expand in proportion to the increase in income…” (Mundell [1963e, 481])
 But, in fact, this conclusion can not found in CJEPS61.  This overly-specific claim is just one mention of a Fleming [1962, 374, 379] conclusion which Mundell asserts at least five times in CMP.
  While this claim may be correct under certain circumstances, the specific assumptions which are needed to validate it are not made in CMP, although they are so made in the well-defined model in Fleming.

The middle paragraph of the Long Footnote deals explicitly with the definition of a given monetary policy.  In fact, many of the observations of this paragraph apply to a situation of capital mobility of any degree, but Mundell phrases his claims in a way which makes it sound as though these points arise only in the perfect capital mobility case.  This is simply not true.

He claims that the reason he changed definitions for the present paper is that “monetary policy cannot in any meaningful sense be defined as an alteration in the interest rate when capital is perfectly mobile, because the authorities cannot change the market rate of interest.”  This sentence makes two mistakes.  First, it is easy to define monetary policy in terms of interest rates, even when capital mobility is perfectly mobile.  One way is to distinguish between the target rate of interest and the actual rate of interest (as is done today by the Bank of Canada in implementing monetary policy.  Although they are very close, both values are reported on the Bank’s website (2005)).  Another way to have a consistent definition is to think in terms of a dynamic model, as in MD.  At a point in time the central bank can set the level of the interest rate, however the degree of capital mobility determines the speed at which that level must adjust.  (Operationally this may not be very different from the distinction made immediately above.)  (Mundell notes later in CMP that ”…many of our actual observations about the economic world are observations of disequilibrium positions…” (Mundell [1963e, 484]) so certainly for empirical applications of this model a change in interest rates is perhaps possible, if only transiently, even in a perfect capital mobility setting.)

The second mistake in this sentence is that it suggests that this problem arises only in the perfect capital mobility case.  This is incorrect.  As Kyklos, which deals with a general degree of capital mobility, emphasizes, the central bank can not arbitrarily set the value of the interest rate, because neutralization of the balance of payments can not be carried out indefinitely ([1961a, 163-66])).  Presumably CJEPS61 is a short-run analysis, and in this way it is consistent with Kyklos in that time frame.  But as time proceeds the money supply adjusts to the needs of the domestic goods market and to restore balance to international payments.  CMP (Mundell [1963e, 480-81]), with perfect capital mobility, and Kyklos with a general degree of capital mobility, both state this point unambiguously.  Therefore clearly it does not depend on the degree of capital mobility.

The same critique can be leveled at the next sentence in the Long Footnote: “Nor can monetary policy be defined, under conditions of perfect capital mobility, as an increase in the money supply, since the central bank has no power over the money supply either (except in transitory positions of disequilibrium) when the exchange rate is fixed.” (Mundell [1963e, 482])  As Kyklos (160-66) shows this claim applies not only to the perfect capital mobility case, but to a general level of capital mobility, in the Mundell-Fleming specification of the capital account.

To summarize our observations concerning these two sections, we can say that the Long Footnote clearly asserted propriety over results which had previously been reported by Hume, Polak, and Fleming.  Further, in order to maintain continuity with previous work, Mundell points out that the diagrammatic tools and some of the definitions had been employed his earlier publications.  What differed about the CMP was the definition of a given monetary policy.  This change of definition was forced upon the author by his sudden realization of the nature of the environment towards which the world economy was moving.
  The implicit claim is that the results reported in CMP could have been derived by a conscientious readers of the earlier works.

The third paragraph in the Long Footnote (in all adapted versions of CMP except that in International Economics) deals directly with MD.  Since that paper is, of the important contributions to International Economics, the one which has the largest amount of material directly altered in its body, we deal with this portion of the Long Footnote in a separate section.  But to understand fully those alterations we need first to delineate the constraints that applied to the adaptations undertaken in 1967.

V. The Situation in 1967

In 1967 Mundell was under contract to produce for Macmillan, Inc. a volume of collected papers  which was eventually titled International Economics.  Presumably, the goal for the editing which went into the manuscript was to make his research output appear to be consistent and progressive when laid out in a single-volume format.
  The central focus of the output would be CMP, but inconsistencies with his earlier or concurrent work would be downplayed, while the element of continuity would be emphasized.  Three further considerations were relevant to these adaptations.  First it would be desirable to show continuity to work that had been done before Fleming [1962] in order to establish priority over that work.  Second, the work had to appear to be an internally coherent, substantial body, with a focus on open economy macromodelling.  Finally the work had to be presented as Mundell’s alone and therefore acknowledgements to previous work by others would be modified to make it appear that this body of work sprang fully formed out of Mundell’s analysis. Of course, acknowledging the influence of contemporaries such as Fleming, Krueger, or Sohmen was out of the question.
   Vanity footnotes which had served to get these papers in print could be elided, so long as that was not detrimental.

In the very same year
 CMP was to be included in the book of readings edited by Caves and Johnson [1968] for the American Economic Association.  The editors imposed strict guidelines which permitted only the most limited modifications.  Unless in 1968 two markedly different republications of CMP were to be countenanced, therefore, the form of CMP in International Economics was essentially determined by what was in the original publication.  But Mundell did make two substantial changes in CMP in editing it for International Economics where it appears as (Mundell [1968h]).  First, he included CJEPS64 (with the first three pages elided) as an appendix, something which Caves and Johnson had explicitly refused to do.
 In addition, he removed the third paragraph of the Long Footnote.  Minor modifications of other footnotes were also undertaken.  

Therefore in order to forge tighter connections among his papers, Mundell had to revise the earlier ones.  This he did, with substantial modifications made to MD.  These changes include the elimination of four of the nine figures, the rewriting of a whole (five-page) section, and the elision of the last paragraph in the appendix.
  We provide the details about these changes in the next section of this paper.  The adaptations of other papers were less extensive.  In particular, footnotes in all papers, but crucially specific ones in Kyklos and CJEPS61, were modified or deleted.  In these papers, as well, footnotes were added in order to draw tighter connections between them and either IMFSP or CMP.
  But one should note that there has been a change of title with the adaptation of IMFSP which has caused a number of well-known economists to mis-cite this paper.

MD was crucial to the success of the macro portion of International Economics because it was the first paper Mundell had written in the area.  Furthermore, it had sustained the greatest amount of criticism from subsequent papers which he had published.  And it clearly predated Fleming’s work on the topic of the monetary-fiscal mix.  To present an error-free version of this paper with the early date attached would then support Mundell’s claim of priority over contributions by other authors in the field.  MD was obviously different from most other papers which he had authored, in that it took a short-run dynamical approach to processes of adjustment in open economies.  It was therefore complementary and not necessarily inconsistent with the comparative static framework which had brought CMP such acclaim.

VI. The Adaptation of MD

Mundell’s “Monetary Dynamics…” [1960] (MD) paper has endured a huge swing in its standing both within the profession and in its own author’s mind.  Immediately after its publication, Johnson wrote a letter to Mundell “…saying something to the effect that it carried the subject to a different level…”
 (Mundell [2001, 221]) In contrast, Dornbusch in his discussion of Mundell’s Nobel Prize has only one word to say about this paper: “formidable.”
 He provides no further consideration of it, despite his extensive coverage of many other works, including most notably CMP, Barter Theory (Mundell [1962b]) and Optimal Currency Areas (Mundell [1961b]).  

Persson writing for the Nobel Committee says of this article that it presents a model in which “…differences in the speed of adjustment on different markets…” ([2000,xvi]) have consequences for the proper assignment of stabilization policy to various targets, summarized by the Principle of Effective Market Classification.  While this principle is just barely presented in MD, as we note below, in fact speeds of adjustment have nothing to do with it.

In MD the speeds of adjustment are parametric and not necessarily higher in one market than another.  Furthermore the process of adjustment is strongly influenced by central bank behavior, summarized by a reaction function, rather than by market equilibration processes, therefore the “overshooting” model of Dornbusch [1976] has nothing to do with the analysis in this paper.  On the contrary, the money-capital market equilibrium condition is not introduced in the whole paper, and the money supply does not appear as a variable anywhere in the extensive appendix.
 

As portrayed, the central bank has the option of choosing the market, in response to whose disequilibrium, it is adjusting the value of its setting of the interest rate over which it has control.  Should it respond to disequilibrium in the foreign exchange market (imbalances in international payments), or to disequilibrium in the goods markets?  The private sector, by the process of elimination, is then relegated to providing adjustment in the other market, the one which the central bank is ignoring.  But in all cases the speeds of adjustment are given parametrically.  The main focus is on the state of excess demands in various markets, with particular emphasis on the size of disequilibrium in the balance of payments, and the way in which this depends upon the degree of capital mobility in the Mundell-Fleming specification of the capital account.

While the profession at large after a brief attraction has spurned the article, Mundell  has moved in the opposite direction.  His own early references to MD dismissed it because it is “…a first approximation…” to work published only a year later. (Mundell [1961a, 158]).
  Further complaints are that it had done little more than “…examined a few…dynamic implications…” and that it left “…much more work…to be done on the theory of flexible exchange rates.” (Mundell [1961c, 516])  By the time the Long Footnote appeared these complaints had crystallized.  Repeating earlier claims of shortcomings, CMP states that MD merely focused on “…purely dynamical aspects…” of the comparison between alternative exchange rate regimes, and, more seriously, the paper “..suffers from precisely the defects…[which CMP]…tried to avoid…” (Mundell [1963e, 482])

These comments, of course, were written before the adaptations to MD which were undertaken in preparation for its publication in International Economics.  These adaptations afforded the author the opportunity to remove the defects which were pointed to by the Long Footnote in CMP, and of course this is precisely what he did.   In the process four figures are removed from the original form of MD, including the two diagrams with horizontal FF loci.  Also elided is the discussion of those cases representing the situation in which capital is “almost completely mobile.”  Instead the chapter talks about “virtually perfect capital mobility,” and even deals with “the extreme case of perfect mobility.”  But now the reader is no longer confronted with a contradiction between what a figure appears to be implying (horizontal FF is the extreme case in which capital mobility is perfect) and the way it is described in the text (almost, but not quite, complete mobility).

Once the adaptations were done, the improvements justified the removal of the sniping comments in the papers which had been written in1961.  Also the entire third paragraph of the Long Footnote in CMP was elided.
   Ironically, before the adaptations every important macro Keynesian paper which Mundell had written between 1961 and 1963 referred to MD.  But in their adapted versions only one of the papers (IMFSP) makes such a reference, and then only because that paper employs similar dynamic tools to those used in MD.  Understandably all the other papers, arguing along comparative static lines, failed to make any reference to it.

Clearly this was a useful strategy in editing the manuscripts for the volume.  The novelty factor that these dismissals highlighted, which encouraged publication of later papers by denigrating earlier work, was no longer a useful tactic when the papers all appear together as they do in International Economics.  The attempt to forge these papers into a coherent unified body of work required the editing to downplay any inconsistencies between later and earlier work.
  The emphasis in the Long Footnote in the International Economics adaptation is now entirely on how any apparent inconsistencies are in fact illusory.  No defects remain once the adaptation is carried out and CMP appears in the form of Chapter 18 in International Economics (Mundell [1968h]).

With the dismissive remarks removed, all these disparagements are forgotten in the assessment which Mundell makes with the benefit of forty years of hindsight.  Now Mundell [2001] is mystified as to why this paper is not rightfully recognized as being an article central to the development of the open economy macromodel.  “It took me some time before I realized that some economists did not count the model…[in MD]…as part of the Mundell-Fleming model.”
 [2001, 219]  He insists in contrast that “…in some respects this first in the series was the most important and set the methodology for the others
…I needed a coherent and plausible international macroeconomic model that was consistent with a full-employment economy…this formulation…fits the world of today better than the variable output versions
…The model found a new application for economic dynamics…” [2001, 220]  

Questions arise as to what caused the profession to turn its attention away from this article, and what caused Mundell to change his assessment of this paper in the opposite direction.  The answers involve the changing nature of the analytics of open economy macromodels.  The claim of early Mundell had been that “…an explicit dynamic model is…essential to even a minimal understanding of the meaning of the adjustment mechanism.”  (Mundell [1960, 228]) But the late Mundell (Kyklos, CJEPS61, CMP, CJEPS64) had phrased its analysis entirely in comparative static terms.  Such analysis was far easier to understand, and this was particularly true when put in the form a checkerboard square.  Clearly dynamics, especially when phrased in disequilibrium terms, were being superseded by statics.  CMP is the apotheosis of the comparative static analysis, and the first adaptation of it contains the checkerboard square explicitly in a tabular form (Mundell [1963c, 18]).

In addition, in order to try to forge the link between MD and CMP, and thereby to establish the basis for the assertion that MD is part of the Mundell-Fleming model, it would be useful to show that the MD framework is capable of handling comparative static analysis.

While the early Mundell dismissed MD with the statement that it dealt with “purely dynamic aspects” of the comparison of exchange rate regimes, the late Mundell found much to praise in the comparative static capabilities of that framework.
  The late Mundell claims that “The comparative statics of the model could show the effects of expenditure changes on interest rates and the relative prices,” (Mundell [2001, 221]) but in fact the early Mundell did not actually carry out such an experiment.  

For those readers who can not muster the ingenuity to tackle this exercise for themselves, the late Mundell does it for them.  “One implication of the model was that a domestic boom (shift up and right of the XX curve) would raise interest rates, attract capital inflows, appreciate the real exchange rate, and worsen the balance of trade, a conclusion that would hold under either fixed or flexible exchange rates.  This was very relevant to an understanding of the economy of Canada…in the 1950s,…the Reagan boom in the early 1980s and the German unification boom in the context of the exchange rate mechanism crisis in the early 1990s.  Under the old Keynesian model, which typically assumed capital immobility, it was generally assumed that domestic expansion would weaken the currency.” (Mundell [2001, 221]) 

There are a number of problems with this discussion.  From the Canadian perspective, most analysts see the high value for the Canadian dollar during the early 1950s as being due originally to an export surge as world demand for Canadian primary commodities increased.
  The correct portrayal of this situation therefore requires that both the XX and the FF loci shift right in response to this shock.  As a consequence the trade account initially improved, being tempered somewhat by the high value of the Canadian dollar, whose movement seemed to coincide with the change in the terms of trade.

In the middle of the decade the current account worsened, in response to an investment surge, which took the form of heavy increases in imports of iron and steel.  Once again the common view is that “non-price factors” are at work.  It is true that the current account worsened, but this is not due to movements in the terms of trade.  Nor did the interest rate move markedly in the direction that the MD model suggests it should have.  The Canadian dollar fell in value at that time, along with the worsening of the Current Account.  

The most noteworthy feature of the decade, however, occurred at its end.  It is generally agreed that it was the misguided tight monetary policies of James Coyne as the Governor of the Bank of Canada which brought an abrupt end to what had until that point been a fairly successful experiment with flexible exchange rates.  In light of these various episodes, we can state clearly that the 1950s was not a period which would be called in its entirety one of domestic boom.

This Canadian example recalls, as well, the discussion in CJEPS61 whose argument is that fiscal policy would have gotten the economy out of the recession faster under flexible rates than it would have under fixed rates.
  This is quite contrary to what Fleming [1962, 372] and Rhomberg [1964] were saying at the time.  By that point Mundell’s contribution to the ineffectiveness debate concerning goods market interventions was limited to a discussion of commercial policy’s impotence.
  It was precisely because of the Canadian recession, starting in 1957, that the discussion in CJEPS61 had been currently topical.  Of course, one of the key conclusions of CMP concerns the inefficacy of fiscal policy under flexible exchange rates.  In the later paper Mundell recants his previous position on this matter, and embraces the Fleming and Rhomberg view, but without acknowledging their position nor that they had held this view long before he switched over to their side.

Perhaps the most remarkable aspect of the analysis of the comparative statics above is that it equates the movements of real and nominal exchange rates.  It is true that these examples are ones where nominal exchange rates moved, in some cases drastically.  But is it obvious that real exchange rates moved as well?  And, whether they did or not, does the model in MD help us to understand this effect?  The answer appears to be that it does not, since nominal exchange rate values seem to be indeterminate in the model.  For example, the model is designed so that the same value of the real exchange rate is attained even if the nominal value of the exchange rate is kept constant (as under a fixed exchange rate regime).)  Thus, the MD framework would suggest that Canada’s experience in the late 1950s and early 1960s would have occurred even if the authorities had been pursuing a fixed exchange rate regime.  Such a view is inconsistent with the entire literature written on this subject.
  It is real exchange rate values alone whose movements can be analyzed in the MD framework.

The second purpose of the adaptations of MD was to firm up the equivalence of the  comparative statics of the model under alternative exchange rate regimes.  The key point of the paper was to examine Friedman’s assertion that “If internal prices were as flexible as exchange rates, it would make little economic difference whether adjustments were brought about by changes in exchange rates or by equivalent changes in internal prices.”  The conclusion of Mundell’s paper follows this quotation immediately: “…while this view, under certain circumstances, may be valid in statics, it is entirely erroneous in dynamics.”  (Mundell [1960, 227-28])

It was noted in the original version of the paper that there arise “…monetary differences between the two systems based on consideration of fixed debts.” (Mundell [1960, 228])  The adaptation undertakes to eliminate even this distinction between the systems.

The way this point is presented in the International Economics adaptation is by noting “…that equal percentage changes in the price level and exchange rate have different monetary effects inasmuch as a price-level increase reduces, while an exchange-rate appreciation increases, the real value of cash balances.”  In order to eliminate this discrepancy, the adaptation offers a simple solution: “An exact identification between the two is possible, however, if an exchange-rate appreciation is accompanied by an equal percentage reduction in nominal cash balances, or, alternatively, if an increase in the price level is accompanied by an equal percentage increase in nominal cash balances.”
 (Mundell [1968h, 157])  While attempting to make more explicit what the central bank is accomplishing, this sentence in fact has just the opposite effect.

However, while the tools of the central bank are not described in specific terms, its actions are.  The basic building block of the MD paper is:  “The rate of interest is assumed to be determined by the monetary policy of the central bank—which means that the latter must always supply funds to the public (through, say, open market operations) to make any given interest rate compatible with equilibrium in the capital market…” [1960, 229]  Whether interest rates can be pegged at the same time that the central bank is undertaking the “exact identification” operations noted above is an open question.  But there is a further task which the monetary authorities must deal with: “…if the monetary authorities stabilize the exchange rate they must be prepared to buy and sell foreign exchange reserves at a fixed price, and if they stabilize the price level they must buy and sell goods and services at a fixed price…” [1960, 233]

It seems to us that in adding on the burden of the “exact identification” operations, the central bank is overwhelmed with tasks.  Do the authorities have a sufficient number of tools to carry out all the chores that they are being asked to cover?

The third major change in the International Economics adaptation concerns the “Principle of Effective Market Classification.”  This principle is mentioned in only three of Mundell’s original publications and with somewhat varying interpretations.  In MD and IMFSP the setting is explicitly dynamic.  In BNL the setting is entirely static, but the adaptation of that paper which appears as Chapter 14 in International Economics (Mundell [1968d]) is so substantial that it is virtually unrecognizable.  In the later added sections of that adaptation, which we enumerate below, the Principle is reiterated in dynamic terms.

Interestingly, in the original MD article the expression “effective market classification” does not appear until the very last paragraph of the body of the paper [1960, 250].  Indeed, the general observations upon which that principle is based are not introduced until the concluding section of the paper.  This seems to treat the Principle as an afterthought, rather than being a key idea which could tie together a number of contributions.  We have been unable to find a succinct statement of the Principle in the corpus of Mundell’s research.

In order to make this Principle a more substantial contribution, the International Economics adaptation of MD includes a discussion of it in the very center of the paper [1968c, 163], in the section already completely modified to eliminate the perfect capital mobility defects which CMP had noted.  Although that discussion does not add anything new to the concept, indeed, in many ways is merely repeating what appears in the unchanged conclusion of the paper, its earlier, more definitive declaration at this point in the paper reinforces the purported substantial contribution which some economists think this Principle makes.

VII. The Strange Case of the Banca Nazionale Lavoro Paper

One of the longest papers which Mundell has published in a professional journal appeared in September 1963 in the Banca Nazionale del Lavoro Quarterly Review.  At twenty-four pages, this paper, entitled “On the Selection of a Program of Economic Policy with an Application to the Current Situation in the United States,” was essentially a contemporary of the CMP.  Its model and purpose were quite different however and so it needed to be kept under wraps when the process of editing for International Economics was undertaken.  Extensive adaptation of this paper would not create much attention as it had been published in an Italian journal that is not every day reading material for members of the profession.

The paper starts by providing a general consideration of the choices which policy-makers face when they carry out their official duties.  From this point a graphical device is used to exemplify these general observations.  The model is further specified by applying particular values, that are said to be relevant to the US and European situations, in order to analyze how the US authorities might escape from the dilemma in which they found themselves at the time, in 1963, with a balance of payments deficit and high levels of unemployment.

We can give a sense of the nature of the analysis, by citing some of its conclusions.  It found that the US balance of payments deficit could have been reduced by $2 billion and output could have been increased by $30 billion by increasing government expenditure by $12 billion and raising (long-term) interest rates by 1 percentage point. (Mundell [1963d, 280]). 

There was one aspect of the paper which made it a very attractive candidate for inclusion in International Economics: it dealt with a specific application of the Principle of Effective Market Classification, and in a way which made it more plausible for dealing with the US situation.  Namely, it included feedback effects from foreign countries in the markets for goods and services, so it did not picture the US as a small open economy.  Nonetheless, on the financial side it continued with the assumption that the US could set its rate of interest independently of the exogenously fixed foreign rates of interest.

The resulting adaptation was a complex affair (Mundell [1968d]), one that left even its author rather baffled. In personal correspondence, Mundell says that he wished that he had included this paper in the volume.
   Apparently he had forgotten that fully a third of the paper does in fact appear there, albeit in a disguised form.  Almost every one of the other papers which are adapted for the volume has that fact noted in the first footnote in each chapter.  But this chapter waits until the fourth page until it reveals the source of the material.  Even so this footnote is misplaced in that it indicates that only the preceding material derives from BNL.  In fact, the first eight pages of the chapter repeat BNL material very closely.
  But further, the title of both the chapter (“The Nature of Policy Choices”) [1968d, 200] and the reference to BNL are completely different from the original paper.  While titling the chapter should be whatever the author wishes, the title of the original paper is a given.  Mundell misstates it by referring to it as “The Nature of Policy Choice.” [1968d, 204]

After this portion, which follows the original article closely, the rest of the chapter is quite different.  The sections here include “Mathematical Aspects of the Theory of Policy,” “Anatomy of Policy Failure,” “Incomplete Information and Policy Dynamics,” and “Alternative Mathematical Formulations.”  The key difference from the original is that in these added sections there is no identification of what the specific policy tools under analysis might be.  In particular, the interest rate is left out of the discussion entirely (although there is a passing reference to the fact that a particular diagram may be thought of as a general case for which IMFSP (Chapter 16, in the adapted form in which it appears in the International Economics volume) would serve as an illustration). [1968d, 208]

Leaving out discussion of the interest rate was essential to the process of adaptation, because by 1963 Mundell was arguing in CMP that the use of interest rates as a gauge of monetary policy was inappropriate, even unacceptable.  That policy instead was to be measured by the size of domestic credit expansion, rather than by money supply changes or interest rate levels, along the lines of what we have noted at length above.  To have included this portion of the BNL in its adapted version in International Economics would have been directly to contradict CMP.

This contradiction can be exemplified in a stark fashion by a comparison of the original of BNL with CJEPS64 (which appears in an adapted form in International Economics as the appendix to Chapter 18), both of which are two-country models of the world economy.  For BNL the interest rate in the US is an exogenous variable, set by the monetary authorities.  The foreign interest rate too is given, independent of the values in the US, and there is no analysis of what these stances imply for money supplies.

In contrast, CJEPS64 assumes that interest rates must have the same value in the two countries.  Thus it includes the feedback effects of not only interactions in the goods markets, but also those in the financial markets.  The focus here is on the endogenous determinations of: the level of world interest rates; and the distribution of international reserves.  Clearly it would have been hard to reconcile the view which this paper takes with that which is presented in BNL.  The elision of two-thirds of BNL and its replacement with general theorizing enabled the author to avoid a head-to-head comparison.

In his Mundell-Fleming Lecture Mundell says that the original BNL “…article was, I think, the first fully-developed global empirical model of the world economy in a Keynesian framework, a precursor of the forecasting models used by professional forecasting companies like Otto Eckstein’s Data Resources and Laurence Klein’s WEFA.” [2001, 219]  As we now show, this statement constitutes an example of very generous assessment of one’s own work.  

Let us look briefly at the data sources in it, and at a few of its limitations.  Herewith is the only discussion of the way in which the parameter values in Mundell’s BNL paper have been “estimated.”  There are no data sources that are identified explicitly. As Mundell [1963d, 284] put it:

In developing the numerical values of one or more of the parameters I have benefited from (without necessarily accepting their results literally) published or unpublished work of T.C. Liu, D. Meiselman, W. White, F. de Leeuw, R. Rhomberg, von Hohenbalken and Tintner, D. Edwards, A. Okun, J. Vanek, P. Kenan [sic], and P. Bell, in addition to more well-known econometric models.  However, it is as well to emphasize again the tentative and exploratory nature of these estimates and my hope is that they will serve to simulate further research on the subject.

In addition to noting the weaknesses of the parameter estimates it is also necessary to point out possible refinements to the model itself—though the high price of increasing complexity must certainly be paid.  It is sufficient to enumerate some of the more important limitations:

(1) Foreign interest rates may react to a change in U.S. interest rates.

(2) The relation between changes in long- and short-term interest rates is unlikely to be linear as assumed in the text.

There follow eight more limitations of this sort.

Of course, none of this discussion finds its way into the adaptation of this material which appears in International Economics.

VIII. Is MD Part of the Mundell-Fleming Model?

We have seen how, for the important chapters in International Economics (Chapters 8, 11, 15-18), the most extensive changes were those that were undertaken of MD.  Furthermore that article is the lynchpin upon which a priority claim could be staked, since incontrovertibly it was written before and independently of Fleming [1962].  But to make such a claim one needs to first establish that MD has grounds for being a part of the Mundell-Fleming canon.  To see whether there are such grounds we start with first principles, but quickly apply the insights which we have uncovered in this paper.

There is no disagreement about what constitutes Fleming’s contribution to the Mundell-Fleming model.  Clearly it is the one paper published in IMF Staff Papers in 1962.  Similarly, there seems to be little disagreement about what is the locus classicus of Mundell’s contribution to the model: CJEPS63 (which is a specific example from a whole set of versions of a single framework.  These versions are sufficiently similar that we have identified them all here with a single designation, CMP).  The interesting question is whether any other papers need to be included in the rubric, and if so, which ones are they.  To this, Mundell has an answer, but one that we find unpersuasive:  “…I supposed it [the expression ‘Mundell-Fleming model’] included all my papers on international macroeconomics…” (Mundell [2001, 219])

With further consideration even Mundell would acknowledge that this is probably a bit of an exaggeration.  Barter Theory was certainly written before CMP was presented for the first time to an audience outside of the Fund. 
  Nonetheless, his recollections (Mundell [2001, 225]) make clear that this paper, being one which fell into the category of “return to the classics,” is not based on the Keynesian model, and therefore is not eligible for inclusion in the Mundell-Fleming rubric.
,

Similarly, taking Mundell at his word, if CJEPS61 is “…the least relevant article…” (Mundell [2001, 223]) for the issues discussed in Fleming [1962], then there are ample grounds for not including it in this category.  As we have argued in this paper, since this is one of the first of the checkerboard square papers, it certainly has lots of affinities with  

CMP.  Therefore, there are two, not necessarily contradictory, reasons for excluding this paper.  For Mundell the motivation is that he wishes to hide how different are its results, the last ones he reported before reading the Fleming paper, from the results laid out in CMP immediately after the Fleming paper was published.  For us, the two papers are very repetitive.  If the author feels that the later paper is the superior one, then we will accede to his view.  In either case, these arguments boil down to reasons for not including CJEPS61 in the Mundell-Fleming model.

As to IMFSP, we respect McCallum’s [1996, 145] citation of it as being part of the model.  Nonetheless, this seems to us to confuse the issue, since it brings in a very different facet of the modeling exercise, and perhaps that is why McCallum made his citation.  Namely this paper is written entirely in dynamic terms.  There is no attempt in it to do comparative statics.  In our view, the legacy of the Mundell-Fleming model resides in its textbook simplicity and the ineffectiveness results which are its distinctive feature.  On this view, too, we justify our excluding it: IMFSP deals only with fixed exchange rates.  Since the unique element of the Mundell-Fleming story is the comparison between the comparative static results under the two polar exchange rate regimes, this paper does not satisfy a number of different criteria.  For us the differences are too great and we are unwilling to include this paper in this category.

A similar argument would automatically exclude both Kyklos and MD.  Nonetheless it is worth going through the further differences which make them implausible candidates for inclusion in the Mundell-Fleming rubric.

Kyklos should be excluded for the same reasons that IMFSP is.  It deals just with fixed exchange rates, and virtually its entire focus is on dynamic adjustment mechanisms.  There is little interest in the comparative static results, the analysis is focused on whether the economy will be permitted to attain equilibrium, or whether the sterilization policy of the central bank will thwart the adjustment process.  This focus on dynamics is neatly captured by the title of the paper “The International Disequilibrium System.”  Remarkably the conclusion of this paper is that the presence of capital mobility makes little difference to the adjustment process as we have known it since Hume.  This is exactly the opposite of the claim in CMP.

That leaves just MD to consider.

It seems to us that the argument for excluding this paper from the Mundell-Fleming system is stronger than for any other contribution mentioned above.  This conclusion is consistent with popular opinion on the matter. 

The differences are staggering:  MD uses a definition of monetary policy that by the time of International Economics the author “no longer liked or accepted.” (Mundell and Swoboda [1969, 262]).  As a result, the author has indicated that comparisons with CMP are essentially ruled out.  Furthermore, this rejected definition of monetary policy is at the very heart of MD.  Whether the exchange rate is fixed or it is floating, the authorities in every case are gauging their monetary policy stance by the level and rate of change of the value of the domestic interest rate.  Furthermore, given the structure of the model in MD it is hard to see how one could conduct an exercise analyzing an expansionary monetary policy.  This is a substantial deficiency given the importance of such questions in the Mundell-Fleming canon.

MD casts its entire analysis in dynamic terms.  The comparative statics, which the recollections carry out retrospectively and are the heart of Mundell-Fleming, are rebuffed as being uninteresting by MD itself even in its adapted form.

MD sees the nature of the exchange rate regime as being essentially irrelevant for the equilibrium to which the economy settles down.  Mundell-Fleming asserts precisely the opposite, that one can not determine what the consequences of a policy initiative will be until he specifies the exchange rate regime which the authorities are pursuing.

MD assumes sufficient price flexibility that the economy is always in a full employment situation.  Mundell-Fleming does just the opposite, looking at how financial policies can have an influence on the level of output and employment in the economy.

MD models the central bank as being quite sophisticated, able to follow a reaction-function type of rule in responding to imbalances in various markets.  In strong contrast, Mundell-Fleming sees policy actions as being exogenous events.

MD may have been “formidable” to Dornbusch, but we find it to be virtually impenetrable.  We are not able to convince ourselves even that the rule for the fixed exchange rate regime in fact keeps the exchange rate constant, or the rule for the flexible exchange rate regime keeps the money supply (or the price level, in an inflation-targeting regime) constant.  In contrast, Fleming’s model is straight-forward since he has provided us with all of his equations.  And Mundell’s diagrams in CMP are easy to use as well.  The tractability of these frameworks is therefore wildly differently as between MD and the Mundell-Fleming model.

MD explicitly assumes that the degree of capital mobility is less than perfect.  In contrast, CMP assumes from the very beginning that capital mobility is absolutely perfect.  It sees as the key defect of MD precisely the fact that it can not handle this extreme case, which seems to be a stereotype towards which the world economy is moving.  It is this defect in MD that inspired the change in definition concerning monetary policy, which led the author to develop the correct version of the checkerboard squares table.

Obviously, there is no way that MD should be considered part of the Mundell-Fleming model.
 

IX. Conclusion

We have shown in this paper that the analysis of the Mundell-Fleming priority question boils down to a focus on the two key papers: Fleming (1962) and Mundell’s CMP.

The question then becomes, Can the argument be sustained that Mundell’s CMP was developed prior to and “completely independent” of Fleming (1962)?

The final answer to this question is perhaps obvious, but the details which we have turned up in arriving at this conclusion make a fascinating story, one which we intend to lay out in our next paper.
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� Most of these authors except for Persson are careful to use the words “collected in” (or  “appear in his collection”).  These are valid statements so long as adaptations are taken to be included in such an expression.  In contrast, the word “reprint” has an unambiguous meaning.  Flanders [1989, 329] says that these papers are “…reproduced…[in International Economics]…with at most minor changes”  We disagree with this statement especially as regards the material in Chapters 11 and 14, as we explain fully below.


� This expression refers to the analysis of monetary and fiscal policies under fixed and flexible exchange rates.  The results can be presented in a 2x2 table as is done explicitly in Mundell [1963c, 18], but more generally includes papers that cover all four cases.  This includes, at a minimum, Mundell [1961c] and one of [1963b], [1963c], and [1963e], as well as Fleming [1962].  (Mundell [1964a, 424], denoted hereafter by CJEPS64, includes a much more complicated version of the checkerboard square that appears in Mundell [1963c, 18].)  After 1963 there is an explosive growth in such articles, as is apparent from the bibliographies of survey works, such as Marston [1985].


� See the discussion in section VIII below concerning whether MD should be considered to be part of the Mundell-Fleming model.


� This interpretation is repeated in Mundell [2001, 224].


� The Long Footnote does contain the definitions of a given monetary policy and expansionary fiscal policy.  These important concepts surprisingly are not dealt with in the DM version of CMP, and in that sense the June 6 version represents an advance over it.


� The appearance of  Mundell [1962a] (IMFSP) as the lead citation in subsequent versions of CMP  raises a host of questions.  Its presence seems to be connected to the claim made in comments (Mundell [1969, 262]) and recollections (Mundell [2001, 223]) that CMP was written in response to criticisms of IMFSP.  This claim is made to seem more plausible with a reference to that paper being present in CMP. 


The timing of the publication of CMP seems noteworthy.  The paper was first presented outside the Fund on June 6, 1963.  Five months later, and with some further minor revisions, it was in print.


The haste of amending the Long Footnote so as to include IMFSP seems to be apparent from its form, and from its inclusion of a grammatical error and consequent unclear antecedent.


� The very fact that Mundell waits until this juncture to point out contradictions between his previous work and that in CMP serves to favor the continuity view of his work.  If instead there had been direct comparisons as results were derived in CMP, much of the paper would have been taken up finding the keys to the inconsistencies between the “early Mundell” and the “late Mundell” (Mundell [2001, 215]).  This would have emphasized the narrowness and repetitiveness of Mundell’s research efforts, while showing up as well the inconsistencies between the answers that are generated in different outings.


� A further point of clarification is in order.  While Kyklos places nominal income on the horizontal axis of all diagrams, thus permitting the reader the freedom to use either a Keynesian interpretation (in which nominal income varies because real income does) or a classical interpretation (for which the variation in nominal income is due entirely to movements in the price level), in the CMP incarnation of this diagram only the Keynesian interpretation is countenanced.


� Note that in using this expression in the title and the body of his paper, Swoboda [1972] is using words which do not appear in the original of Kyklos, although this expression is used in the adaptation which is in International Economics.  Further, it is the original version of Kyklos which Swoboda [1972, 163] cites in his paper.


� Interestingly, similar points in CJEPS61 are initially described as being those “indicated by the foreign trade multiplier.”[1961c, 512]  Although these points appear to be ones consistent with a fixed exchange rate regime, they are not so identified.  But later in the paper there is a comparison between the results which arise at an unspecified fixed exchange rate equilibrium to those which occur under flexible exchange rates.


� At that point in time the only macro papers in print or forthcoming by Mundell were: MD, Kyklos, and CJEPS61.  Since MD argues that the nature of the exchange rate regime is irrelevant for the values of real variables, it seems to be hardly an appropriate foil for Fleming’s [1962] paper, which makes quite the opposite claim.  Similarly, since Kyklos deals exclusively with fixed exchange rates, it is not a suitable case for comparison with Fleming’s paper which covers both exchange rate regimes.  The timing of CJEPS61 and Fleming’s paper is such that it is natural to wonder whether Mundell’s research had been influenced by reading an earlier draft of Fleming.  We have no evidence on this matter, since the earliest versions of each paper which are in our possession are dated November 1961,


� For example, in Mundell and Swoboda [1969, 263] Mundell comments on a comparison between the consequences of one policy under perfect capital mobility and those of another policy under capital immobility.  Surely Occam’s Razor argues that alterations in the economic situation should be made a step at a time.  The informative comparison in this case would have been the consequences of the two policies when the degree of capital mobility is parametric at some bounded level.


� In dating this famous paper as having been written in 1962, we are using the Mundell [2001, 225] description of the seminar at which the paper was first presented, and combining it with the date of Per Jacobsson’s double heart attack (April 28, 1963).  It seems highly unlikely that Fleming’s quip about Jacobsson would have been made after he had died.  Other dates that might be appropriate for this paper are: 1963, when Mundell claims the first seminar presentation took place; 1965, when the paper was presented at a World Bank conference; or 1967, when the paper was first published, as Mundell [1967].  In Boyer and Young [2005] we have dealt with the adaptations of this paper, including the change in its title, when it is published as Mundell [1968b].  That is, as Chapter 8 in International Economics.


� This result is now enshrined in the literature as an element of the Policy Trilemma or Incompatible Trinity (Obstfeld et al.[2004].  Rose [2000, 215] claims that “Mundell was the first to exposit the intrinsic incompatibility…”  We have been unable to confirm this claim.


� Polak {1957, 10] concludes about monetary policy that “A temporary expansion of [domestic] credit (terminated, but not reversed, after the end of, say, one year) will, by itself, bring about (1) a temporary increase in money income and the stock of money; (2) a temporary increase in imports and a permanent reduction of [international] reserves equal in size to the [domestic] credit expansion.”


� This view is encouraged by the conclusion of CMP which states “We have demonstrated that perfect capital mobility implies different concepts of stabilization policy from those to which we have become accustomed in the post-World War II period.” (Mundell [1963e, 484])  With respect to monetary policy, Mundell appears to recant this position in Mundell and Swoboda [1969, 264], a conclusion on which Swoboda [1972] focuses.  Since the comments contained in this citation were made at a conference in 1966, Mundell was repudiating a key conclusion in CMP before the editing of International Economics was undertaken in 1967.


� This error occurs in a number of Mundell’s publications.  It appears most recently in the version of  Mundell’s {2002, 5] recollections published in the Arnon and Young  conference volume.


� The wording of this (erroneous) definition is surprisingly close to Fleming’s [1962, 370].


� Mundell claims [2001,224] that Fleming probably chose CJEPS61 as his point of comparison because that paper uses the interest rate as its gauge of monetary policy, so choosing “It makes a starker contrast between our models.”  There are two errors in this statement.  First, Mundell had used interest rates almost exclusively as his definition of monetary policy up to this point.  Second, as pointed out in a footnote above, CJEPS61 was the first of the checkerboard square papers, and therefore it was the natural choice for the comparison.


� By 1966 Mundell was repudiating his earlier definition of monetary policy, admitting that it causes confusion.  “Professor Mundell states that he seemed to have created a lot of trouble by using, in his early papers, a definition of monetary policy that he no longer liked or accepted.” (Mundell and Swoboda [1969, 262)


� Mundell (1963d) (BNL) uses the interest rate definition of monetary policy, and this publication appeared after CMP was presented.  


� Although Kyklos starts off with a domestic credit definition of monetary policy, its last sections downplay the money supply.  They do so by leaving the LL locus out of the diagrams (([1961a, 167, 168]), and by identifying what happens to monetary policy in accordance with what happens to the interest rate.


� At this point in the Long Footnote in the adapted version in International Economics the same claim [1968a, 257-8] is made about the movement of the money supply and income in the analysis in IMFSP.  Since the dynamic setting of that paper is so much more complicated than the comparative statics of CJEPS61, we confine our attention to this paper alone.


� We have pointed this out in Boyer and Young [2005, 176-77]).


� A similar obfuscation of this matter is to be found in Mundell and Swoboda [1969, 263], as we have already noted.


� In a subsequent paper we intend to investigate whether Fleming [1962] could conceivably have provided no inspiration at all to Mundell’s writing of the CMP.


� In private correspondence between Friedman and Mundell dated May 27, 1967, obtained from the Hoover Institution Library, we find that the publication of Mundell’s collected works had originally been planned to be undertaken by the Brookings Institution, where Mundell was a Visiting Research Professor in International Economics during the academic year 1964-65.  The title proposed originally was “Theory of International Trade.” (Friedman Papers, Box 49.7)


� Two contemporaries whom Mundell cites during this period are Prais and Rhomberg.  Perhaps the most interesting of the footnote elisions that occur in the editing of CMP for International Economics concerns Rhomberg [1964].  We deal with this in Boyer and Young [2005, 174].  As a result the only reference of Rhomberg’s work in International Economics is to his unpublished PhD thesis. 


� In the editing of the footnotes for the 1967 adaptations, acknowledgements to Johnson, Metzler, Patinkin, and Samuelson disappear.


� It seems likely that Mundell’s move to Chicago and his friendship with Johnson generated both these opportunities to have prior work republished.


� We have obtained copies of correspondence between Caves, Johnson, and Mundell from the Robarts Library at the University of Toronto.  In order to include CJEPS64 as an appendix to his contribution, Mundell at first threatened to reject the solicitation of CMP and instead replace it with his short paper IMFSP. (Harry Johnson Papers, Box 42).  The first letter in this correspondence is dated January 26, 1966, and the last December 15, 1966.  Thus this correspondence was completed before Mundell edited his papers for Macmillan in 1967.


� In laying out the complete (three-equation) Mundell system of a small open economy Boughton [2003, 6] draws equations from two separate sources (Kyklos and the appendix of MD).  This choice suggests that with the elision from the appendix of these equations in the adaption of MD for International Economics, the Mundell system can not be found anywhere in that book even though it is intended as an integration of his work.


� In the adapted form in International Economics a footnote has been added to Kyklos [1968e, 231] connecting it to IMFSP.  Similarly, for CJEPS61 two footnotes have been added [1968g, 245, 247] noting the contrary finding concerning fiscal policy under flexible exchange rates in CMP.  A further long footnote has been added to the adaptation of Kyklos [1968, 226] which presents a mathematical formalization of the discussion of sterilization (or neutralization) policy.  This discussion, including the word “quasi-equilibrium,” is very reminiscent of the coverage of this topic in Barter Theory (Mundell [1962b, 456]).  This might be further evidence that the writing of Kyklos and Barter Theory took place very close in time (during the period 1961-62).  If so, it would validate the dating which we have given for Barter Theory.


� Obstfeld [2001, 38] and Swoboda [1972, 167] cite the original version of IMFSP but use the title that appears in the adaptation of it in International Economics.


� We have been unable to verify independently the contents of this letter.


� Dornbusch [2000, 202] claims that MD is the first of Mundell’s models in a Keynesian mode, despite the fact that it assumes full employment, a characteristic that Mundell notes makes it different from subsequent papers, notably, Kyklos, CJEPS61, IMFSP, and CMP.


� The focus of the Nobel Background article (Persson [2000]) on the famous “overshooting” paper (Dornbusch [1976]) is only one example suggesting that Dornbusch had enormous input into the Nobel Committee’s formulation of its thinking concerning the awarding of the prize.


� This sort of complaint seems to be a valid characterization of the way in which Mundell saw MD.  Afterall, MD admits that its analysis “..offers a simplified exposition…and provides preliminary answers…” {1960, 228]  It has “limitations” [1960, 230].  The adaptation of this footnote in International Economics notes that the model “…sidesteps many of the complications and unresolved difficulties…final verification of the theoretical results must await the creation of a complete and exact model.” [1968c, 154]


� Nonetheless, Mundell claims that the conclusions of CMP do not vitiate the results of MD (Mundell [1963e, 482]).


� The modest sentiments expressed in the adapted footnote in the International Economics (154) are an order of magnitude more politic than the sniping comments which earlier versions of the other papers had directed towards MD.  Nonetheless the tone of this footnote is consistent with Mundell’s thinking at the time (Mundell and Swoboda [1969, 262]), that the analysis in MD had “…created a lot of trouble…by using…a definition…that he no longer liked or accepted.”  Clearly he felt that CMP presented a far superior approach.  But since so many other of his macro papers were infected with this unacceptable definition of monetary policy (CJEPS61, IMFSP, and BNL) this statement amounts to a wholesale repudiation of work which nonetheless was incorporated into International Economics.


� In a very real sense, the adaptations which appear in International Economics are less integrated than are the original papers.  This would be contrary to Mundell’s declared intention in the Preface to the book (Mundell [1968a, v])


� This is especially the case since the papers appear in International Economics in an order that bears little resemblance to their chronological order of publication.


� The reader should be skeptical of this claim.  The purpose of Kyklos, CJEPS61, CMP, and CJEPS64 is to analyze shocks which affect the long-run equilibrium of the economy.  The explicit argument in the last three papers is that the exchange rate regime that is being pursued has a crucial effect on the nature of the equilibrium at which the economy settles, not just on the dynamical path by which it attains that equilibrium.  We take this issue up again in section VIII.


� Mundell ([2001, 218]) has stated that he first wrote out the equations for the open-economy macromodel with capital mobility in the summer of 1958 when working for the Stewart Commission.  We now have copies of the two contributions to this commission which are attributed to Mundell ([1958a], [1958b]).  These contributions do not incorporate capital mobility mechanisms at all, nor do they deal with Canada’s macroeconomic situation.  Although the Nobel Committee includes, as its very first (chronologically) entry in Mundell’s bibliography, the three volumes of the Stewart Commission’s final report, under the rubric Contributing Author, in fact, very few of the chapters in that work are attributed to specific individuals and none to Mundell.


It is further claimed that this research, after some modifications while the author was a Ford(???) Visiting Professor at Stanford University, was submitted for publication in 1959 to the Economic Journal.  The submission was rejected.  We have been unable to verify this account independently, since we have not managed to obtain a copy of this submission.


� The gist of this sentence is that the Nobel Committee ostensibly gave the prize to Mundell for the wrong reason.  In claiming that the full-employment model describes today’s world better than the variable output models, Mundell is essentially repudiating the model which the Committee considered his most important contribution.


� There is a mention in a footnote that Meade’s comparative static approach can be replicated in MD (Mundell [1960, 242]) but there is no attempt to do so in that paper.  Further, Mundell chides Meade for conflating analysis of the displacement of the equilibrium of the model with questions of  “…the ‘process’ or ‘ease’ of adjustment in dynamic terms.”


� Boyer and Young [2005] have noted that immediately after CJEPS64, Mundell reverted to the zero capital mobility view, which is employed consistently in his subsequent formal research program.  In particular, every chapter in Mundell [1971] assumes that capital is immobile, as does the core contribution to the debate about whether Europe meets the criteria of an “optimum currency area.”  That paper is entitled, “Uncommon arguments for common currencies.”  Johnson and Swoboda [1973, ].


� Wonnacott [1965, 87] attributes this surge in exports to “non-price factors” among which, presumably, would be the commencement of the Korean War hostilities.


� Indeed, most discussions of this period focus on the excitements involved with the argument between the Government and the Governor of the Bank of Canada.  Important events in this episode include his acquittal at trial by the Senate, his resignation immediately thereafter, and the movement of policy, ten months later, back to a fixed exchange rate regime.


� Wonnacott [1965, 219] points out that on the fiscal front, too, there was a good deal of confusion concerning Ottawa’s policies.  He remarks that “…the large deficits were not primarily a result of conscious counter-cyclical fiscal policy.”


� Coyne had recommended, in a confidential memorandum to the Minister of Finance, that tariff surcharges be imposed by the Government of Canada (Wonnacott [1965, 330]).  This sort of thinking was the inspiration for IMFSP61, as footnote 2 (509) makes clear.


� Contrary to what Mundell asserts in MD and in his recollections quoted immediately above, Mundell [1964b, 85] takes the view that the high unemployment which Canada experienced at that time was due exclusively to monetary policy.  The argument is that the policy which the Bank of Canada pursued “…suggests a faulty understanding of how the advantages of a flexible exchange system can be exploited…An expansive monetary policy from 1959 to the present could have avoided much of the unemployment excesses which Canada has experienced in the recent past.” 


� Our analysis of the model in MD has been unable to confirm that the nominal exchange rate actually stays at one particular value when the interest rate adjusts according to the rule which the model sets for its fixed exchange rate version.  As we have noted above, all nominal values seem to be indeterminate in this model.  It is therefore quite a stretch for Mundell to claim that his MD model anticipates the way in which this debate is framed in modern terms: a comparison between fixed exchange rates and inflation targeting.  (Mundell [2001, 220])


� It seems to us that unless agents’ net position in domestic-currency denominated market instruments is zero, the equivalence that Mundell sees between these two responses is not valid.


� The relevant footnote in the original publication is less sanguine about the applicability of this theorizing to operations actually undertaken by central banks.  It states that: “This [procedure] often has no practical institutional counterpart in the real world, so the central bank may not be completely successful in its stabilization policy; the abscissa [along which is measured the terms of trade] must then be taken to reflect changes in the price level and the exchange rate.”  (Mundell [1960,  236]).


� See Tsiang [1975] for a skeptical view of whether this Principle has applicability even within the simple settings where it was first exposited at any length.


� Mundell [1999, 4] writes of the BNL paper “For some reason I didn’t include this…article in my book…” In both this letter and the chapter in the Arnon and Young volume, the title of the paper is cited correctly (Mundell [2002, 5])  In contrast, in the inaugural Mundell-Fleming Lecture (Mundell [2001, 219, 227]) the title is listed as “The Nature of Policy Choice” in both the body of the text and in the references.


� A citation to MD within this section of the original of BNL [1963d, 265] is elided from the adaptation, although most of the sentence where it occurs remains intact.


� Boyer and Young [2005] provides extensive analysis of the timing of the writing of, and the adaptations which were made to, Barter Theory.


� Furthermore, in the model in this paper the only market instrument held by domestic residents is domestic money.  Therefore the exchange rate pegging mechanism that the central bank is employing must amount to setting the domestic-currency price of imports.  This makes the model quite a different framework from what we find in all the other papers from this period, which typically assume that the degree of capital mobility is greater than zero.


� Dornbusch [1976a] introduced the term “Mundell-Fleming model” into the published literature with fourteen mentions of the hyphenated names.  If one accepts the restrictions on the model which appear in that paper, then the Mundell-Fleming canon would include a very small subset of what is now generally recognized as falling within that rubric.  Nonetheless, since the flexible exchange rate, perfect capital mobility case is found in both Fleming [1962] and CMP those papers would continue to be included.  In contrast, since MD does not allow such a setting, there is a further reason, along the lines of arguments which we make below, to exclude MD from being part of the Mundell-Fleming canon.


� No textbook of which we are aware includes MD as part of the Mundell-Fleming canon.  Ironically some textbooks (Abel et al. [2003, 366] and Williamson [2004, 462]) cite CJEPS61 as the only Mundell contribution, despite the fact that that source does not include any of the ineffectiveness results which are the distinctive feature of this model..


� Mundell [2001, 219] admits that there are “…two strains to my models.”  The argument that immediately follows this statement, that these models should be viewed as a monolithic structure, seems a bit far-fetched.


� This is the conclusion at which the classic textbook by Obstfeld and Rogoff [1996, xxi] arrives.


� This is the claim in Mundell [2001, 225].





