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Fxchange Devaluation, Exchange Stability

and the Transfer Problem

By Akira Takayama

The purpose of this paper is to analyze the problem of exchange
devaluation, as discussed by Harberger, Laursen-Metzler, Spraos,
Alexander, Jones, Johnson, Tsiang etc., in a more systematic but
simpler way. The general equilibriurn model developed here is
esentially Keynesian and, in this respect, it should be contrasted
with our neo-classical model presented in the Keizai Kenkyu,
January 1963. Our model also permits us to derive the transfer
condition, obtained under varying assumptions by economists such
as Metzler, Machlup, Meade and Johnson, in a more straightforward
way.

Having constructed our model in Part I, we discuss, in Part III,
the problem of distinguishing between exchange devaluation and
exchange stability. We hope our treatment here is more precise and
clear than that of Jones [10]. In Part IV, the devaluation condition,
essentially the Laursen-Metzler condition, is obtained. Alexander’s
absorption approach is also commented on in this connection. In
Part V, the exchange stability problem is considered from the point
of view of Keynesian economics. Finally, the transfer condition is
obtained. We also note that there are a couple of variations of the
Keynesian transfer problem.

The {following brief description of the model may clarify some of
the above points., Most of the symbols should be self-explanatory.
We consider a world consisting of two countries, 1 and 2,
producing two goods X and ¥. The mede! will be described in
variational form, so that x, say, means dX.
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(D) A=2H{(D1—a)Y o1+, } =Ys — X1+ 2
(2) (1=2{(@—0:)Y 0 +y:Y =%~y -+
(3) yau=—Yular—p)n+mFu—Zn+x0)
(4) x=—Y (P~ e+ ma( %12 — Vo1 +2)

(5 =iz (6) yzilaz . - '

= =1l
(7 wi=p+ oo X,
_ -1 [
(8) wy=g,+ Oye —;;i
(9 w,=0 '
(10) WQ=0
(11) =D —e

(12) g=g,+e
(13) bi=pX2 —G¥or+x—u

(%; : the elasticity of substitution of the imported good at #, =, : the
marginal propensity to consume of the imported good at 7, 4,: the
marginal propensity to hoard of country i, ¢.: the elasticity of
supply of country 7 (ref. 'Meéde), E: the exchange rate, P,Q: the

price of X and ¥ respectively.)

Notice that our model is esseially that of Meade’s.
transfer problem, the transfer parameter, say £ is injected into the

system as a shifting parameter.



