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ECONOMICS 274: TOPICS IN MACROECONOMICS. 

Historical and recent determinants of monetary and fiscal policies in the U. S.
MWF 2pm, Carswell 019    Office: MWF 4-6, Carswell 125

Monetary and fiscal policies are much in the news.  This course seeks to understand their making: by whom and why.  We begin with (1) an examination of the causes of the current recession and (2) a critique of official responses.  

We will find that most recent policies have been tried before, although some are new.  There are strong continuities in policy because policymakers – particularly Congress, the President, and their advisors – are like other economic agents in responding to incentives.  Their main incentives are political, which means that interests, expressed through the ballot box and other means, dominate policies.
Fiscal policies – taxing and spending – are governed by the interests of taxpayers and the beneficiaries of government programs, more, as we will see, than by economic theories.
Monetary policies are also affected by interests, particularly of the financial sector, within which those policies are conducted and whose members conduct them.  It appears that current monetary policies are consistent with tradition, in which the stability and profitability of the financial sector are heavily weighted.

Readings: There is no text.  The readings are listed below.  You should refer to your previous macro texts for introductions to such topics as the Federal Reserve, money and inflation, permanent consumption, fiscal policy, rational expectations, and time inconsistency.  

Papers (individual unless otherwise indicated):
Paper 1 due Sept. 4: Discuss an earlier financial crisis (its causes, course, and official responses) and compare it with recent events.  Some references are listed in Sec. 2 of the readings; many more may be found through google and elsewhere.
Paper 2: Sept. 16: Examine and discuss the behavior of American consumption during any period.  This, like most of the other papers, is an empirical project.  Present the consumption function (the data) and discuss it.

Paper 4: Oct. 30: Federal deficits the next few years will depend on legislation and the course of the economy.  Predict those deficits and the main components of the changes.
 Other papers will be specified during the course of the semester.
The course grade is based on two open-book 55-minute exams (essay/problem questions with some choice), worth one-third of the grade, and class participation and perhaps five research papers, worth the remainder.
…………………………………………………………
Readings: *www (including JSTOR); +distributed to class, incl. blackboard; reserved call nos. in parentheses; PC personal copy (some more than one)
1. Critiques of recent countercyclical policies
Wood, “How could so many things be so wrong?”+

Gordon. Macroeconomics (Any macro-text might do; also google terms).
1a. Permanent income

Wood and Wood, Financial Markets, ch. 14 (HG226 W66).

Studies of fiscal stimulus and repression:

Eisner. “Fiscal and monetary policy reconsidered,” AmerEconRev, Dec.1969.*
Johnson et.al. “HH expenditures and the income tax rebates of 2001,” AER, Dec.2006.*
Shapiro and Slemrod. “Consumer response to tax rebates,” AER, March 2003.*
Elmendorf and Furman. “If, when, how: A primer on fiscal stimulus,” Brookings Inst., Jan. 2008.*

Data: Economic Report of the President (esp.TabB30. Disposition of personal income); and U.S. Dept. of Commerce, Bureau of Economic Analysis, Disp. of pers. income.

1b. The term structure of interest rates
Wood and Wood, Financial Markets, ch. 19.
1c. Bank capital requirements

Estrella et.al., “Capital ratios as predictors of bank failure,” FedResBank of NY EconomicPolicyRev, July 2000.*
1d. Excess reserves
Wood, A History of Central Banking in G.B. and the U.S., 223-26 (HG2994 W66) (PC).
Anderson, A Half-Century of Federal Reserve Policymaking, 1914-64, 77-79 (HG2563 A75).
1e. Liquidity

Wood and Wood, Financial Markets, ch. 7.
Taylor and Williams, “A black swan in the money market,” AmerEconJ Macro, Jan. 2009.
1f. Regulation

Kane, “Impact of regulation on economic behavior: Accelerating inflation, technological innovation, and the decreasing effectiveness of banking regulation,” JFinance, May 1981.*

Pellerin et.al. “The consolidation of financial regulation: Pros, cons, and implications for the U.S., Federal Reserve Bank of Richmond EconQuar, Spring 2009.*
Hetzel, “Should increased regulation of bank risk-taking come from regulators or from the market?” Federal Reserve Bank of Richmond EconQuar, Spring 2009.*

2. Panics
Myers, A Financial History of the U.S. (HJ241 M93).
Dewey,  Financial History of the U.S. (HJ241 D4).
Mishkin, “Asymmetric information and financial crises: a historical perspective,” in R. Glenn Hubbard, Financial Markets and Financial Crises (HG181 F6434).
Calomiris and Gorton, “Origin of banking panics: models, facts, and bank regulation,” Hubbard.
Brookings Papers on Economic Activity, Fall 2008 (periodicals room HC101 B785).

Hetzel, “Monetary policy in the 2008-2009 recession,” FedResBank of Richmond EconQuar, Spring 2009.*

The Greenspan put (google).
3.  A History of Fiscal Policy in the United States
Wood, A History of Macroeconomic Policy in the U.S. (Fiscal policy: ch. 1-4, 8)+ (HJ257 W84) (PC).
4. Social security
Wood, “A burden of social security.”+
5. The total cost of health care (to come).
………………………………

CLASS SCHEDULE: ECON 274 S09
	Week of Mon
	M
	W
	F
	Notes

	Aug. 24
	X


	How could so many policies be so wrong?
	How did we get in this mess?
	

	31
	
	
	Paper 1. 

Analysis and comparison of panics
	

	Sept. 7
	
	
	
	

	14
	
	Paper 2: Consumption function
	X
	

	21
	
	
	
	

	28
	
	
	
	

	Oct. 5
	Exam 1


	
	
	

	12
	
	Paper 3
	Fall break
	

	19
	
	
	
	

	26
	
	
	Paper 4: 

Deficit forecast
	

	Nov. 2
	
	
	
	

	9
	
	
	
	

	16
	
	Exam 2
	X
	

	23


	Paper 5
	Thanksgiving
	

	30
	Paper 5: Class presentations/discussions
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