Economic Policy, Y2020
Lecturer: Ivan Monich, PhD, https://www.monich.pro/

‘Week & date

Topic & Indicative Content

Week 01
September 07, 08

Introduction class.

What is an Economic Policy

Economic policy is a course of action that is intended to influence or
control the behavior of the economy. Economic policies are typically
implemented and administered by the government. Examples of
economic policies include decisions made about government
spending and taxation, about the redistribution of income from rich
to poor, and about the supply of money. The goals of economic policy
may vary depending on the political and economic situation, but they
often include economic growth, full employment, price stability, and
international trade. Economic policy can be divided into two main
types: fiscal policy, which deals with government budget and
taxation, and monetary policy, which deals with money supply and
interest rates.

Economic policy e Types of economic policy ® Macroeconomic
stabilization policy ¢ Tools and goals ¢ Selecting tools and goals
Demand-side vs. supply-side tools ¢ Discretionary policy vs policy
rules ¢ Economic policy through history e The first fiscal policy
Business cycles ¢ Evidence-based policy

Week 02
September 14, 15

Why It Matters: Money and Banking Monetary Policy

Why explain the role of money and banking in an economy? We introduce money and the financial side of the economy. In an important
sense, this module is similar to the one on budgets and fiscal policy. In this module, we start with practical stuff:

e What is money? ® What are banks? ¢ How does credit work? e What is the difference between a credit card and a debit card?

Introduction to Defining Money

What you’ll learn to do: define money, explain the functions of money, and define liquidity.
Defining Money by Its Functions

LEARNING OBJECTIVES:

e Explain the functions of money ¢ Contrast commodity money and fiat money

Functions of Money. Money is anything that can serve all of these functions— it is a ® medium of exchange, ¢ a store of value, * a unit of
account, and e a standard of deferred payment.



https://www.monich.pro/

Commodity versus Fiat Money

GLOSSARY

barter: literally, trading one good or service
for another, without using money

commodity money: an item that is used as
money, but which also has value from its
use as something other than money

commodity-backed currencies: dollar bills
or other currencies values were backed up
by gold or another commodity

double coincidence of wants: a situation
in which two people each want some good
or service that the other person can provide
fiat money: something used as money, but
which has no intrinsic value besides that
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medium of exchange: whatever is widely
accepted as a method of payment

money: whatever serves society in four
functions: as a medium of exchange, a store
of value, a unit of account, and a standard
of deferred payment.

standard of deferred payment: money
must also be acceptable to make purchases
today that will be paid in the future

store of value: something that serves as a
way of preserving economic value that one
can spend or consume in the future

unit of account: the common way in which
we measure market values in an economy

Measuring Money: Currency, M1, and M2
At the end of August 2022, M1 in the United States was $20 5 trillion, while

Mar-22| 20820.2 21855.7

M2 was $21.7 trillion
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M1

GLOSSARY

culation: the coins and bills that
cwcula(e in an eoonomy that are not held by the U.S
Treasury, at the Federal Reserve Bank, or in bank vaults

ard mmed-a(ely transfers money from the credit
card company's checking account to the seller, and at the
end of the month the user owes the money to the credit
card company; a credit card is a short-term loan

t card:like a check, is an instruction to the user’s bank
to transfer money directly and immediately from your bank
account to the seller

»sit:checkable deposit in banks that is

avallable by maklng a cash withdrawal or writing a check
fity: how quickly and easily an asset can be

convened to a means of payment to make a purchase

upply: a narrow definiton of the money
supply \hal includes currency and checking accounts in
banks, and to a I.(;?esdegree traveler's checks.

El Y

M2

! : a definition of the money supply that
mcludes everylhmg in M1, but also adds savings deposits,
money market funds, and certificates of deposit

w 2y market fu the deposits of many investors are
pooled lugemer and invested in a safe way like short-term

government bonds

posit:bank account where you cannot
wnhdraw money by writing a check, but can withdraw the
money at a bank—or can transfer it easily to a checking
account

art card: stores a certain value of money on a card and
then one can use the card to make purchases

deposit: account that the depositor has committed to
Ieavmg in lhe bank for a certain period of time, in
exchange for a higher rate of interest; also called

certificate of deposit
i li~ 1) BS
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\}isft this page to get the updated data https://www.federalreserQe.g—ov/RELEASES/hé/CUrrent/default.htm#tZtgl

Week 03
September 21, 22

Week 04
September 28, 29

LEARNING OBJECTIVES
¢ Define and explain credit

Introduction to Financial Markets. What you’ll learn to do: describe the role financial markets play in an economy

Financial Markets and Assets

"is a document or informal agreement

An 10U, also known as an "l owe you,

that acknowledges a debt that one person owes to another. It is typically
used in situations where a person borrows money or an item from someone
else, and promises to repay the debt at a later date. IOUs can take many
forms, from a written document that spells out the terms of the loan, to a

verbal agreement between two parties.

LEARNING OUTCOMES Describe financial markets and assets, including securities. Individuals can either consume or save their income. It
should be noted that business investment in physical capital is the primary way they grow. All financial assets are called securities. Equities
(i.e. stocks) give savers ownership in a company in return for dividends (a regular payment from the company) and/or capital gains (e.g. when
you sell the stock at a profit). Bonds are a type of debt. All forms of debt are IOUs, where a saver lends money to a borrower in return for an
interest payment.

Borrowing: Banks and Bonds

Corporate Stock

Dividends & capital gain



https://www.federalreserve.gov/RELEASES/h6/current/default.htm#t2tg1

short term (less than one year) debt
instruments

a financial contract through which a
borrower like a corporation, a city or state, or the
federal government agrees to repay the amount
that it borrowed and also a rate of interest over a
period of time in the future; usually long-term
(greater than 10 year) debt instruments

someone who owns bonds and
receives the interest payments

a financial gain from buying an
asset, like a share of stock or a house, and later
selling it at a higher price

a business owned by shareholders
who have limited liability for the company's debt
yet a share of the company's profits; may be
private or public and may or may not have
publicly-traded stock

a direct paymel
[ »shareholders 'éj\

from a firm to its

ownership in a private
company (unlike debt which conveys no
ownership)

marketplace where money is
invested and borrowed, or in other words, where
securities are traded

original sale of stock
by a corporation

funds that buy a range of stocks or
bonds from different companies, thus allowing an
investor an easy way to diversify

intermediate term (1-10 year) debt
instruments.

a firm owned by the people
who run it on a day-fo-day basis

a firm that has sold stock to the
public, which in tum investors then can buy and
sell

synonym for financial assets, or a
certificate or other financial instrument that has
monetary value and can be traded. These can be
debt securities like bonds or equity securities like
stocks.

people who own at least some
shares of stock in a firm

a fim's stock, divided into individual
portions

a company fun by an
individual as opposed to a group

a specific firm’s claim on partial ownership

a bond issued by the federal

government through the U.S. Department of the
Treasury

financial investments in new

companies that are still relatively small in size,
but that have potential to grow substantially

Financial Markets, Supply and Demand, and Interest
LEARNING OBJECTIVES

e Describe types of financial markets and how they are linked ® Explain how market forces determine interest rates in financial markets In

this section, we will explore these two features, that asset prices or rates of return are determined by supply and demand, and that all
financial markets are linked. These features will help us understand later how monetary policy works.

Who Demands and Who Supplies in Financial Markets?

Financial markets can be analyzed by using the theories of supply and demand. Those who save money (or make financial investments, which
is the same thing), whether individuals or businesses, are on the supply side of the financial market. Those who borrow money are on the
demand side of the financial market. The simplest example of a rate of return is an interest rate.
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GLOSSARY

S,

: ,S'- interest rate: the “price” of borrowing in the financial market; a rate of return
E on an investment
=
& E intertemporal decision making: the study of how people make choices about
% R % [‘ what and how much to do at various points in time; when choices at one
- R' | . o time influence the possibilities available at other points in time
m 0

D,
Q, Q

Quantity of Financial Capital

Introduction to Banking

What you’ll learn to do: explain what a bank does. A nation’s banking system consists of commercial banks and similar financial institutions,
and a central bank, which regulates commercial banks and the availability of credit. In the United States, the central bank is called the Federal
Reserve System.

In this section, you will examine the role of banks and understand the purpose they serve in the economy.

The Commercial Banking System

LEARNING OBJECTIVES e Explain how banks act as intermediaries between savers and borrowers e Differentiate between banks and credit
unions

Banks as Financial Intermediaries

Dpposns Loans OO ]
GLOSSARY
a bank account that t an institution that
typlcal[y pays little or no interest, but that operates between a saver with financial
Banks Borrowers gives easy access to money, either by assets to invest and an entity who will
writing a check or by using a “debit card” borrow those assets and pay a rate of return
a nonprofit financial institution system by which buyers
\Mhd”mls Repayment that its members own and run and ; sellers excha.nge money for goods,
Of loans services and financial capital.

Interest payments

Interest payments

a card that lets the person make
purchases, and the financial institution
immediately deducts cost from that person’s
checking account

a bank account that pays
an interest rate, but withdrawing money
typically requires a trip to the bank or an
automatic teller machine

Figure 1. Banks as Financial Intermediaries. Banks act as financial intermediaries because they
stand between savers and borrowers. Savers place deposits with banks, and then receive interest
payments and withdraw money. Borrowers receive loans from banks and repay the loans with interest.
In turn, banks return money to savers in the form of withdrawals, which also include interest payments
from banks to savers.

institution that accepts
money deposits and then uses these to
.make Ioans_r/”/\?\a

the costs associated with
finding a lender or a borrower for money %—
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Banking Assets and Liabilities LEARNING OBJECTIVES e Describe a bank’s assets and liabilities in a T-account e Analyze the causes of
bankruptcy and recessions A balance sheet is an accounting tool that lists assets and liabilities. An asset is something of value that is owned
and can be used to produce something.




Week 05
Holiday week
October 08

Week 06
October 12, 13

Week 07
October 19, 20

Why It Matters: Monetary Policy
Introduction to the Federal Reserve.
What you’ll learn to do: explain the structure, functions, and responsibilities of the Federal Reserve System.

Banks, Loan Finance, and the Payments System LEARNING OBJECTIVES e Explain the key role of banks in bringing lenders and borrowers

together, and in facilitating the payments system e Explain how the nature of banks makes them susceptible to bank runs
GLOSSARY

financial contagion:

when fears that one bank is insolvent spread to fears that other banks
are insolvent; can cause bank runs to occur at multiple banks

illiquidity:
when the demand for cash by depositors exceeds the bank’s
available reserves

insolvency:
when the value of a bank’s assets is less than the value of its

liabili ’- s . i,e_.pankrupt . ‘ ' $
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The Federal Reserve System and Central Banks LEARNING OBJECTIVES e Explain the structure and organization of the U.S. Federal Reserve
Discuss how central banks impact monetary policy, promote financial stability, and provide banking services

Board of Governors of the Federal Reserve System

The Federal Reserve, the central bank of the United States, provides the nation with @
e, flexible, and stable monetary and financial system.

https://wwmsdfl{ederal reserve.gov/aboutthefed/bios/board/boardmembership.htm

About News Monetary Supervision Financial Payment Economic Data Consumers
the Fed & Events Policy & Regulation Stabilty Systems Research & Communities

Home > About the Fed > Board Members.

Federal Reserve Banks

N
e Board Members RSS
L
L] e ir
. I R Jerome H. Powell, Chair
L]
° Jerome H. Powell first took office as Chair of the
< el Brainard, Vice Chai Board of Governors of the Federal Reserve Recent Speeches
: Michas S Bar Vice Cha for System on February 5, 2018, for a four-year term
- Supenvsion He was reappointed to the office and swominfor  \yelcoming Remarks
H a sacond four-year term on May 23, 2022. Mr.
Monetary Policy and Price Stability
Michelle W. Bowman Powell also serves as Chairman of the Federal
t Open Market Committee, the System's principal  Welcoming Remarks
Lisa D. Cook monetary policymaking body. Mr. Powell has Welcoming Remarks
served as amember of the Board of Governors since taking office on
Philip N. Jefferson May 25, 2012, to fill an unexpired term. He was reappointed to the Restoring Price Stability
Board and sworn in on June 16, 2014, for a term ending January 31,
Christopher J. Waller 2028.

Board of Governors Members, Prior to his appointment to the Board, Mr. Powell was a visiting scholar at the Bipartisan Policy Center in Washington,
1914-Present D.C., where he focused on federal and state fiscal issues. From 1997 through 2005, Mr. Powell was a partner at The

Figure 1. The Twelve Federal Reserve Districts. There are twelve regional Federal Reserve banks, each with its district. Carlyle Group

What Does a Central Bank Do?

The Federal Reserve, like most central banks, is designed to perform three important functions:

1. To provide banking services to commercial banks and other depository institutions, and to provide banking services to the federal
government.




2. To promote stability of the financial system
3. To conduct monetary policy

a bank’s capital

N ) . . . must exceed to stay in operation
institution which conducts a nation’s monetary policy and regulates its

banking system when depositors fear their bank is insolvent, they will “run” to

. withdraw their deposits; because of fractional reserve banking, bank runs
Federal Reserve: can turn solvent banks insolvent
the central'bank.of the Un,'the(j Statgs nl":: bg/ a |7'-qmemberbBol;ard of program which insures commercial bank depositors up to
Governors in conjunction with 12 regional Federal Reserve banks $250,000 per bank in the U.S.

role of the Fed to provide loans to distressed banks
when the banks can’t obtain credit from anywhere else
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Bank Regulation

LEARNING OBJECTIVES

e Explain bank supervision and measures taken to reduce the risk of bank insolvency (including reserve requirements, bank capital
requirements, and restrictions on investments)

¢ Explain how deposit insurance and lender of last resort are two strategies to protect against bank runs

Introduction to Monetary Policy What you'll learn to do: describe monetary policy and the Fed’s three main policy tools.

LEARNING OBJECTIVES e Describe monetary policy and the Fed’s three main policy tools ¢ Explain and demonstrate how the central bank
executes monetary policy by changing the discount rate ¢ Explain and demonstrate how the central bank executes monetary policy through
changing reserve requirements

Monetary policy operates through a complex mechanism, but the basic idea is
simple. The Fed supplies (or withdraws) reserves to the banking system, which
affects the availability of credit generally.

A central bank has three traditional tools to implement monetary policy in the
economy: the interest rate on overnight, interbank loans.

, which is the interest rate charged by the central bank ; :
on the loans that it gives to other commercial banks. What is the discount rate . . the central bank selling or buying Treasury bonds
to influence the quantity of money and the level of interest rates

here in China?

the interest rate charged by the central bank on the loans that
it gives to other commercial banks

. which determine what level of reserves a bank is the percentage amount of its total deposits that a bank
legally required to hold is legally obligated to either hold as cash in their vault or deposit with the
, which involves buying and selling government bonds central bank
with banks
0 ) ;
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Economic Stimulus: Monetary & Fiscal Policy Explained
https://www.youtube.com/watch?v=m9gRqxKOFKE

Monetary Policy and Open Market Operations
LEARNING OUTCOMES

Monetary Policy—How banks are creating Money.
https://www.youtube.com/watch?v=JG5c8nhR3LE
Initial deposit of $100 NS
creates $900 of
new money

Money 1

Multiplier  Reserve
Pt Ratio

¢ Explain and demonstrate how the central bank executes monetary policy through open market operations

The most commonly used tool of monetary policy in the U.S. is open market operations. Open market operations take place when the central
bank sells or buys U.S. Treasury securities in order to influence the quantity of bank reserves and the level of interest rates. When the Fed
conducts open market operations, it targets the federal funds rate, since that interest rate reflects credit conditions in financial markets very

well.

USING THE MONEY MULTIPLIER FORMULA

How much did the Fed’s $20 million open market purchase of bonds increase the money supply? We can use the following for-
mula to find out, recalling that since the reserve requirement is 10%, the money muiltiplier is 10:

Change in the Money Supply = Money Multiplier x Amount of Fed’s Bond Purchase
Or in other words,

Change in the Money Supply = Money Multiplier x Change in Bank Reserves

so,

Change in the Money Supply = 10 x 20 million = 200 million

Initial deposit of $100
creates $900 of
new money

Money 1

Multiplier~ Reserve
Al Ratio

Introduction to Monetary Policy and Economic Outcomes

T O

GLOSSARY

open market operations: the central bank selling or buying Treasury
securities to influence the quantity of money and the level of interest rates

open market purchase: the central bank buys Treasure securities to
increase bank reserves and lower interest rates

open market sale: the central bank sells Treasure securities to decrease
bank reserves and raise interest rates




Introduction to Monetary Policy and Economic
Outcomes

What you'll learn to do: explain how
monetary policy affects GDP and the
interest rates

Expansionary and contractionary

monetary policies affect the broader

economy, by influencing interest rates,

aggregate demand, real GDP and the

price level. In this section, we will take a

look at the mechanisms by which  [fesimesodsr e anc
_ _monetary po\li y plays out.

Wi g : L hH[/‘v; ol J\ i
Monetary Policy and Interest Rates

LEARNING OBJECTIVES e Contrast expansionary monetary policy and contractionary monetary policy ® Explain how monetary policy impacts
interest rates ® Explain how monetary policy tools (changes to the reserve requirement, discount rate, or open market operations) affect the
money market

Expansionary and Contractionary Policies GLOSSARY
Contractionary
monetary . .
P s — Figure 1. Monetary Policy and Interest capital market: market for loanable funds
2% ZWi £ S Rates. The original eq“i“b':“m Offugsfaf:o*\" the markets for long term financial assets a broad view of financial markets, including
10% B expansionaryimonetary/policy:will shiftithe . equities, bonds, bank accounts, credit, and
/ supply of loanable funds to the right from the contractionary (or tight) monetary policy: a i i ' '

8% all other financial assets

e
5 /
o« / o "
% - original supply curve (S,) to the new supply a monetary policy that reduces the supply of
2 o 7 / o E curve (S,) and to a new equilibrium of E,, H P money market:
8 / / / = 3 5 5 money and increases interest rates
= s, A & reducing the interest rate:from 5%t 6%. the markets for short term financial assets
= A ' i’ contractionary monetary policy will shift the expansionary (or loose) monetary policy:
2% > / supply of loanable funds to the left from the . . prime rate:
N original supply curve (S,) to the new supply (S,), a monetary policy that increases the supply

LN R I I R ) and raise the interest rate from 8% to 10%. of money and reduces interest rate the interest rate banks charge their very
Billions of Dollars federal funds rate
the interest rate at which one bank lends

. . _“7:' funds to ano%nkovemighl $
o |y LR O, .o RN | P I IR -0 ol

best corporate customers, borrowers with
the strongest credit ratings

Monetary Policy and Aggregate Demand
LEARNING OBJECTIVES

¢ Explain and show how monetary policy impacts aggregate demand




P 1, real GDP

Figure 1. Expansionary or l /‘
Potential Potential Contractionary Monetary Policy. (a) M1 ri 11.C1
GDP GDP The economy is originally in a recession I

with the equilibrium output and price
(a) Expansionary monetary policy

AS level shown at Er. Expansionary
‘ \ AS monetary policy will reduce interest
\ | \ rates and shift aggregate demand to
1204 \ \ / 4504 \ \ the right from AD, to AD,, leading to [ ]
3 | — \ / 3 \ the new equilibrium (Ep) at the M| rt 11,C| P |, real GDP |
3 1104 N / 3 1104 N g Ei potential GDP level of output with a
2 N | 2 e (]38 relatively small rise in the price level.
a 1007 AR \3’ & 100 4 > Ap,” (b)The economy is originally producing (b) Contractionary monetary policy
N Er 2 oo s above the potential GDP level of
90 x AD, 90 - AD, outputat the equilibrium Eiand is
AD, .exfglaer.lencmg.pre.ssu':es fgra:n i Figure 2. The Pathways of Monetary Policy. (a) In expansionary monetary policy the central bank
80460 o e e 50400 25 ob o 5o I(? ‘at"‘):t?r‘r" nser:‘n ‘n et price [?"e i causes the supply of money and loanable funds to Increase, which lowers the Interest rate, stimulating
- —— S:i?t r;gg{zg:g de(:n:n?jrzoptohec:le:{t . additional borrowing for investment and consumption, and shifting aggregate demand right. The result
eal Output eal Output )
AD, to AD,, thus leading to a new is a higher price level and, at least in the short run, higher real GDP (b) In contractionary monet(jry
e — ) Contiaesiriaynonstay pobcy equilibrium (Ep) at the potential GDP policy, the central bank causes the supply of money and credit in the economy to decrease, which

level of output. raises the interest rate, discouraging borrowing for investment and consumption, and shifting
aggregate demand left. The result is a lower price level and, at least in the short run, lower real GDP.
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The key goal of the Bank of Russia’s monetary policy is to maintain price
stability, that is, sustainably low inflation.
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he sequence of the impact chain.

Federal Reserve Actions and Quantitative Easing LEARNING OBJECTIVES e Evaluate Federal Reserve decisions over the last forty years e
Explain the significance of quantitative easing (QE)
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Policy Applications

Why apply fiscal and monetary policies in macroeconomic situations? The module really ties together everything we’ve learned about
macroeconomics. In earlier modules we introduced the concepts of fiscal and monetary policy. In this module, we examine the two types of
policy in more detail, incorporating all the pros and cons of the real world. By extension, we will be evaluating the policy prescriptions of
Keynesian and neoclassical economics. As you work through this module, use the following questions to guide your thinking:

¢ Under what circumstances do fiscal and monetary policy work well, or not so well, in managing the economy?

e For the activist Keynesians, what are the limits to fiscal and monetary policy that you would endorse, and why?

e For the laissez-faire neoclassicals, what is the minimalist fiscal and monetary policy that makes sense, and why?

e How is macroeconomic policy is the real world more complicated than in theory?

Introduction to Keynesian and Neoclassical Policy Prescriptions

What you’ll learn to do: compare viewpoints on government spending and taxes between the Keynesian and Neoclassical perspectives.

In previous modules, we’ve learned about both the Keynesian and Neoclassical perspectives on the macro economy. Neoclassicals take a
laissez-faire approach to macro policy. They believe that the economy is self-correcting, and doesn’t need government intervention. Indeed,
we will see that Neoclassicals believe that government intervention is counterproductive. Keynesians take a more active approach. They
believe that the economy takes too long to correct itself and that government has a responsibility to speed things up and minimize the
adverse effects of unemployment, inflation and other economic problems.

Reviewing the Neoclassical Perspective

Neoclassical economics covers several distinct schools of thought, including traditional neoclassical economics, supply side economics, and
new classical economics. Each of these schools of thought shares a number of key beliefs, which makes them neoclassical. The first belief is
that the macro economy is selfcorrecting, or that there is no need for government intervention. The second belief, for reasons to be discussed
shortly, is that government “fine tuning” of the economy either through fiscal or monetary policy would be unwise and ineffective.
Reviewing the Keynesian Perspective




KEYNESIAN LIQUIDITY TRAP

John Maynard Keynes, in his book The General Theory, defined the concept of the liquidity trap. The liquidity trap refers to a
situation where people are willing to hold an infinite amount of cash, because interest rates are so low that there is almost no
opportunity cost of doing so—the reward for putting your money in an interest earning asset is essentially zero. In such a situa-
tion, expansionary monetary policy is powerless to move the economy forward. The reason why is that monetary policy works
by lowering interest rates to increase borrowing and investment and consumption spending. This would stimulate aggregate
demand and increase GDP and employment. But suppose the Fed conducts an open market purchase, but the sellers simply
hold onto the money instead of depositing it in a bank account. Then interest rates don't fall and the process is short circuited.

Keynes argued that in such a situation, the appropriate policy response was expansionary fiscal policy.

For some 70 years after publication of The General Theory, most economists viewed the Liquidity Trap as an interesting theo-
retical idea, but one that never happened in the real world. Then came the Global Financial Crisis and the Great Recession
when interest rates fell to zero and monetary policy seemed ineffective.

[ )/.

liquidity trap: Keynesian idea that when interest rates are very low, people are willing to hold cash, rather than put it into financial markets,
eliminating the ability for expansionary monetary policy to work

Introduction to the Phillips Curve
What you’ll learn to do: explain the reasoning behind the theory of the Phillips Curve and why it may not hold. The Phillips Curve is a key
part of Keynesian economics, at least the Keynesian economics of the 1960s. In this section, you'll learn what makes the Phillips curve

Keynesian, and why neoclassicals believe it may not hold in the long run. This speaks to the effectiveness of demand management policies,
which is a major subject of this module.




Week 08
October 26, 27

Assignment for the course Economic policy is to select a country and analyze its
central bank's monetary policy. You should prepare a 5-minute presentation You
should use reliable sources ‘of information, such as official reports, academic
papers, or reputable media outlets. You should also cite your sources properly and
avoid plagiarism. Your presentation should be clear, concise, and professional.

The objectives of academic writing are to help students develop the skills and
strategies necessary to produce clear, coherent, and effective texts in various
academic contexts. It covers topics such as or?anizing and developing ideas, using
appropriate language and style, citing and referencing sources, and revising and
editing drafts, students should be able to write with confidence, accuracy, and
coherence for different academic purposes and audiences.

Task Academic writing. Write an email to me in which you justify your choice of
country for the analysis of its central bank's monetary policy. Briefly explain the
main features and challenges of the country's economic situation and how they
relate to the policy objectives and instruments of the central bank (optional).
Explain why you want to choose this country as an example (mandatory). Use a
rofessional tone and cite relevant sources to support your arguments if needed.
he main objective of the task is to get the skills in academic communication.

Assignment for the course Economic policy is to select a country and analyze its
central bank's monetary policy. You should prepare a 5-minute presentation You
should use reliable sources of information, such as official reports, academic
papers, or reputable media outlets. You should also cite your sources properly and
avoid plagiarism. Your presentation should be clear, concise, and professional.

(The objectives of academic writing are to help students develop the skills and )
strategies necessary to produce clear, coherent, and effective texts in various
academic contexts. [t covers topics such as organizing and developing ideas, usin
appropriate language and style, citing and referencing sources, and revising an
editing drafts, students should be able to write with confidence, accuracy, and
coherence for different academic purposes and audiences.

Task Academic writing. Write an email to me in which you justify your choice of
country for the analysis of its central bank's monetary policy. Briefly explain the
main features and challenges of the country's economic situation and how they
relate to the policy objectives and instruments of the central bank (optional).
Explain why you want to choose this country as an example (mandatory). Use a
professional fone and cite relevant sources fo support your arguments if needed.

kThe main objective of the task is to get the skills in academic communication.

Email address: IvanMonich@TJFSU.edu.cn, deadline is 11:40 (Beijing time)

Week 09
November 02, 03

Why It Matters: Fiscal Policy

* People often complain about taxes, but what proportion of tax revenue comes from individuals, what proportion comes
from corporations, and what proportion comes from foreigners? What proportion of tax revenue is based on income?

*  What proportion is based on property?

*  What proportion is based on our purchases?

How much of the federal budget is spent on “welfare” type expenditures?

Introduction to Budgets and Taxes

https://www.govinfo.gov/app/details/BUDGET-2024-TAB/

individual income taxes and
the payroll taxes that
finance Social Security and
Medicare. Corporate
income taxes and social
insurance taxes provide
smaller shares of revenue.
(Source: Economic Report
of the President, 2015.

Govlnfo Browse About Developers Features Help Feedback m F e d e ra I Ta Xe S
= 25 Figure 1. Federal tax
Download Content Details (fIET ) ;«;gn;ozsor"agg ::ir;:;um
moos Budget FY 2024 - Historical Tables, Budget of the United 20 T A pariod I fecend
PREMIS States Government, Fiscal Year 2024 M Incividuelincome takes and
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p Provides a wide range of data on Federal Government finances. Many of the data series begin in 1940 and include
estimates of the President's Budget for 2019-2028. Additionally, Table 1.1 provides data on receipts, outlays, and
surpluses or deficits for 1901-1939 and for earlier multiyear periods.

Individual income tax —\

Payroll taxes
10 \

Actions

Browse Budget Documents Document in Context

Federal Taxes (as percentage of GDP)
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Budget deficit and surpluses




Total Spending Pie Chart for FY 2021*

source: https://www.usgovernmentspending.com/
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Week 10
November 09, 10

Task for our seminar

Dear students,

In this task, you will explore the topic of fiscal policy, with a focus on taxation, Taxation is the
main source of revenue for the government, and it affects the economic behavior of individuals
and corporations. You will learn about the different types of taxes, such as income tax, corporate

tax, sales tax, etc., and how they vary across countries.

Your task is to choose a country according to yol i
Prowde a summary of its taxation system for individuals and corporations.
he following information in your summary:

- The main types of taxes and their rates
- The tax brackets and exemptions for individuals (if applicable)

our students ID and cnuntYry’s dial code and
'ou should include

You will be given two minutes. The time limit encourages you to present your findings on

different occasions (do ﬁy:'i:u /Qemember the presentation in the elevator from Palo Alto
ESSy

Silicon Valley =
Dial codes https://46elks.com/kb/country-codes +86 e CN
Tax summaries https:/taxsummaries.pwec.com/

GLOSSARY

ability to pay principle:
normative argument that citizens with more income or wealth
should bear more of the cost of social programs by paying a
higher tax rate, since they have a greater ability to pay
benefit principle:
normative argument that tax payers should pay in proportion to
the benefit they receive
corporate income tax:
a tax imposed on corporate profits
estate and gift tax:
a tax on people who pass assets to the next generation—either
after death or during life in the form of gifts
excise tax:
a tax on a specific good—on gasoline, tobacco, and alcohol
flat tax:
proportional income tax system where all individuals pay the
same income tax rate
Individual income tax:
a tax based on the income, of all forms, received by individuals
marginal tax rates:
the tax one pays on the higher income one earns; see tax
bracket

00:03:00 =

payroll tax:
a tax based on the pay received from employers; the taxes
provide funds for Social Security and Medicare
progressive tax:
a tax that collects a greater share of income from those with
high incomes than from those with lower incomes
property taxes:
taxes based on the value of your home or other real estate
proportional tax:
a tax that is a flat percentage of income eamed, regardless of
level of income
regressive tax:
a tax in which people with higher incomes pay a smaller share
of their income in tax
sales taxes:
taxes as a percentage of one’s retail purchases
tax bracket:
range of personal income at which a given marginal tax rate
applies; for a progressive income tax, as one’s income

increases, one moves to a higher tax bracket and pays a higher

marginal tax rate on the amount of income above the tax

bracket's lower bound
Si | [ || 11
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Fiscal policy approaches range from passive to activist. In this section, you will use the AS-AD model to help you

understand how governments use fiscal policies to fight against recession and inflation, and also to promote economic
growth.

Fiscal policies include discretionary fiscal policy and automatic stabilizers. Discretionary fiscal policy occurs when the Federal
government passes a new law to explicitly change tax rates or spending levels

Automatic stabilizers include unemployment insurance, food stamps, and the personal and corporate income tax.




GLOSSARY

automatic stabilizers: tax and spending rules that have the effect of
slowing down the rate of decrease in aggregate demand when the economy
slows down and restraining aggregate demand when the economy speeds
up, without any additional change in legislation

discretionary fiscal policy: the government passes a new law that
explicitly changes overall tax rates or spending levels with the intent of
influencing the level or overall economic activity

standardized (or full) employment budget: estimate of the budget deficit
or surplus excluding the effects of fiscal policy, that is, as if GDP were at

potential
i b T

Week 11 Expansionary and Contractionary Fiscal Policy

November 16, 17 | LEARNING OBJECTIVES

* Explain how expansionary fiscal policy can increase aggregate demand and boost the economy

* Explain how contractionary fiscal policy can decrease aggregate demand and depress the economy

Expansionary Fiscal Policy

Expansionary fiscal policy increases the level of aggregate demand, through
either increases in government spending or reductions in taxes.
Expansionary policy can do this by:

1.increasing consumption by raising disposable income through cuts in
personal income taxes or payroll taxes;

Price Level

2.increasing investments by raising after-tax profits through cuts in business P,
taxes; and

3.increasing government purchases through increased spending by the P,
federal government on final goods and services and raising federal grants —

to state and local governments to increase their expenditures on final S5 i T AD,
goods and services : .
ol . [k [Ny $ YD Y1
,‘E/ I ik = (el d - llr‘ II-,L]"' &ML Real GDP
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Contractionary Fiscal Policy

0

Fiscal policy can also be used to slow down an overheating economy. p | {3 E;
Suppose the macro equilibrium occurs at a level of GDP above potential, as : \ /1 N\
shown in Figure 3. The intersection of aggregate demand (ADO) and

aggregate supply (ASO) occurs at equilibrium EO. In this situation,
contractionary fiscal policy involving federal spending cuts or tax increases
can help to reduce the upward pressure on the price level by shifting
aggregate demand to the left, to AD1, and causing the new equilibrium E1 to

be at potential GDP. AD

Price Level
o
-

"AD,

L
‘[F nxh* ;

Az Tl H]

=== Real GDP
sGLOSSARY] o Task 1

automatic stabilizers:

Choose the country and propose
tax and spending rules that have the effect of slowing down the rate of decrease in o RIa

aggregate demand when the economy slows down and restraining aggregate the type of discretionary policy:

Idem?ntd when the economy speeds” up, without any additional” change in contractionary or expansionary ™Y ‘/
egislation. >

contractionary fiscal policy: fiscal policy.

/
fiscal policy that decreases the level of aggregate demand, either through cuts in !
government spending or increases in taxes

discretionary fiscal policy: P|ea$e,. specify the details
the government passes a new law that explicitly changes overall tax rates or (Spending cut or tax rate
spending levels with the intent of influencing the level or overall economic activity ch anges)

‘N_
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(
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Week 12
November 23, 24

expansionary fiscal policy:
fiscal policy that increases the level of aggregate demand, either through increases
in governm%v/rt spending or cuts in .taxes o 15\ N
./ﬁ‘ 2 : | \";— " “ 'J\ "h | T ./R;” r
L oA W g QUER sl e 7R { U‘ [} sy G s A
Introduction to Fiscal Policy Approaches
What you’ll learn to do: compare neoclassical and Keynesian approaches to Fiscal Policy
In this section, you’ll learn about how and why there are varying recommendations from economists regarding fiscal policy. As
you know, neoclassical economists emphasize less government intervention with the assumption that the economy will return to
full employment in the long run. Keynesian economists recommend more intervention, and in this section you’ll learn about
some of the specific arguments for both sides.




GLOSSARY

10f 1 =
austerity programs: measures taken to reduce budget deficits during recessions

by raising taxes and cutting government spending
Keynesians « would advocate for increased government spending in times of recession whHel Neoclassicals « would crowding out: federal spending and borrowing causes interest rates to rise and

business investment to fall; crowding out can also be caused by federal tax cuts
flat tax income tax: system where all pay the same tax rate
Laffer Curve: hill-shaped relationship between tax rates and tax revenues; if tax
rates are high enough, lowering rates actually increases revenues

multiplier effect: idea that a change in spending causes a more than proportionate
change in real GDP
Reaganomics: see Supply-Side Economics

Supply-side Economics: belief that economic activity is motivated by after tax
returns to that activity, so that tax cuts on personal income increase labor supply,
tax cuts on%ﬁg increase saving, and tax cuts on investment increase investmep!

o ) NN (B £ s

ladvocate against budget deficit as they trigger the crowding out effect and depress investment.

Correct - Keynesians advocate for greater government spending to boost aggregate demand when the economy is in a
recession

Correct. Neoclassicals avoid budget deficit and government borrowing as they believe it causes interest rates to rise and
reduces private investment.

(1 ‘ Euk

Week 13
November 30
December 01

Fiscal Policy, Investment, and Crowding Out
LEARNING OBJECTIVES
* Explain crowding out and its effect on physical capital investment
* Explain how economic growth is tied to investments in physical capital, human capital, and technology

Neoclassical economists believe we should focus attention on the long run (e.g. economic growth) and that the short run will take care of
itself. We know that economic growth, defined as the percentage change in real GDP over time, comes about through increases in the
guantity and quality of labor, physical capital, and technology—all set in an economic environment where firms and individuals can react to
the incentives provided by well-functioning markets and flexible prices. In this section, we will examine how fiscal policy can affect these
variables.

Crowding Out Physical Capital Investment Effects of Crowding Out

. ) h L . How does crowding out affect the path of the economy? If the purpose of
When government conducts an expansionary fiscal policy (i.e. increases in expansionary fiscal policy was to stimulate GDP and employment (i.e. a

goverr_lment spending or de_creases_ in tax _rate) it may run afoul Qf the Keynesian stimulus for the short-term), the extent to which crowding out
crowding out effect. Expansionary fiscal policy means an increase in the occurs will limit the stimulus. If say a $100 billion increase in government
budget deficit. The government is spending more money than it has in  spending results in a $50 billion decrease in private investment spending,
income. Where does government obtain the necessary funds to cover it's then the net increase to total expenditure is $50 billion instead of $100
increased deficit? The answer is borrowing. billion. Crowding out reduces the effects of a fiscal stimulus.

Public Investment in Human Capital
How Fiscal Policy Can Improve Technology

Public Investment in Physical Capital




GLOSSARY

crowding out: federal spending and borrowing causes interest rates to rise
and business investment to fall; crowding out can also be caused by federal

tax cuts.

Head Start program: a program for early childhood education directed at
families with limited educational and financial resources.

Infrastructure: public investment in public and externality goods like roads
and transportation features (e.g. airports, seaports), water supply and
sewers, schools and hospitals.

ikl B %

Week 14
December 7, 8

Foreign Currency Exchange Market

Foreign
Exchange
Market

» Foreign Exchange market:
Market where different currencies are
traded, one for another.

» The exchange rate enables people in one
country to translate the prices of foreign
goods into units of their own currency.

» An appreciation of a nation’s currency
will make foreign goods cheaper.

» Adepreciation of a nation’s currency will
make foreign goods more expensive.

Determinants
of the
Exchange Rate

Under a flexible rate system, the exchange
rate is determined by supply and demand.

The dollar demand for foreign
exchange originates from U.S.
purchases for foreign goods, services,
and assets (real and financial).

The supply of foreign exchange
originates from sales of goods, services,
and assets from Americans to
foreigners.

The foreign exchange market brings the
quantity demanded and quantity
supplied into balance.

Also brings the purchases of
Americans from foreigners into
equality with the sales of
Americans

to foreigners.




Changes in
the
Exchange
Rate

Three
Major
Types of

» Factors that cause a currency to
depreciate:

» a rapid growth of income (relative to
trading partners)
that stimulates imports relative to exports

» a higher rate of inflation than one’s
trading partners

» areduction in domestic real interest rates
(relative to rates abroad)

» areduction in the attractiveness of the
domestic investment environment that
leads to an outflow of capital

rate regimes:

» flexible rates;

» pegged exchange rates.

» There are three major types of exchange

» fixed-rate, unified currency; and,

Changes in
the
Exchange
Rate

» Factors that cause a currency to
appreciate:

» a slower growth rate relative to one’s
trading partners

» a lower inflation rate than one’s trading
partners

» an increase in domestic real interest rates
(relative to rates abroad)

» an improvement in the attractiveness of
the domestic investment environment that
leads to an inflow of capital ()

Questions for Thought:

1. Can a nation fix its exchange rate to another currency
such as the dollar and at the same time follow an
independent monetary policy? Why or why not?

Exchange
Rate
Regimes

We have listened to 13 presentations.

Task 2. Try to determine the year patterns
for the currency exchange rate changes by
comparing the data. Are there some months
when the currency is getting
stronger/weaker? Can you suggest the
reasons for it?




» Current account transactions:
all payments (and gifts) related to the
purchase or sale
of goods and services and income flows
during the
current period
» Four categories of current account
Balance Of transactions:
Paym en tS » Merchandise trade (import and export of
d
goods) Thank you
» Service trade (import and export of
services)
» Income from investments
» Unilateral transfers (gifts to and from
foreigners)

Week 15 1. The role of the retailers in the Distribution Chain.

December 14, 15 | 2. Franchise.

Evolution of Channels of Distribution

With the growth of specialization, particularly industrial specialization, and with improvements in methods of transportation and
communication, channels of distribution have become longer and more complex.

Based on this relationship, we define a channel of distribution, also called a marketing channel, as sets of interdependent organizations
involved in the process of making a product or service available for use or consumption, as well as providing a payment mechanism for the
provider.




Channel Structures

MARKETING CHANNELS FOR CONSUMER PRODUCTS

DIRECT CHANNEL RETAIL CHANNEL WHOLESALE CHANNEL AGENT CHANNEL

Channel Flows o i

1
One traditional framework that has been used to express the channel PROPUCER

mechanism is the concept of flow. These flows reflect the many linkages that
tie channel members and other agencies together in the distribution of
goods and services. From the perspective of the channel manager, there are
five important flows.

* Product flow: WHOLESALER
s _gs OR DISTRIBUTOR

+ Negotiation flow

« Ownership flow:

* Information flow:

« Promotion flow: m
i CONSUMERS
Wi LuipBaFre

i L VT | Y DS )| | YR
The Role of Intermediaries
Task 1. Please choose the company and show its approach to Distribution channel building. Use the framework of the Distribution Channel
from our lecture. Make a 3-5-minute speech on it by the end of the class. You may work in pairs.

38

PRODUCER PRODUCER

l

AGENT/BROKER

'WHOLESALER
OR DISTRIBUTOR
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https://nrf.com/retailsimpact
U.S. retail by the numbers
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| Task 1

Franchises
. _ | want you to choose the company that offers the
Entreprengy il franchise and illustrate information on it like we did for

A Fanchises  Franchise 500 the companies from the 2023 Franchise 500 Ranking list.
Please, make a 3-5- minute speech. You may work in

2022 Franchise 500 Ranking pairs.

https://www.entrepreneur.com/franchise500
Entrepreneur’s 43rd annual Franchise 500 ranking shines a light on the unique

challenges and changes that have shaped the franchise industry over the last year— = e @
and how franchisors have adapted and evolved to meet them. S
Which franchise is 2
f ? g @
best for you? %
inte e
)@ ®) ©
https://www.entrepreneur.com/franchise500 ﬁz
clam
‘a (]
.
T A'e

el

A

G Image source: https://www.entrepreneur.com/franchise500
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Week 16 Al in Economic Policy
December 21, 22

How is Al going to change the Economy and
Economic Policies?

. Microsoft
= : 2 . Q||||'£;; ' . Al is going to change the economy and economic policies by creating new opportunities and
Ecan@mﬁ@ @J@‘.\Df:\] . .g ‘ i ;hallelnges for productivity, employment, income distribution, and social welfare. .
g oogle

Al is going to change the economy and economic policies by automating tasks, developing new
products and services, and improving decision-making.”

Open Al

Al is poised to significantly impact the economy and economic policies by enhancing
productivity, automating tasks, and transforming industries, while also necessitating the
adaptation of regulations and workforce skill sets.

2023

Baidu

297

December 21, 2023
Ivan Monich, PhD (www.Monich.pro)
View of Saint-Petersburg Class starts at 14:00 (Beijing Time, GMT+8) " ):')




A

e Open Al

Al is poised to
significantly impact
the economy and
economic  policies
by enhancing
productivity,

automating  tasks,
and  transforming
industries, while
also  necessitating
the adaptation of
regulations and
workforce skill sets.

Does higher productivity mean higher wages?

AE? ??
Xh—5
Al will change the
economy and
economic policies
through increasing
productivity, driving
innovation, changing
consumer behavior,
and posing challenges
related to social
inequality.

Chart 3. The Engels’ pause saw real wages lag productivity growth during
the First Industrial Revolution in England

Real wage: 59.06
1860

— Output per worker = Real wage

Productivity growth is a necessary rather than sufficient condition for higher real wages. It is possible to have long periods of productivity
growth without an increase in wages.

This famously occurred during the early First Industrial Revolution, when, from 1800 to 1820, productivity increased as a result of steam
power, railways, and the telegram, but real wages stagnated (Chart 3). This period is referred to as Engels' pause, where the gains from
higher productivity accrued almost exclusively to the owners of capital.




Chart 4. There is little evidence of technological unemployment over the long

term
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APEC Policy Support Unit
POLICY BRIEF No. 52
November 2022

Artificial Intelligence
in Economic Policymaking

‘It seems probable that once the machine

Dok oo, daca ki, Inlemanaicn, i eviutdon”
o Whin Al can be

rumaa nadsaue

oy ey, e
Pewtn gereraled Fsermcre data. Whih seres 4% 1 Mabkood fosl Al WG can

+ A seady i desored i et b secompeh st ks o s e
okimes of Gatn As the Webvikogy Eromn. Al wa pcrease,
beiran At
Goni0ns 1o ensure Bt & remains a foot ko imgeowng human and socal wetare. These
incode: (1) A Quverance framewarks. (2) erancing dita ecosystems, (3)
a0 (5]

evwragrG regona cooperaton

kil hod had started, it would not take long to

oulstnp our feeble powers. There would be no question
of the machines dying, and they would be able to
converse with each other to sharpen their wits. At some
stage therefore, we should have to expect the machines
to take control [...]."

— Alan Turing, 1951

Chart 5. Estimate of the share of industry employment exposed to

automation by Al
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1. A Powerful Tool for Good

Al offers many benefits to policymaking and policy
implementation through efficiency enhancements,
public service quality improvements as well as time
savings on administrative tasks.3 Al can be used as a
tool to enable policymakers to formulate more effective
policies, make better decisions, and improve
communication and engagement with stakeholders.4 At
each stage of the policy cycle, from agenda setting to
policy formulation, decision making, implementation,
and evaluation (Figure 1), Al could potentially assist
policymakers in generating high-value inputs and
creating more meaningful impacts for society.5

]

Production

Construction and Extraction

Installation, Maintenance and...
Building and Grounds Cleani...

‘A Devies o o, *Advanciog Mathematios by Gulding Humen
Nature 600  (2021): 7074,

megg_ry E!Qiﬂi! 586-021-04086-x;
E. Guizzo, “IBM's Watson Jeopardy Computer Shuts Down

Humans In Final Game > Silicon Prevails in Men vs. Machine
Challenge,” 17 February 2011, hilps:/ispecium.eee org/iom:

5 Organ mg -
(OECD), Artificial Intelligence Suaaly (P-m OECD
pubishing, 2019) ‘s ot cr10 1787 eecleer 7-en

J. Berryhill et al., “Hello, World: Artificial and Its
Ulu in the Public Sector,” working paper, OECD Publishing,
Paris, 2019, hiips:/idoi 0rg/10.1787/726(d39d-en




Figure 2: Factors influencing the adoption of artificial
intelligence in policymaking

P
2

1. Situation 2. Program Set-up 3. Data
Is Al appropriate Who develops What data is
to use in this the Al? provided to the Al?

particular situation?

- =

1. Design, Data, and Modelling
Strategically process data
in preparation for model
building and interpretation

®
4. Operation 2. Verification
and Monitoring and Validation
Operate and continuously Execute and assess

identify issues for model performance against objectives
recalibration or termination

.

3. Deployment
Quality checking to adhere with
technical and managerial considerations

Week 17 Review of the studied materials
December 28, 29

Week 18 No classes

Week 19 Final Exam

January 08




