
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 • 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 • 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:  
• What is money? • What are banks? • How does credit work? • 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:  
• 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 • a standard of deferred payment. 
 

https://www.monich.pro/


Commodity versus Fiat Money 

 
 
Measuring Money: Currency, M1, and M2 

 
Visit this page to get the updated data https://www.federalreserve.gov/RELEASES/h6/current/default.htm#t2tg1 

 

Week 03 

September 21, 22 

 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 

 
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 

Week 04 

September 28, 29 

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


 
 

Financial Markets, Supply and Demand, and Interest 
LEARNING OBJECTIVES  
• 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. 

 
Shifts in Demand and Supply in Financial Markets 



 
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 • Explain how banks act as intermediaries between savers and borrowers • Differentiate between banks and credit 
unions 
Banks as Financial Intermediaries 

 
 
Banking Assets and Liabilities LEARNING OBJECTIVES • Describe a bank’s assets and liabilities in a T-account • 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 

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 • Explain the key role of banks in bringing lenders and borrowers 
together, and in facilitating the payments system • Explain how the nature of banks makes them susceptible to bank runs 

 
 
The Federal Reserve System and Central Banks LEARNING OBJECTIVES • 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 
 

 
 
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.  

Week 06 

October 12, 13 

Week 07 

October 19, 20 



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

 
 
Bank Regulation  
LEARNING OBJECTIVES 
 • 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 • 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 and Open Market Operations  
LEARNING OUTCOMES  
• 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. 

 
 
Introduction to Monetary Policy and Economic Outcomes 



 
Monetary Policy and Interest Rates  
LEARNING OBJECTIVES • 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 
 

 
 
Monetary Policy and Aggregate Demand  
LEARNING OBJECTIVES  
• Explain and show how monetary policy impacts aggregate demand 



 

The sequence of the impact chain. 
 
Federal Reserve Actions and Quantitative Easing LEARNING OBJECTIVES • Evaluate Federal Reserve decisions over the last forty years • 
Explain the significance of quantitative easing (QE) 

 



 
 
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?  
• For the activist Keynesians, what are the limits to fiscal and monetary policy that you would endorse, and why?  
• For the laissez-faire neoclassicals, what is the minimalist fiscal and monetary policy that makes sense, and why? 
• 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 



 
 

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 

 
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 

 
 

Budget deficit and surpluses 



  
 

Week 10 

November 09, 10 

 

 



 

 
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.  

 



 
 

Week 11 

November 16, 17 

Expansionary and Contractionary Fiscal Policy 

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 

 



 

 
Week 12 

November 23, 24 

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. 

 



 
 

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 
quantity 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. 

 

 

Public Investment in Human Capital 

How Fiscal Policy Can Improve Technology 

Public Investment in Physical Capital 



 

Week 14 

December 7, 8 

Foreign Currency Exchange Market 

 
 



 

 
 



 
 
 

Week 15 

December 14, 15 

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

    
      

               
                

         



 
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. 
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https://nrf.com/retails-impact



 
Week 16 

December 21, 22 

AI in Economic Policy 

 



 
 
Does higher productivity mean higher wages? 
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 1 00 to 1 20, 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. 



  

  
 



  
 

Week 17 

December 28, 29 

Review of the studied materials 
 

Week 18 No classes 

Week 19 

January 08 

Final Exam 

 

 

 

 


