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Course Outline

This is an introductory course in economics intended to provide students with the tools
to analyse a variety of policy questions and to provide a basis for the second-year
option modules and the Policy in Practice workshops. The course is divided equally
between microeconomic and macroeconomic topics.

In the first half, we start by recalling why markets may sometimes be a good way of
organising economic activity. We then go on to examine in detail a variety of
circumstances in which markets fail to deliver satisfactory outcomes and where
government intervention may be warranted. These include: the presence of market
power; external effects in production and consumption; public goods; and markets
characterised by asymmetric information between buyers and sellers.

In the second half, we begin by considering some of the key indicators used to assess
the performance of the economy and the factors that determine the levels of output,
interest rates and prices over the long run. We then move onto investigating the causes
of economic fluctuations and the scope for monetary and fiscal policies to attenuate
them, including issues of institutional design. Finally, we will look at the causes and
management of fiscal and financial crises.

By the end of the course, students should be able to apply the tools to specific new
policy challenges, while also understanding the limitations of their analysis.

Faculty

Prof Sandra Sequeira is a Professor of Development Economics at the School of
Public Policy at LSE. She is also a research affiliate/fellow at STICERD, Fellow and co-
Director of a Research Policy Network at the Centre for Economic Policy Research
(CEPR), a fellow of the Royal Economic Society and a fellow and lead academic for the
International Growth Centre (IGC). Her research interests are in development
economics and political economy. She holds a PhD from Harvard University, an MA
from the Fletcher School and a BA from Universidade Nova in Lisbon, Portugal.

Ethan llzetzki is an Associate Professor in Economics at the London School of
Economics. He is a Fellow of the Centre for Economic Policy Research (CEPR) and an
Affiliate of the Centre for Macroeconomics. He heads the Research Policy Network on
Geoeconomics and Security at the CEPR. His research focuses on fiscal policy,
macroeconomics, and international economics. He serves on the editorial boards of
the IMF Economic Review and the Journal of Monetary Economics. He was awarded



https://www.lse.ac.uk/people/sandra-sequeira
https://www.lse.ac.uk/people/ethan-ilzetzki

a European Research Council consolidator grant in 2021. He has held policy and
research positions at the International Monetary Fund and the U.S. Department of
Treasury and visiting positions at the Federal Reserve Board, the World Bank, and the
Bank of England. He holds a B.Sc. in Electrical Engineering from the Technion: Israel
Institute of Technology, an M.A. in International Affairs from Johns Hopkins
University's School of Advanced International Studies, and a Ph.D. in Economics from
the University of Maryland.

Assessment
There are two components of the assessment that count equally for the final mark:

e An online exam that will take place over 8-11 May 2026. It will consist of a
combination of short-answer questions and longer-answer questions. You will
have 3 hours and 15 minutes after downloading the exam to complete it.

e A 2,000-word essay that is due on 31 May 2026.
Overview of Topics

Monday

The Perfectly Competitive Market, Government Intervention and Market Failures
Micro Case Study 1: The UK housing market; Market for short-term rentals
Market Failure (Monopoly Power)

Micro Case Study 2: Amazon and Google — Are they monopolizing the market?

Tuesday

Market Failures (Externalities)

Micro Case Study 3: The European Emission Trading System; Congestion Pricing
Public Goods

Micro Case Study 4: Ideas as a Public Good; Open-Data Platforms

Wednesday morning
Asymmetric information
Micro Case Study 5: The Market for Fake Drugs in Uganda; Disability Benefits

Wednesday afternoon
Measuring the Aggregate Economy and the State of the Economy in 2026
Economic Growth

Thursday

Money, Banks, Finance, and the Economy

Business Cycles

Macro Case Study 1: Demand shock, supply shock, or both?

Macro Case study 2: The Varieties of Emerging Market Recessions: The Case of
Argentina

Stabilisation Policy
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Friday

Monetary Policy

Macro Case Study 3: Inflation Targeting meets Emerging Markets
Fiscal Policy

Macro Case Study 4: The Greek Fiscal Tragedy

The International Monetary System

Part I: Microeconomics

Preparatory Reading

For the microeconomics half of the course, case studies will play an important role in
class discussions and will be available on Moodle. You should read through these case
studies in advance to allow for a fruitful discussion of the cases in class. We would
recommend skimming through the cases again in advance of each day’s lecture during
the course week as a refresher. Please come prepared to discuss the questions listed
in the case study during the group discussions and the main lecture. Each case study
will identify the key academic papers and newspaper readings that can help frame the
discussion. The optional articles are suggested readings only for those who would like
to engage further with the material, particularly for their essays.

Academic readings: You do not need to master all the details, but you should have a
general understanding of what the main message of the paper is. The introduction
should give you a good idea of the motivation and the findings of the paper.

Lecture slides: These slides describe in detail the core concepts taught in the module.
They will serve as the basis for the main lecture and can also help guide the review
sessions so reading them in advance of the module will enhance your understanding.

Textbooks

Several textbooks cover the material for those who would like to learn more about the
theory behind our discussions. These readings are not mandatory but may be
accessed whenever students would like to clarify any of the concepts covered in the
lectures or class discussions.

e Pindyck, Robert and Daniel Rubinfield (2018) Microeconomics, Pearson
Education Limited
(LSE has online access to this textbook)

e Varian, Hal R. (2010) Intermediate Microeconomics: A Modern Approach, 8™
Edition, Norton.
(This is a classic microeconomics textbook only for those mathematically
inclined)
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Course Content and Readings

MONDAY morning: The Perfectly Competitive Market, Government Intervention and
Market Failures

Key questions: We begin by introducing the concept of the market as a place for
voluntary exchanges to occur. Why are markets desirable when allocating scarce
resources? What distortions can government intervention create in markets? When do
markets fail to generate desirable outcomes?

Topics:
- The Perfectly Competitive Market: Pareto Optimality and Surplus
Maximization
- Supply, Demand, Elasticity
- Taxes, Subsidies, Deadweight Loss, Tax Incidence
- Profit Maximization, Market Power, and Regulation

Case study 1 — The UK housing market; Market for short-term rentals

Essential Reading:
e BBC - Help to Buy scheme’s impact across England revealed
e The Guardian — Help to Buy — Pro and Cons
e Financial Times — Why holiday rentals are winning the battle for Europe’s city
housing markets

Background Reading (Optional):
e The Economist — Would building 1.5m houses bring down
e The Economist — Governments are rethinking the provision of public housing
e Marginal Revolution University (video) https://mru.org/courses/development-
economics/rent-control-mumbai-india

Textbooks (Background Reading Only - Optional):
e Varian, Hal R. (2010) Intermediate Microeconomics: A Modern Approach 8t
Edition, Norton.
o Chapter 1 — The Market
Chapter 14 — Consumer surplus
Chapter 15 — Market demand
Chapter 16 — Equilibrium
Chapter 22 - Firm supply

O O O O

e Pindyck, R. and Daniel Rubinfield (2018)
o Chapter 3 — Consumer Behavior
Chapter 4 - Individual and Market Demand
Chapter 8 - Profit Maximization
Chapter 9 — Competitive Markets

o O O
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https://www.bbc.com/news/uk-england-38330552
https://www.theguardian.com/society/2002/jul/03/politics.publicservices
https://www.ft.com/content/67f63a8d-e416-4b1d-9c9f-5e7d9e52dd65?utm_source=chatgpt.com
https://www.ft.com/content/67f63a8d-e416-4b1d-9c9f-5e7d9e52dd65?utm_source=chatgpt.com
https://www.proquest.com/pq1business/magazines/would-building-1-5m-homes-bring-down-british/docview/3090640490/sem-2?accountid=9630British%20house%20prices?
https://www.economist.com/special-report/2020/01/16/governments-are-rethinking-the-provision-of-public-housing
https://mru.org/courses/development-economics/rent-control-mumbai-india
https://mru.org/courses/development-economics/rent-control-mumbai-india

MONDAY afternoon: Market Failure (Monopoly Power)

Key questions: What is market power? Are monopolies ever justified? Should the
government intervene to prevent them?

Topics:
- Marginal Revenue
- Price Elasticity of Demand
- Natural Monopolies

Case study 2 — Amazon and Google — Are they monopolizing the market?

Essential Reading:
e The Economist — The Mighty Amazon
e Marketplace Pulse — Amazon Is a Monopoly, an Interview With Sally Hubbard
e Federal Trade Commission — FTC Sues Amazon for lllegally Maintaining
Monopoly Power

Background Reading:
e The New York Times (Optional) — Amazon’s Monopsony is not OK.
« Aghion, P., Bloom, N., Blundell, R., Griffith, R., & Howitt, P. (2005) “Competition
and Innovation: An Inverted-U Relationship”, Quarterly Journal of Economics,
120(2), 701-728.

Textbook (Background Reading Only, for consultation if needed — Optional):
e Pindyck, R. and Daniel Rubinfield (2017)
o Chapter 10 — Market Power
o Chapter 11 - Pricing with Market Power
o Chapter 14 — Markets for Inputs

e Varian, Hal R. (2010) Intermediate Microeconomics: A Modern Approach 8t
Edition, Norton.
o Chapter 24 — Monopoly
o Chapter 25 - Monopoly behaviour (only 25.1 Price discrimination)
o Chapter 26 — Factor markets

TUESDAY morning: Market Failures (Externalities)
Key questions: What are externalities and how can they be remedied? What are public

goods and why should the government provide them? What is the role of patents in
innovation?
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https://www.economist.com/special-report/2017/10/26/the-mighty-amazon
https://www.marketplacepulse.com/articles/amazon-is-a-monopoly-an-interview-with-sally-hubbard
https://www.ftc.gov/news-events/news/press-releases/2023/09/ftc-sues-amazon-illegally-maintaining-monopoly-power?
https://www.ftc.gov/news-events/news/press-releases/2023/09/ftc-sues-amazon-illegally-maintaining-monopoly-power?
https://www.nytimes.com/2014/10/20/opinion/paul-krugman-amazons-monopsony-is-not-ok.html

Topics:
- Externalities, Incomplete Markets and the Coase Theorem
- Public Goods and Government Provision
- The Economics of Patents

Case study 3: The European Emission Trading System; Congestion Pricing

Essential Reading:
e VoxEu - Making carbon pricing work for citizens
e Vox Eu — What European carbon border tax might look like
e The Economist — Congestion pricing in Manhattan is a predictable success

Background Reading (Optional):
e Financial Times — China'’s carbon trading scheme struggles to take off
e New York Times — Does a carbon tax work? Ask British Columbia
e Financial Times — The battle over New York’s congestion toll

Textbooks (Background Reading Only, for consultation if needed — Optional):
e Varian, Hal R. (2010) Intermediate Microeconomics: A Modern Approach 8"
Edition, Norton.

o Chapter 34 - Externalities

e Barr, Nicholas (2012) Economics of the Welfare State 5% Edition, Oxford.
o Chapter 3 — Economic Theory 2: Insurance (particular 4.3.2 Asymmetric

information)

e Pindyck, R. and Daniel Rubinfield (2018)

o Chapter 18 — Externalities and Public Goods

TUESDAY afternoon: Public Goods

Key questions: What are public goods and why should the government provide them?
What is the role of patents in innovation?

Topics:
- Public Goods and Government Provision
- The Economics of Patents

Case study 4 — Ideas as a Public Good; Open-Data Platforms

Essential Reading:
e NASA - Benefits from Apollo: Giant leaps in technology
e Works in Progress — Malaria Vaccine
e Financial Times — Can better data save the NHS?

Background Reading:
e VoxEu - New ideas about new ideas: Paul Romer, Nobel Laureate
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https://cepr.org/voxeu/columns/making-carbon-pricing-work-citizens
https://voxeu.org/article/what-european-carbon-border-tax-might-look
https://www.economist.com/united-states/2025/06/19/congestion-pricing-in-manhattan-is-a-predictable-success?utm_source=chatgpt.com
https://www.ft.com/content/35a0a860-8eab-11ea-af59-5283fc4c0cb0
https://www.nytimes.com/2016/03/02/business/does-a-carbon-tax-work-ask-british-columbia.html
https://www.ft.com/content/0424b637-73f6-4912-b536-c9dac30cea7b?utm_source=chatgpt.com
https://www.aip.org/news/giant-leaps-innovation-retrospective-apollo-driven-technologies
https://worksinprogress.co/issue/why-we-didnt-get-a-malaria-vaccine-sooner/
https://www.ft.com/content/b4c57347-d64d-436a-a2f1-33b7049a74b7?utm_source=chatgpt.com
https://voxeu.org/article/new-ideas-about-new-ideas-paul-romer-nobel-laureate

o Bloom, N., Jones, C. |, Van Reenen, J., & Webb, M. (2020) “Are Ideas Getting
Harder to Find?”, American Economic Review, 110(4), 1104-44.

Textbooks (Background Reading Only, for consultation if needed — Optional)
e Varian, Hal R. (2010) Intermediate Microeconomics: A Modern Approach 8"
Edition, Norton.
o Chapter 36 — Public goods
e Pindyck, R. and Daniel Rubinfield (2018)
o Chapter 18 — Externalities and Public Goods

WEDNESDAY morning: Asymmetric Information

Key Questions: Informational frictions and the market. What happens to markets when
the quality of goods transacted is unclear? How do markets deal with risk? How does
asymmetric information affect policy design? What is the rationale for national
insurance?

Topics:
- Moral Hazard
- Adverse Selection
- National Insurance

Case study 5 — The market for fake drugs in Uganda; Disability Benefits

Essential Reading:
e VoxEU - How retail drug markets in poor countries develop
e Financial Times — Freezing Health Care Benefits
e The Guardian — Disability Benefits Cuts

Textbooks (Background Reading Only, for consultation if needed— Optional):
e Barr, Nicholas (2012) Economics of the Welfare State 5™ Edition, Oxford.
o Chapter 3 — Economic Theory 2: Insurance (particular 4.3.2 Asymmetric
information)
e Varian, Hal R. (2010) Intermediate Microeconomics: A Modern Approach 8t
Edition, Norton.
o Chapter 37 — Asymmetric Information
e Pindyck, R. and Daniel Rubinfield (2018)
o Chapter 18 — Externalities and Public Goods
e Can Good Products Drive Out Bad? A Randomized Intervention of Antimalarial
Medicine Market in Uganda
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https://voxeu.org/article/how-retail-drug-markets-poor-countries-develop
https://www.ft.com/content/6e8561b4-1591-4b45-b945-dffbf75b2d47?utm_source=chatgpt.com
https://www.theguardian.com/society/2025/may/07/disability-benefit-cuts-to-hit-700000-families-already-in-poverty-dwp-forecasts-show?utm_source=chatgpt.com
https://yanagizawadrott.com/wp-content/uploads/2020/04/FakeDrugs_Feb2020_FULL.pdf
https://yanagizawadrott.com/wp-content/uploads/2020/04/FakeDrugs_Feb2020_FULL.pdf

Part II: Macroeconomics

Preparatory Reading

The main purpose of the (generally short) readings/viewings marked Essential is to
introduce the topic to be discussed in the associated lecture but in most cases they
also cover the key analytical ideas. You should read/view these ahead of the lecture.
There are also two Macro Case Studies to be discussed in the lectures and it will be
helpful if you have looked at these in advance.

In the lectures, we will both develop the analytical foundations and draw out the policy
implications. The readings marked as Background - generally from Mankiw and
Taylor and/or Cowen and Nabarrok — are where you should look if the presentation in
the lectures is unclear or if you wish to cement your understanding. If you have not
studied macroeconomics before, however, then you are strongly advised to watch at
least the first few of the relevant videos from the Cowen and Nabarrok course before
the module so that you already have some exposure to the main ideas when they are
introduced in the lectures.

You are not expected to read the Further readings for the lectures or exam. However,
they may be useful if you subsequently wish to delve deeper, including for your essay.

Textbooks and Video Courses
Although the module will not follow it closely, the most useful text is:

e Mankiw, N. Gregory and Mark Taylor (2023) Macroeconomics, 6th Edition,
Cengage. (LSE has online access to this textbook)

The chapter numbers below relate to the 6th edition. Earlier editions can be used but
be aware that chapter numbering may differ, so follow the chapter titles instead.

The second half (Part 9 on) of Mankiw, N. Gregory and Mark Taylor (2023) Economics,
6th Edition, Cengage, covers similar material and can be used as an alternative; LSE
also has online access (again be guided by the chapter titles). There are also numerous
other intermediate-level macroeconomics texts covering similar territory.

As an alternative to a textbook, you may find this open-source video course useful,
which is the macroeconomic counterpart to the microeconomics video course that
you encountered in the Introduction to Public Policy module:

e Cowen, Tyler and Alex Tabarrok, Principles of Economics: Macroeconomics,
Marginal Revolution University.

This covers similar territory to Mankiw and Taylor in 80 digestible short videos (around
5 minutes each) and is especially recommended for students who have not studied
macroeconomics before.
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https://mru.org/principles-economics-microeconomics
https://mru.org/principles-economics-macroeconomics-0

Course Content and Readings

WEDNESDAY afternoon I: Measuring the Aggregate Economy and the State of the
Economy in 2026

Key questions: How do we measure economic activity? How can we think about the
health of the economy as a whole? What are the main macroeconomic variables that
macroeconomists look at and why?

Topics:
- The National Accounts framework
- Measurement of GDP and inflation
- International data on GDP and living standards

Essential videos:
e llzetzki, Video Lecture: National Accounts (password: 440E440)
e llzetzki, Video Short: Measuring Prices and Inflation (password: 440E440)
o llzetzki, Video Short: Measuring Unemployment (password: 440E440)

Background reading (optional):
e Mankiw and Taylor Macroeconomics
- Chapter 4: Measuring a nation’s well-being and the price level (pp.80-
104)
e Cowen and Tabarrok Principles of Economics: Macroeconomics
- Section 1: GDP
- Section 2: The wealth of nations and economic growth

Further reading:
e Harford, Tim (2014) The Undercover Economist Strikes Back, Chapter 11: The
Cult of GNP, Abacus London.
e Planet Money (2014) “The Invention of ‘The Economy", 28 February.
Planet Money Summer School 2 (2022) “GDP & What Counts”, 20 July.

WEDNESDAY afternoon Il: Economic growth

Key questions: What determines living standards? Why are some countries richer than
others? What can policy do about it?

- Topics:

- Capital accumulation: the Solow model

- The role of knowledge: endogenous growth
- Growth accounting

- Public policy and growth
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http://vimeo.com/101599070
https://vimeo.com/101603097
http://vimeo.com/101604255
https://mru.org/principles-economics-macroeconomics-0
http://www.npr.org/blogs/money/2014/02/28/283477546/the-invention-of-the-economy
https://www.npr.org/2022/07/20/1112482124/planet-money-summer-school-2-gdp-what-counts

Essential reading:
e Planet Money Summer School 8 (2022) “Productivity & Getting Lit", 31 August.
e Planet Money (2022) “Britain's Productivity Problem”, 25 October.

Background reading (optional):
e Mankiw and Taylor Macroeconomics
- Chapter 5: Production and growth
e Cowen and Tabarrok Principles of Economics: Macroeconomics
- Section 3: Growth, capital accumulation and the economics of ideas

Further reading:

e Banerjee, Abhijit V. and Esther Duflo (2005) “Growth Theory through the Lens
of Development Economics” in Handbook of Economic Growth edition 1,
volume 1, chapter 7, Philippe Aghion and Steven Durlauf eds. Elsevier.
(Some technical parts, but a good overview of how development economists
view the macroeconomics of economic growth.)

e Jones, Charles I. (2016) “The Facts of Economic Growth” in Handbook of
Macroeconomics, Vol. 2A, John B. Taylor and Harald Uhlig eds.

THURSDAY morning: Money, banks, finance, and the economy

Key questions: What is money and what is the role of banks in creating money? How is
the supply of money related to inflation? Why do some countries lose control over
inflation? What are interest rates and what determines their level?

Topics:
- Short and long-term interest rates
- The market for ‘loanable funds’
- Understanding bank balance sheets
- The role of money in the economy

Essential reading:

e Financial Times (2024) “How low will rates go? The hunt for the elusive
‘neutral’ level”, 12 February.

e Planet Money (2023) “Where Are Interest Rates Going?”, 18 April.

e Planet Money (2011) “The Invention of Money” for This American Life WBEZ, 7
January.

e Planet Money Summer School 4 (2022) “Inflation & Drinking Buddies”, 3
August.

e Daily Telegraph (2008) “Zimbabwe hyperinflation will set world record within
six weeks”, 13 November.
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https://www.npr.org/2022/08/31/1120364348/planet-money-summer-school-8-productivity-getting-lit
https://www.npr.org/sections/money/2022/10/25/1130633196/britains-productivity-problem
https://mru.org/principles-economics-macroeconomics-0
https://www.ft.com/content/e0f27da0-b735-4b73-b5a9-06dbc186842f?desktop=true&segmentId=7c8f09b9-9b61-4fbb-9430-9208a9e233c8#myft:notification:daily-email:content
https://www.ft.com/content/e0f27da0-b735-4b73-b5a9-06dbc186842f?desktop=true&segmentId=7c8f09b9-9b61-4fbb-9430-9208a9e233c8#myft:notification:daily-email:content
https://www.npr.org/sections/money/2023/04/18/1170493836/where-are-interest-rates-going
http://www.thisamericanlife.org/radio-archives/episode/423/the-invention-of-money
https://www.npr.org/2022/08/03/1115430369/planet-money-summer-school-4-inflation-drinking-buddies
https://www.telegraph.co.uk/news/worldnews/africaandindianocean/zimbabwe/3453540/Zimbabwe-hyperinflation-will-set-world-record-within-six-weeks.html
https://www.telegraph.co.uk/news/worldnews/africaandindianocean/zimbabwe/3453540/Zimbabwe-hyperinflation-will-set-world-record-within-six-weeks.html

Background reading (optional):
e Mankiw and Taylor Macroeconomics
- Chapter 7: Saving, investment and the financial system
- Chapter 8: The monetary system
e Cowen and Tabarrok Principles of Economics: Macroeconomics
- Section 4: Savings, investment and the financial system
- Section 7: Inflation and quantity theory of money

Further reading:
e Bryan, Michael (2004) "Island Money," Federal Reserve Bank of Cleveland,
Economic Commentary, 1 February.
e Steinson, Jon (2023) “Money, Inflation, and Output: A Quantity-Theoretic
Introduction” mimeo in preparation for textbook.

THURSDAY afternoon I: Business cycles

Key questions: What causes economies fluctuate from boom and bust? What are the
varieties of business cycles? Should governments try to respond to booms and busts?
How should they do so? How do monetary and fiscal stabilization policies work?

Topics:
- Business cycles
- Aggregate demand and aggregate supply
- Therole of leverage in business cycles

Essential reading:
e Planet Money Summer School 3 (2022) “Booms, Busts & Us”, 27 July.
e Macro Case Study 1: "Demand shock, supply shock, or both?”
e Macro Case study 2: “The Varieties of Emerging Market Recessions: The Case
of Argentina”

Background reading (optional):
e Mankiw and Taylor Macroeconomics
- Chapter 10: Business cycles
- Chapter 12: Aggregate demand and aggregate supply
e Cowen and Tabarrok Principles of Economics: Macroeconomics
- Section 8: Business fluctuations

Further reading:
e Mian, Atif and Sufi, Amir (2014). House of Debt: Chapters 1-3, University of
Chicago Press, Chicago.
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https://mru.org/principles-economics-macroeconomics-0
https://www.clevelandfed.org/publications/economic-commentary/2004/ec-20040201-island-money
https://eml.berkeley.edu/%7Ejsteinsson/teaching/money.pdf
https://eml.berkeley.edu/%7Ejsteinsson/teaching/money.pdf
https://www.npr.org/2022/07/27/1114130282/planet-money-summer-school-3-booms-busts-us
https://mru.org/principles-economics-macroeconomics-0

THURSDAY afternoon Il: Stabilization policy

Key questions: Should governments respond to booms and busts and, if so, how? How
do monetary and fiscal stabilization policies work? Why do we have unemployment and
how is it affected by policy?

Topics:
- Monetary policy, fiscal policy and aggregate demand
- Unemployment

Background reading (optional):
e Mankiw and Taylor Macroeconomics
- Chapter 13: The influence of monetary and fiscal policy on aggregate
demand
- Chapter 6: Unemployment and the labour market
e Cowen and Tabarrok Principles of Economics: Macroeconomics
- Section 6: Unemployment and labour force participation

Further reading:
e Mankiw and Taylor Macroeconomics
- Chapter 14: The short run trade-off between inflation and
unemployment
e Ng, Michael, David Wessel and Louise Sheiner (2018) “The Hutchins Center
Explains: The Phillips Curve®, 1 August.
(Both readings concern the ‘original’ Phillips Curve that links inflation and
unemployment.)

FRIDAY morning I: Monetary policy

Key questions: How do central banks control inflation? Why do we have independent
central banks? Why do some countries target the exchange rate?

Topics:
- Monetary policy instruments
- Inflation bias and the case for central bank independence
- Inflation targeting and the monetary policy rules

Essential reading:
e Macro Case Study 3: Inflation Targeting meets Emerging Markets

Background reading (optional):
e Mankiw and Taylor Macroeconomics
- Chapter 8: The monetary system (pp.186-194)
e Cowen and Tabarrok Principles of Economics: Macroeconomics
- Section 10: Monetary Policy and the Federal Reserve
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https://mru.org/principles-economics-macroeconomics-0
https://www.brookings.edu/blog/up-front/2018/08/21/the-hutchins-center-explains-the-phillips-curve/
https://www.brookings.edu/blog/up-front/2018/08/21/the-hutchins-center-explains-the-phillips-curve/
https://mru.org/principles-economics-macroeconomics-0

Further reading:
e Bernanke, Ben S., and Frederic S. Mishkin (1997) “Inflation Targeting: A New
Framework for Monetary Policy?” Journal of Economic Perspectives, vol. 11
(Spring), pp. 97-116.

FRIDAY morning lI: Fiscal policy

Key questions: How effective is fiscal policy as a stabilisation tool? How should
shocks to public spending be financed? When is public debt too high?

Topics:
- The effectiveness of fiscal policy as a stabilisation tool
- Theory of public debt and deficits
- Debt dynamics, debt sustainability and sovereign debt crises

Essential reading:
e Andolfato, David (2020) “Does the National Debt Matter?” Federal Reserve
Bank of St. Louis, 4 December.
e Financial Times (2024) “Spiralling US public debt risks action from bond
vigilantes”, 26 February.
e Macro Case Study 4: The Greek Fiscal Tragedy

Background reading (optional):
e Cowen and Tabarrok Principles of Economics: Macroeconomics
- Section 11: Fiscal policy

Further reading:

e llzetzki, Ethan, LSE Public Lecture: “Fiscal Policy During Recessions and
Recoveries”

e Blanchard, Olivier J. (2022) “Why low interest rates force us to revisit the
scope and role of fiscal policy: 45 takeaways” PIIE Blog (Summarizes the key
takeaways from his recent book Fiscal Policy Under Low Interest Rates.)

FRIDAY afternoon: The International Monetary System

Key questions: How do firms and individuals transact across borders? Why is the dollar
so commonly used in international transactions? Why do so many central banks anchor
their currencies to the dollar? Will the dollar continue to be the international medium of
exchange?
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https://www.stlouisfed.org/publications/regional-economist/fourth-quarter-2020/does-national-debt-matter
https://www.ft.com/content/370e94f6-b6b3-4e8b-99e4-3a94c77276ee?desktop=true&segmentId=7c8f09b9-9b61-4fbb-9430-9208a9e233c8#myft:notification:daily-email:content
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