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Faux, Jeff, “The Fed’s Unnecessary Assault on Wages,” EPI Issue Brief #136, Economic Policy Institute, March 2, 2000.

This is a very nicely (but cleverly and misleadingly) written piece arguing that the Fed should not be raising interest rates, as it was doing in the spring of 2000.

First, he argues against the theory of the NAIRU, saying correctly that we can’t know what it is and that recent experience has pretty convincingly shown that it is no longer 6%, if it ever was.  He has nice graphs of the core inflation rate, capacity utilization, productive, and labor costs for the last three years to support this.

Second, he claims that none of the episodes of problematic inflation in the last century (defined as causing someone to lose and election) were caused by low unemployment.  Rather they were due to wars and oil crises.  This is interesting, although it is also interesting that he does not show us what unemployment actually was at these times.  He gives us a very nice graph of CPI inflation over most of the century, but he does not give us corresponding unemployment rates, probably because they would not support his case.

He claims that the Fed takes it as its job to help capital, not labor, and he points to various incidents of Fed response and non-response to support his claim.  And he clearly believes that wages are determined by the balance of power between labor and capital, and that the Fed’s high interest rates tilt that balance toward capital.

He dismisses the argument that higher rates are needed to dampen stock market enthusiasm, arguing that the Fed has other tools – margin requirements – that would be better that it declines to use.

There is also a nice quote that shows the problem of his approach:  “If and when signs appear that the domestic economy is overheating and price inflation threatens, there will be plenty of time to raise interest rates (or taxes) to reduce the growth rate.”

Questions:

<li>What does the author think is the natural rate of unemployment?

<li>How often, the last century, has unacceptable inflation been caused by low unemployment?

<li>According to the author, what currently motivates monetary policy, and what should motivate it?

Verdict:
Use it near the end, with Phillips Curve or policy debate.

Krugman, Paul, “End of the ZIRP,” New York Times, August 13, 2000.

The ZIRP is the Zero Interest Rate Policy of the Japan’s central bank, and this piece deplores the fact that the BOJ is abandoning it.  He argues strongly that the Japanese economy is still in such a weakened state that this can only make things worse, cutting off what little expansion there is.  He doesn’t mention his own earlier policy advice that Japan use inflation and negative real interest rates to solve its problems, but his views here are certainly consistent with that.

The explanation that he gives for their ending the ZIRP is that the Bank governors just want to assert their independence and not do what everyone is telling them they should do.  He doesn’t know why.

He sees this as a more significant event for the world economy that most are likely to, not because the Japanese economy itself is so important, but because this is likely to undermine the consensus that central banks should be independent.

Questions:

<li>What is the ZIRP?

<li>What effects on the Japanese economy does Krugman expect from ending the ZIRP?

<li>Why might this be important for the world?

Verdict:

Use it under monetary policy and central bank behavior.  But note, it won’t be available online forever.  Link to Proquest.

Scott, Robert E., “The Facts About Trade and Job Creation,” EPI Issue Brief #139, Economic Policy Institute, March 24, 2000.

<a href=”http://www.epinet.org/Issuebriefs/Ib139.html”>Online-HTML</a>

This is a short and extremely biased piece that does the simple numbers of trade and jobs.  Reports the changes in components of GDP for 1992-1999 and their implied “effects” on jobs.  The result, since imports have grown far more than exports, is that trade has cost the US some three million jobs.  There is of course no counter-argument to this given.

At the end, the point is also made that the jobs created have been in services, while those destroyed have been in manufacturing, along with the claim that this lowers average wages.  And he makes the (good) point that trade has forced people to change jobs, and that this is costly.  He calculates that 11.4 million workers have either gained or lost jobs (simply adding the gains and losses, which of course double counts), and he compares it to the 1999 labor force getting 8.9% of workers.  Of course there is also no comparison to labor turnover from other causes, and this is the turnover from an 8-year period.

Questions:

<li>Which grew more in the 1990s, US exports or US imports?

<li>How has this affected US employment, according to the author?

<li>What other effects of trade on workers, good or bad, does he identify?

Verdict:

Use it for the class on trade deficit, but along with something from the other side.

Hymans, Saul H., “The U.S. Economic Outlook for 2000-2002: Executive Summary,” Research Seminar in Quantitative Economics, University of Michigan, August14, 2000.

<a href=” http://rsqe.econ.lsa.umich.edu/forecast/summary.html”>Online-HTML</a>

In two pages, this does a nice job of reviewing where we stand on GDP, prices, and employment, and then saying where we might be going.  Of course, we are setting records of expansion in several ways, as this documents.  

The question here is whether there is any slowdown underway, and Saul doesn’t really see it in the data, although his forecast still includes it.

Questions:

<li>How does the level and growth of GDP today compare to the recent past?

<li>Is there any sign of a recession coming?

<li>What did the forecaster predict for Fed policy later that month?  Was he right?

Verdict:

Use it.

