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BIG Questions

Not Salma’s Dad:

Conscious choice, man!

From the Daisy Girl to Dubya

Fiscal and Economic (Monetary) Policy

Big Questions
A Framework for Our Discussion

Three questions before we can begin:

One is theological:

What is the Nature of Man?

When given power individually

When given the power of self governance

Two are philosophical (and highly dependent upon your answer to the first question!)

1) What is the role of government? 

2) How BIG?

What is the nature of man?

The Great Beast?

Man is inherently good, and only needs to be empowered vs. Man is inherently selfish, power-hungry and greedy, and needs to be restrained.

Federalist:  Optimistic, but suspicious of the mass of mankind;  wanted to check the power of the demos 

Anti-Federalist:  More optimistic about mankind, but suspicious about POWER; wanted to check the power of the rulers

Ephesians 2

1As for you, you were dead in your transgressions and sins, 2in which you used to live when you followed the ways of this world and of the ruler of the kingdom of the air, the spirit who is now at work in those who are disobedient. 

The Nature of Man?

They concluded:

NOT Perfect; but not Evil incarnate

The Constitution must control our “lesser angels” and keep our appetites in check

"In questions of power, then, let no more be heard of confidence in man, but bind him down from mischief by the chains of the Constitution."   --Thomas Jefferson

Classic Liberalism

Individual freedom – no more kings

Self governance – democratic republics

Constitutionalism – to limit governmental power

Freedom of Conscience

What is the role of government?

Preach it, Abraham…

The legitimate object of government is to do for a community of people whatever they need to have done but cannot do at all or cannot do so well for themselves in their separate and individual capacities.” 

Good Government and the Collective Good

Buchana and Tulloch:

“When will a society composed of free and rational, utility-maximizing individuals choose to undertake action collectively rather than privately?”

To obtain a collective good, anything of value that cannot be denied to a group member.

Are we rational? Utility maximizing?

I do not tink that word means what you tink that word means…

In a 1934 “Fireside Chat” on the role of government in the regulation of capitalism, Roosevelt quoted Lincoln to urge management and labor to support recovery programs of the New Deal. “I believe with Abraham Lincoln,” he asserted, “that 'the legitimate object of government is to do for a community of people whatever they need to have done but cannot do at all or cannot do so well for themselves in their separate and individual capacities.'” 

How Big?

How BIG?

A “mixed economy” of governmental control and market control is a given.

The question is: what is to be the proportion?

Which raises one more question…

How was Ronald Reagan liberal?

Economic Liberalism: 

Laissez Faire - 

A Free market

Choice in the marketplace

Less Governmental control over the market 

The Doctrine of Public Choice 

Friedrich Hayak 1899-1992 – The Road to Sefdom

“government planning leads to dictatorship”

Milton Friedman 1912-2006 – Nobel Laureate – Free to Choose
Free markets, less governmental “interference”

Goldwater, Reagan, Thatcher, Kemp

Goldwater

A choice, not an echo

True conservativism

In your heart, you know he’s right; In your guts, you know he’s nuts

The Daisy Girl ad

(Note – pay attention to who may appear a loser in one year’s convention, but emerge as a standard bearer later.)
Most notable former “Goldwater Girl”?

Hillary Rodham Clinton

Reagan

“Government is not a solution to our problems, government is our problem.”

Policies:

Deregulation

Reversion to market control

Privatization

Competitive public administration

Social Security personal accounts

School choice

Vouchers

Lower, simpler taxes

Consumer “choice” in how to spend their dollars

A “third way”

Dick Morris and triangulation

Blue Dogs

Clinton’s Welfare Reform

Cut the Fat!  Run it Like a Business! (Managerialism)

Just a reminder:

Efficiency is not our primary value.  Not even close.

Economic Policy

Which One’s Which?

Economic (Monetary) Policy

“A government’s formal efforts to manage the money in its economy in order to realize specific economic goals.” Shafritz

“Decisions about the money suppluy and interest rates” Dye

The Fed

“The manipulation of government finances by raising or lowering taxes or spending levels to promote economic stability and growth.” Shafritz

Fiscal Policy

Decisions about Taxing, Spending and Deficit Levels” Dye

The Budget

OMB

CBO

Macroeconomic Theories: 

Focus on the aggregate amount of spending, taxing, borrowing and money.

Try to explain economic cycles and to prescribe government policies to counter inflation and recession.

1) Classical Theory

Market is self adjusting – cyclical.

2) Keynesian Theory

Only government can take the necessary countercyclical steps to expand demand and climb out of recession

3) Supply Side

4) Monetary Economics

Keynes vs. Hayak:
http://www.youtube.com/user/EconStories
Here’s the Tricky Part:

“Yet while most economists endorsed deficits to counter recessions, it became increasingly clear that politicians were unable to end deficit spending after the recession was over.”  Dye p. 157

A rising tide…

Supply Side

“Trickle Down”  “Voodoo”

Long-term economic growth is more important than short –term manipulation of demand.

Free markets bring about more supplies and lower prices.

Government should act to stimulate production and supply, not demand and consumption.

Remember this? “Government is the problem, not the solution.”  

That’s supply side.

Monetary Economics

Assumes the supply of money heavily influences overall supply, demand and prices

Money supply should :

Expand during recessions

Tighten to counteract inflation

And, if you’re Milton Friedman, be kept at equilibrium, in step with productivity and demand. (Monetarists)

These adjustments in monetary supply are made by “the FED”.
The Federal Reserve Board

Most independent of all federal executive agencies.

Self funding; budget not controlled by congress.

Fourteen year terms for Board Members

Four year (2 yrs into presidency) terms for Chairman

The Fed’s Tools

Money Supply

Made up of 12 Federal Reserve Banks

1) Currency:

Issues “Federal Reserve Notes” otherwise known as dollars

Five percent of the money supply is in currency

2) Reserves:

Acts as the bank for banks

Sets policy as to Reserve Ratios for Banks (i.e. 20%
Interest Rates 

The Fed drives consumer interest rates by adjusting the rate it charges banks.

This is known as the discount rate.

Lower rates encourage economic expansion

Higher rates fight inflation

Note: Fed policies are by their very nature, incrementalist.  Changes in interest rates are released in increments of ¼ of a percentage point.

Open Market
“Open market operations involve the buying and selling of U.S. government securities (federal agency and mortgage-backed). The term "open market" means that the Fed doesn’t decide on its own which securities dealers it will do business with on a particular day. Rather, the choice emerges from an "open market" in which the various securities dealers that the Fed does business with—the primary dealers—compete on the basis of price. Open market operations are flexible and thus, the most frequently used tool of monetary policy.” - Fed

http://www.federalreserveeducation.org/fre_director/print.cfm?doPDF=y&theURL=/fed101_html/policy/basics_print.htm
“Open market operations are the primary tool used to regulate the supply of bank reserves. This tool consists of Federal Reserve purchases and sales of financial instruments, usually securities issued by the U.S. Treasury, Federal agencies and government-sponsored enterprises. Open market operations are carried out by the Domestic Trading Desk of the Federal Reserve Bank of New York under direction from the FOMC. The transactions are undertaken with primary dealers.”
What’s Quantitative Easing?

• Turning government bonds into circulating money is called monetizing the national debt.

• Quantitative easing is a euphemism for creating money out of thin air. In the vernacular, we call it "printing money," even though it really has nothing to do with the U.S. Bureau of Engraving and Printing.

• The way it's supposed to work is that the Fed buys securities in the open market, paying with a government "check." (That's how the money is created.) The sellers deposit those checks into their banks. The banks redeploy those deposits as loans to consumers and business. The money supply expands and, in turn, so does the economy.

Otherwise known as … 

· http://www.dallasnews.com/business/columnists/cheryl-hall/20101109-What-is-Fed-s-QE2-6107.ece
· What’s the current discount rate?   .75
· What it means: The interest rate at which an eligible financial institution may borrow funds directly from a Federal Reserve bank. Banks whose reserves dip below the reserve requirement set by the Federal Reserve's board of governors use that money to correct their shortage. The board of directors of each reserve bank sets the discount rate every 14 days. It's considered the last resort for banks, which usually borrow from each other.
· What’s the current Target Rate?   0 to .25
· What it means: The federal funds rate is the interest rate at which depository institutions lend balances at the Federal Reserve to other depository institutions overnight.
· Changes in the federal funds rate trigger a chain of events that affect other short-term interest rates, foreign exchange rates, long-term interest rates, the amount of money and credit, and, ultimately, a range of economic variables, including employment, output, and prices of goods and services.
· http://www.bankrate.com/rates/interest-rates/federal-discount-rate.aspx  http://www.federalreserve.gov/monetarypolicy/fomc.htm
How YOU Doin’?

Measuring Economic Success:

GDP – Gross Domestic Product

C+I+G+(X-M)=Y

Consumption

Investment

Government Spending

Net Exports

(exports minus imports)

=GDP

For comparison, GDP is often adjusted for inflation

The Terrible Twins

1) Unemployment

Only those currently out of work AND seeking a job

“Lagging” unemployment

2) Inflation

Same dollar purchases fewer goods

Their ugly big brother:

“Stagflation”

High unemployment

High inflation

Unemployment for Jimmy Carter…

