Model 4 (Neoclassical Synthesis) Performance

Prediction 1:
Stimulative Fiscal policy (increase in G - T) should →↑Y, P, and r; and  ↓ U and GDP Gap
-

	Variable/Period
	50s
	60s
	70s 
	80s
	90s

	GDP and Gap
	Deficits lead
	unrelated
	Together
	together than apart
	apart then together

	GDPD growth
	Mixed
	unrelated
	mostly unrelated
	Partly related
	inverse 

	Real Interest R
	Positive
	positive
	mixed
	unrelated
	mixed

	Unemploy Rate
	Mixed
	negative
	mixed/ positive
	positive
	positive


Prediction 2:
Stimulative Monetary Policy (M2 growth) should →↑Y growth, P growth; ↓ U and r
	Variable/Period
	60s
	70s
	80s
	90s

	GDP growth
	unrelated
	positive lead
	unrelated
	mixed

	GDPD growth
	unrelated
	lead
	unrelated
	unrelated

	Real Interest 3 mo
	positive
	positive
	positive
	positive

	Rate Interest 10 yr
	
	Close until 1980
	positive
	unclear


Not Explained by Model 4
1.
Breakdown of ability of fiscal and monetary policy to explain key variables in 1980s


to a lesser degree in the 1970s

2.
Money growth and interest rates break relationship in 1980s and 1990s.

3.
Common increases in UR and inflation in 1970s and common decreases in 1980s & 90s.

4.
Real wage slightly pro-cyclical.
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