Take Home Final Exam
Money and Monetary Policy

Fall 2007

The final exam for Money and Monetary Policy addresses a topic that has arisen continuously in our discussion of money and monetary policy.  In a 2000 paper published in the St. Louis Federal Reserve Bank’s Review (and provided as reading # 33 in Course Compass) Mishkin clearly stated the topic: “What Should Central Banks Do?”

The question:  “What Should Central Banks Do?” must surely be followed by “about what?”  The answer– or actually the questions, from your perspective – are detailed below.  Answer five of the following six options below.  Be sure to appropriately cite ideas taken from others as well as sources for any relevant data.  
1. In the past month, under the Chairman Bernanke’s leadership, the FOMC released a much more extensive set of minutes.  The question for you is: “What should the FED do about transparency?”  In your answer, be sure to address how your suggestions might deviate from the past history of the organization.  Also be sure to address the costs and benefits of transparency.

2. Sometimes it seems as if the FED keeps changing its mind and, consequently, the policies it chooses.  The question for you is: “How should the FED address uncertainty into its decision-making process and in promulgation of the results?”  Be sure to highlight the key sources of uncertainty and how they might influence both actual policy and statements about actual policy.

3. John Taylor suggested that the FED provides equal weigh to controlling inflation and avoiding recessions.  The questions for you are “What should the FED target as its objectives for monetary policy and for the instruments employed to achieve such targets.”  Be sure to justify your choices. In addition to addressing the merits and drawbacks of different objectives and instruments, you may choose to contrast the FED’s choices with those of other central banks.
4. Some analysts (pundits?) on Wall Street argue that perceptions are at least as important as actual decision-making proclamations.  In particular, the questions for you are:  “What role do inflation expectations play in the FED’s decision-making and how does the FED attempt to influence such expectations? “  Furthermore, what can help them increase their ability to influence these expectations?

5. Many policy-makers and Wall Street analysts would like the FED to intervene in certain markets (e.g., equity, housing, gold, or natural resource markets) to keep them stable: that is, use monetary policy to keep these markets from either rising too rapidly or falling too precipitously.  The questions for you are: “How can the FED do so and what are the costs and benefits of such a strategy?”  Select one particular market segment to illustrate your arguments.
6. Last week’s Economist featured on its cover the heading “The Panic About the Dollar.” The dollar is in free fall according to some analysts.  The question for you is: “What should the FED do about influencing the (trade-weighted) value of the dollar?”  U.S. policy makers are not shy about telling others about how they should manage their currencies.  The Europeans are starting to tell us how we should manage ours.   Your answer should address the costs and benefits of focusing monetary policy on managing the value of the dollar.

All papers should be typed, double-spaced, use a 12 point font, and have a one inch margins on all sides.   As with all other papers, grammatically correct writing will be expected.  Furthermore, please use the requested style for referencing.  You may attach any charts and tables that assist you in making your case.  Papers are due at 11:30 AM on Thursday, December 13th.
