SYLLABUS

Honors Course: Quantitative Analysis of the Macroeconomy
Econ 4741h – Fall 2002
Instructor: Edward C. Prescott

Lecture: Tu & Th, 2:30 – 3:45 pm

Room: Blegen 215

Office Hours: Tuesdays 4:00-5:00 (there will be a sign-up sheet on my door)

Web: http://www.econ.umn.edu/~prescott/quant_macro for the class

Web:  http://macrolab.econ.umn.edu/  for the Minnesota Macro Lab

COURSE DESCRIPTION

In this course the growth model is developed and then used as a tool of economic analysis. We will determine the implications of this model for business cycle fluctuations induced by technology and public finance shocks. We will evaluate alternative tax policies.  We will analyze why Japan and Switzerland are depressed.  Why the stock market is 4 times higher relative to GDP than it was in the 1974-85 period.  We will analyze why Americans and Japanese now work 50 percent more than Europeans and why Europeans worked less than Americans in the 1970s.  We will evaluate how well the U.S. economy is doing.

READINGS

Miller, Merton H., and Charles W. Upton.  1974.  Macroeconomics: A Neoclassical Introduction.  reissued as a paperback by the University of Chicago Press.

Notes on the web site.

Other readings as posted.

There is no textbook as none exists that presents the growth model and business cycle theory adequately. Miller’s and Upton’s textbook is cheap and the first few chapters are still the best exposition of the material. They use some of the old language such as equilibrium for the concept that is now called steady state, so be careful.  The concept of equilibrium has been extended to dynamic stochastic economies and now has a very different meaning in economics then when they wrote their pioneering textbook.

A number of readings for the course are in the Quarterly Review published by the Minneapolis Federal Reserve Bank. The Quarterly Review is designed to communicate scientific results to a broad audience. Indeed, when I write Quarterly Review articles, I have in mind people such as you, advanced undergraduate students in economics. I consider this activity an important part of my teaching.  Go to the course web site for links to these and other readings. Readings not on line will be on reserve in the library.

ASSIGNMENTS AND EXAMS

There will be a Midterm and a Final.  There also will be a number of graded homework assignments. Weights will be: final 40%, mid term 40%, graded homework assignments 20%. I  assign bonus points when I students demonstrates an understanding of the material or poses a good question. 

Students are permitted (and encouraged) to work on problem sets together but each student must prepare his or her answer independently. Copying from another student’s answers is not allowed. Late assignments will be penalized 20% for each class period that it is late. Students will, be selected to present their answer to homework problems in class.

All requests for makeup exams must be in writing with documentation of the stated reason. Requests will be declined if the request is received after the exam and it was feasible to submit the request prior to the exam. If the reason is illness, a statement from a medical doctor is needed that you could not take the exam.

COMPUTER USE

Many of the assignments will require the use of a computer. There will be data analyses that require the use of a spreadsheet program such as Excel. The statistics that you compute will be inputs to computer software that we are developing for this course and for use at other colleges and universities throughout the world. These statistics are needed to restrict the model economies that you will be using to answer macroeconomic policy questions. You will be doing what macroeconomists now do to build their economic intuition.

The software will let you do what has traditionally required proficiency in the use of programming languages such as FORTRAN or MatLab. CLA has provided resources for developing an interactive web page, which will simplify the computer part.

WEB PAGE

The course web page will provide links to any readings that can be found on-line and course documents such as the syllabus, course topics, and homeworks.  As soon as documents for the course become available they will be posted to the web. In addition, any overheads or lecture notes used in class will be linked to the course web page.

Final Exam

10:30-12:30 on Thursday 19, 2002

Course Plan*

1. Intertemporal Budget Constraint

Exercises 1, 2 and 3

2. An Economy, its Gross National Product, and its Gross Nation Income

3. The Aggregate Production Function

4. The Ricardian Model

Chapter 1 in Miller and Upton

5. The Solow Model

Chapters 2 and 3 in Miller and Upton

6. The Growth Model 

Notes

7. Fiscal Policy Evaluation Using the Growth Model

8. Growth facts

9. Industrial Revolution

10. Business Cycles

Kydland and Prescott, “Real Facts and a Monetary Myth”

Prescott, “Theory Ahead of Business Cycle Measurement” 

11. Prosperity and Depression

Prescott 2002 American Economic Association Ely Lccture, “Prosperity and Depression”

· Additional reading will be posted on the web site.  There is a lot more that I would like to cover, in particular the time inconsistency problem, the introduction of money, and the analysis of our social security system.  However, their introduction is precluded by time constraints. I may not be able to cover all the topics above.

Course requirement: Micro theory in which concepts of utility maximization and profit maximization is a requirement.  You should be able to differentiable simple products to find the marginal products given the production function and marginal utilities given the utility function.
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