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I.  ANDERSEN AND JORDAN, “MONETARY AND FISCAL

ACTIONS:  A TEST OF THEIR RELATIVE IMPORTANCE IN

ECONOMIC STABILIZATION”



A simple model of the determination 
of some macro outcome

where:
-y is some macroeconomic variable of interest;
- m is a measure of monetary developments;
- e is other influences on y;
- N is the horizon over which m affects y.



Potential Problems with the St. Louis Equation



Potential Problems with the St. Louis Equation

1. Endogenous policy causing correlation between e 
and the m’s.

2. Developments in the private economy causing 
correlation between e and the m’s.



2 General Comments about Omitted-Variable Bias

1. Think in terms of omitted-variable bias or 
correlation of right-hand side variables with the 
residual, not in terms of simultaneity or 
endogeneity.

2. It’s always good to think about what direction we 
expect bias in OLS to go.



II. FRIEDMAN AND SCHWARTZ, “A SUMMING UP”



Friedman and Schwartz’s 4 Crucial Experiments 
– The First Three

“Three counterparts of such crucial 
experiments stand out in the monetary record 
since the establishment of the Federal Reserve 
System.  …  Like the crucial experiments of the 
physical scientist, the results are so consistent 
and sharp as to leave little doubt about their 
interpretation.  The dates are January–June 
1920, October 1931, and July 1936–January 
1937.”



Freidman and Schwartz’s Fourth Crucial 
Experiment

“[T]he actions of the Reserve System in 1929–
33 …, even during the early phase of the 
contraction, from 1929 to 1931, when the 
decline in the stock of money was not the 
result of explicit restrictive measures taken by 
the System … can indeed be regarded as a 
fourth crucial experiment.”



CHART 62
Money Stock, Income, Prices, and Velocity, in Reference Cycle Expansions and Contractions, 1867 – 1960 



Friedman and Schwartz’s Strengths

1. Understood the identification problem.

2. Proposed a brilliant solution.

3. Outstanding use of narrative sources.



Friedman and Schwartz’s Weaknesses



Friedman and Schwartz’s Weaknesses

1. Definition of a monetary shock is vague.

2. Selectivity.

3. The movements in m aren’t completely 
independent.

4. No statistical tests.



Romer and Romer (1989)

Looked for times when the Federal Reserve decided 
the current inflation rate was too high, and was 
willing to accept a recession to bring it down.

Dates:
October 1947
September 1955
December 1968
April 1974
August 1978
October 1979
(December 1988)



Romer and Romer (1989)



III.  VELDE: “CHRONICLE OF A DEFLATION UNFORETOLD”



Monetary Framework in 18th Century France

Mint Price (MP):  

Price government pays for silver sold to the mint.  
(Suppose it is 3 livre/oz.)

Mint Equivalent (ME):  

Declared value of a coin.

(Suppose it is 4 livre for a coin with 1 oz of silver in 
it).

Seigniorage:  Difference between ME and MP.



Monetary Changes in 1724

From:  Velde, “Chronicle of a Deflation Unforetold”
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From:  Velde, “Chronicle of a Deflation Unforetold”



IV.  RICHARDSON AND TROOST:  “MONETARY

INTERVENTION MITIGATED BANKING PANICS DURING THE

GREAT DEPRESSION”



Federal Reserve Districts



From:  Richardson and Troost, “Monetary Intervention Mitigated Banking Panics”
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From:  Andrew Jalil, “ Monetary Intervention Really Did Mitigate Banking 
Panics During the Great Depression”
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From:  Richardson and Troost, “Monetary Intervention Mitigated Banking Panics”



From:  Nicholas Ziebarth, “Evidence on the Efficacy of Discount Loans for Real 
Activity during the Great Depression.”

Revenue and Output Consequences of being in 
the St. Louis Federal Reserve District



From:  Andrew Jalil, “ Monetary Intervention Really Did Mitigate Banking 
Panics During the Great Depression”
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