1. [bookmark: _GoBack]From 1982 until 2007 the U.S. economy was stable and experienced only moderate recessions that were successfully managed with monetary policy and automatic stabilizers.  In 2008, however, the Federal Reserve and most economists were surprised by the extent of the economic fallout from the financial crisis.   How should Fed policy change in light of these events?
A. The Fed needs more tools to fight major financial crises such as these.  Its power to engage in quantitative easing should be expanded and further tools such as money drops should be considered. 
B. The Fed inflated the bubble with loose monetary policy.  We now need to return to the Bretton Woods system in place from 1945-1973, which involved the gold standard and a fixed exchange rate regime among leading economies and avoided severe financial crises. 
C. No change is needed; bubbles happen. 
D. Audit the Fed.  It engages in closed door dealings to help out banks while individual citizens suffer from banks bad behavior.  Everything the Fed does must become completely transparent. 
E. The Fed failed as a regulator.  We now need to more closely regulate commercial banks to avoid the sort of practices that led to the crisis. 
2. The Federal Reserve has a dual mandate of full employment and price stability.  Oftentimes this mandate is challenging as there is a short term tradeoff between unemployment and inflation.   From 2008 to 2015, however, inflation was consistently below the target rate while unemployment was well above its natural level.  Should the Fed have pursued more aggressive monetary policy to raise inflation and lower unemployment?
A. No. Inflation is always bad because it lowers the incentive to invest and we know that investment that increases productivity is the only way to raise living standards in the long run. 
B. No.  The Fed exhausted its normal tools and the appropriate policy response then is large scale fiscal stimulus.  There is only so much the Fed can do. 
C. Yes.  The Fed could have done more and raising inflation to 3 or 4 percent would have eased the recovery without long term damage to the economy.
D. Yes.  Low inflation helps banks but is less helpful to most working class people, especially those with debt.  The Fed should serve all people rather than the banks it regulates.  
E. It is possible that the Fed did not strike the right balance, but political pressure for austerity kept the Fed from being overly aggressive.  The correct response then is to educate politicians and the general public on basic macroeconomics to generate political pressure for the best policies.
