~ A Service of
’. b Leibniz-Informationszentrum

.j B I l I Wirtschaft
) o o o Leibniz Information Centre
Make YOUT PUbllCCltlonS VZSlble. h for Economics ' '

Mayer, Thomas; Silvestre, Joaquim

Working Paper
Using Government Documents to Assess the Influence of
Academic Research on Macroeconomic Policy

Working Paper, No. 99-4

Provided in Cooperation with:
University of California Davis, Department of Economics

Suggested Citation: Mayer, Thomas; Silvestre, Joaquim (1999) : Using Government Documents to
Assess the Influence of Academic Research on Macroeconomic Policy, Working Paper, No. 99-4,
University of California, Department of Economics, Davis, CA

This Version is available at:
https://hdl.handle.net/10419/189488

Standard-Nutzungsbedingungen: Terms of use:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen Documents in EconStor may be saved and copied for your personal
Zwecken und zum Privatgebrauch gespeichert und kopiert werden. and scholarly purposes.

Sie durfen die Dokumente nicht fiir 6ffentliche oder kommerzielle You are not to copy documents for public or commercial purposes, to
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich exhibit the documents publicly, to make them publicly available on the
machen, vertreiben oder anderweitig nutzen. internet, or to distribute or otherwise use the documents in public.
Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen If the documents have been made available under an Open Content
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten, Licence (especially Creative Commons Licences), you may exercise
gelten abweichend von diesen Nutzungsbedingungen die in der dort further usage rights as specified in the indicated licence.

genannten Lizenz gewahrten Nutzungsrechte.

Mitglied der

WWW.ECONSTOR.EU é@“}


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/189488
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

Usi ng gover nnent docunents to
assess the influence of academ c
research on macroeconom c policy

by

Thomas M ayer

Working Paper Series No. 99-04
University of California, Davis
Department of Economics

September 1999

Department of Economics, University of California
One Shields Avenue, Davis, CA 95616-8578

Download from www.econ.ucdavis.edu/workingpapers/wpapers.html




Usi ng governnent docunents to assess the
i nfluence of academ c research on
macr oeconom ¢ policy
Thomas Mayer *
Since many factors determ ne the choice of economc
policies it is hard to pin down the role that economc
anal ysis plays. One possibility is to see to what extent
the work of academ c econom sts is referred to in
gover nment docunents. Do academ c econom sts provide the
reasons - or at least a least a rationale - for the
policies that are adopted, or are they just disregarded
ki bitzers? More specifically, the organizers of this
conference have asked ne to address the foll ow ng
questions: Do academ c ideas enter official docunents, and
if so, how? What happens to them when they are used in
of ficial docunents? Are they sinplified? Is there
any pattern to those that are accepted and those that are
not? How | ong does it take for ideas to travel fromthe
journals to official docunents?
| . Coverage and procedure
Fol | owi ng the suggestion of the programconmttee | deal
only with macroeconom c policies
i n devel oped econom es. My coverage is also limted by the
i npossibility of reading nore than
a mniscule sanpled of the relevant material. This sanple
is not a representative one because of nmy Iimted know edge
of foreign | anguages, and |ack of know edge about what
foreign docunents are available, as well as the difficulty
of obtaining them Mich of ny material therefore comes from
U S. docunents, and it is only for the U S. that | trace
devel opnment s
over tinme; for other countries | primarily use recent
docunents. This l[imtation is not quite as serious as my
appear at first because the relative openness of the U S
government nmeans that United States documents provide a
much richer source than do the docunents of nost other
countries. Moreover, | amprimarily trying to explain
rat her than enunerate the uses of
academ c econonmi c research, and for that concentration on
one particular country is not as serious as it would be for
a nore descriptive endeavor
Wthin macroeconomcs | |ook mainly at nonetary policy.
This is in part due to the
greater availability of nonetary-policy docunents and ny
famliarity with them but is



notivated al so by the wi despread realization that fisca
policy is not an effective tool of macro policy. As Gegory
Mankiw (reprinted in Snowden and Vane 1997; 448) pointed
out, because persistent large deficits nmake it inpossible
to obtain the consensus that woul d be needed for tinely
fiscal policy " all attenpts at stabilization are left to
monetary policy." Although since Mankiw wote this the U S
has achi eved a bal anced budget, large deficits are
schedul ed to reappear. Qther countries face a simlar
problem Since the nonetary authorities tend to pay

nmore attention to econom sts and to be nore academ cally
oriented than the fiscal authorities this neans that ny

di scussion is, if anything, nore likely to overstate than
to understate the influence of academ c econom sts. | pay
little attention to international nacropolicy, because this
is an area in which it is often inpossible for authors of
gover nment docunents to speak frankly for fear of
generating specul ati ve novenents.

One way one mght proceed is to select specific
academ c contri butions and see whether, and if so when,
they enter official docunents. The other way is to start
wi th governnent docunents and record the academ c
contributions they contain. The latter approach is nore
likely than the former to show that academ c contributions
matter, because it counts every instance where they do
appear as a success, while ignoring all those that do not
make it into any of these docunents. Starting with academ c
i deas would run into the problemthat one
woul d have to decide which contributions to select. But
there is so nuch di sagreenent anong econom sts that it
woul d be hard to find a sufficient set of ideas that are at
the sanme tine generally accepted by academ c econom sts and
sufficiently distinct fromideas held by others, or held by
others only due to the work of academ c econom sts.1
therefore started with the docunents.

As a participant in the conference suggested, it would be

desirable to quantify the

i nfluence of academ c research. However, this cannot be
done in a neaningful way. The appropriate quantification is
the ratio of the nunber of tinmes academ c research is cited
to the nunber of tines it could have been cited, with both
nunbers weighted in sone way. But to cal cul ate the
numer at or woul d require a conpl ete know edge of the
rel evant academ c
literature. As another participant suggested it would al so
be desirable to investigate differences anong countries in
the role of academ c research. However, that involves a



much | ar ger
question, the differences in the status of econom sts, and
that would require a separate paper. |1. Defining
academ c econom cs and governnment docunents
One possible definition of "academ c ideas"” is the ideas
that originates in universities. A broader definition
i ncl udes work done by econom sts enpl oyed i n gover nnent
agencies and in
the private sector who are nenbers of the sanme speech
communi ty as academ c econom sts;
that is they deal wth simlar problens, use simlar
t echni ques and | anguage, sonetinmes publish in the sane
pl aces and read each others' work. It does seemarbitrary
to count as academ c work a paper published in Econonetrica
if it is witten by a university teacher, but not if it is
witten by an econom st in the central bank.
The term "government docunments" is al so anbi guous. One
could include anything a
gover nnment agency publishes as "publishing” is usually
defined, that is as sonething printed and nmade publicly
avai lable. But letting the definition of governnent
docunents depend on whether an itemis printed or
duplicated is not helpful in assessing the influence of
academ c research. For exanple, in the US. the
"Transcripts of the Federal Open Market Commttee" (FOMWO)
are not printed and advertised for sale, but can be
obtained in certain libraries or purchased as mcrofilns
and duplicates, and future issues will be on the internet.
The corresponding mnutes fromthe Bank of England are
already on the internet. Such mnutes are very close to the
pol i cy- maki ng process, so excluding them would nean
i gnoring a val uabl e source.

But if the criterion of being printed is therefore
el i m nat ed how about worki ng-papers fromresearch
departnments? | have excluded themin part because they
often have little influence on policy, and al so because it
i s obvious that they show the inprint of academ c research.

That still |eaves two problens. One is that
of ficial agencies sonetines publish essentially academ c
material, such as the proceedi ngs of academ c conferences
t hat they sponsor. Though
| mention them occasionally in passing, | do not treat
these as official docunents, in part out
of a belief that the main purpose of nmany conferences is at
| east as much to be a pay-off to one of the central banks
constituenci es, academ c econom sts and to keep them
interested in the problens that concern the central bank,



as it is to help the central bank nmake policy decisions.
Hence, such proceedings give little indication of what
academ c ideas the central bank takes seriously. The second
problemis the treatnent of international agencies, such as
the | MF or CECD. Since they are not governnents | exclude
t heir docunents.
I11. Some ot her problens

Much of economics can get by wth only the thinnest of
psychol ogi cal foundations because it deals with
aggregations of individuals, so that individual
i di osyncrasies usually wash out. But here this is
probl emati c, because a particul ar person who happens to be
in charge can
sonetimes nake a difference. For exanple, the Federal
Reserve Banks now publish revi ews
that carry many articles closely tied to academ c papers.
This was not so until Homer Jones becane director of
research at the St. Louis Federal Reserve Bank. To be sure,
one can argue that if he had not been there to show what
t he Banks' research departnents could do, soneone
el se woul d have done so by now. But that is not necessarily
the case, and even if it is, it mght have taken much
longer. Simlarly, when a forner academ c, Robert
Wei nt raub, was
appoi nted staff econom st of the congressional Subcommttee
on Donestic Monetary Policy,
he induced this Commttee to interact nmuch nore closely
w th academ ¢ econom sts and to publish contributions by
themin several conpendia. After his untinely death that
ceased. Likewi se, in the 1960s and 1970s Senator Proxmre
successfully insisted on the appoi ntnent of econom sts,
many of them forner academ cs, to the Federal Reserve
Board, which surely stinulated interest in academc
research at the Fed.

Anot her problemis that nmany academ c i deas may not
appear in any governnent
docunent because they deal with an issue that is not
currently alive in the political arena academ c and policy-
oriented researchers have different agendas (see Frey et al
1997). For exanple, if the Fed' s independence were
threatened, it would probably refer in its docunents to
academ c publications advocating central bank independence
or at least use their argunents.
But absent such a threat it has nothing to gain by doing
so. Hence, if an academ c idea appears in an official
docunents only, say ten years after its publication, one
should not claimthat it has taken ten years for governnent



officials to absorb it.
An additional problemis that if a governnment docunent
mentions an idea that is

prom nent in academ c research this need not indicate
causation. In 1968 Friedman (1968) persuaded nmany
econom sts that raising the growh rate of noney soon
rai ses interest rates.
The Federal Reserve had been saying that for many years
before. Simlarly, it anticipated the current literature
arguing that price stability enhances econom c grow h.

Still another problemis that academ c research can
i nfl uence governnent docunents in an invisible way. Surely,
all of us have had the experience of our research being
i nfl uenced by a paper we do not cite, because what it does
is to induce us not to wite sonething that we would
ot herwi se have witten

A related and nore inportant problemis that many
gover nment docunents use academ c research not explicitly
but inplicitly. One reason is that nost official docunments
are factual and avoid explicit theory. But facts are
"theory-drenched", and which facts seemto deserve nention
depends upon one's theoretical framework. For exanple, a
"purely factual" survey of
the current state of the econony witten by a post-
Keynesi an woul d spend |l ess tine on the growh rate of noney
than would one witten by a nonetarist. But such indirect
i nfluences are hard to detect. Academ c work also enters
gover nment docunents in another hard to detect
way; the docunent's forecast is likely to be based at | east
in part on an econonetric nodel devel oped by academ cs.

V. A public choice perspective on governnent

docunent s
Publ ic choice theory suggests that the relation between
of ficial docunents and policy may be
t enuous. The governnent may adopt a policy w thout issuing
a docunent setting out its
reasons. In other cases it may cite research that played
only a mnor part in it decision because it provides a
conveni ent cover. CGovernnents are not conpelled to provide
a full record of their thoughts and actions. For exanple,
the 1982 Report of the Council of Econom c Advisers
di scusses the weakness of fiscal policy as a stabilization
tool. It seens likely that had the Denocrats and not the
Republ i cans won the previous el ection, the Report would not
have used
its limted space to make this point, though the Counci
m ght well have told the sane thing to the President in



private.
From a public choice viewpoint an official docunent
is to a substantial extent a public relations tool.2 It
will therefore avoid as whenever possible citing
unfavorabl e academ c research even if there is strong
evi dence supporting it, while citing even weakly supported
favorabl e academ c research. Hence, the sequence of events
may often run - not from
gover nnment docunents to policy decisions - but frompolicy
deci sions to gover nnent
docunents. (Such a "cite what fits" procedure is also not
unknown in academ a.) For exanple, the Federal Reserve's
so-called "nonetarist experinment"in 1979 was in |large part
notivated by the failure of its prior policy. But it may
wel |l be that the Fed woul d not have undertaken this
"nonetari st experinment"” at that tine had it not been for
the witings of nonetarist econom sts, and the changing
perception of nonetary policy anong academ ¢ econom sts in
general . Yet
the statenent that the Fed issued to justify its policy
change attributed its policy shift to changed circunstances
in financial markets, and not to a recognition of errors in
its previous thinking, or changing academ c beliefs. Al in
all, It is not surprising that Edward Kane (1974; 835-36)
referred to the Annual of the Report of the Federal Reserve
as: 'roseate and self-serving anal ysis inbedded in the
typi cal Fed pronouncenents. ... The Report's goal is to
put the best face possible on Fed actions of the
past year. ... There are, of course, no sections
Several factors aneliorate this discouraging
picture. First, some governnment docunents
do not pose a potential threat to the reputation or
preferred policies of a governnent agency. They may deal
wi th new problens, or problens that have little political
resonance, or they
may be witten for a narrow audi ence of experts. Second,
doing good is one of the inportant notives of the
governnment, and that it gives it an incentive to take
academ c advice seriously, Third, citing the support of
academ c econonmi sts for one's policy may be good public
relations. This will differ anong countries. Thus in
di scussing the role of the Dutch Central Pl anning Bureau
(CPS), which is staffed by econom sts, Harry van Dahl en and
Arjo Klamer (1997; 60) wote that: "whatever economc
policy enmerges will not pass w thout the stanp of
approval of the CPS', so that the CPS has an influence that
is greater than that of conparable institutes el sewhere in



Europe, "and is inconceivable in the US. "

Fourth, governnment econom sts thenselves are a
significant constituency. They care about the opinions of
ot her econom sts, particularly if there is significant
m grati on between governnment service and academ a. So, when
asked to endorse obviously bad reasoni ng they
will tend to drag their feet. They will also try to enhance
their status wth academ cs by using the academ c
literature. Fifth, the authors of governnent docunents need
to care about
whet her academ ¢ econom sts respect their work because
journalists sonetines talk to
academ c econom sts when they wite their stories. And a
good way to achieve such respectability is to refer either
explicitly or inplicitly to academ c work. This does not
mean that academ c research is used only as a decorative
rationalization in governnment docunents
wi th no influence on actual policy. The rationalizations
t hat one gives affect one's thinking and hence one's
actions.

V. O her determ nants of the role of academc

econoni cs
Suppose that, as | have argued, the major function of many
gover nment docunents is to
persuade the public. Then, except in the rare situation in
which the public is willing to accept academ c anal yses on
faith, the role played by the work of academ c econom sts
depends in
part on its plausibility to an audience not trained in
econom cs. Since the general public is not likely to read
gover nment docunents their main audi ence consists of
journalists. Mich
t heref ore depends upon their training in economcs and
their willingness to take the tine and effort to understand
serious economc reasoning, as well as on its difficulty.
Academ c research is likely to play a nuch larger role in
government docunents if they can present it in a sinple,
intuitive way. For exanple, research that shows that
rai sing the mninumwage will cause unenpl oynent is nore
likely to find its way to the general public than is, say a
denonstration of the uni queness of a general equilibrium
sol ution. Authors of governnment docunents know this, and
hence are nore likely to nake nore use of the forner type
of
research. And they are likely to avoid anything that seens
i npl ausible to the average person.

Arelated determinant is the willingness of



academ c econom sts to do the type of work that governnent
officials find useful. That is the sophisticated use of
sinple tools that are nostly taught in introductory
econom cs (see Allen 1977; Frey et al 1997; Harberger
1998). It is only in academa that the term"technical" is
consi dered high praise. In other words, the supply as well
as the demand for usable econom c analysis determ nes the
anount bought."

VI. Sonme Anerican docunents
| will look mainly at the Report of the Council of Econom c
Advi sers (CEA), at the Transcripts of the Federal Open
Mar ket Commttee, (Transcripts)3, and nore briefly at
congressional Hearings. In the U S. Treasury and Commerce
Departnent docunents are generally
uni nformati ve about nmacro policy.

1. The CEA reports

The CEA Report is witten in non-technical |anguage and is
addressed in the first instance mainly to the nedia and the
informed public. It contains a convenient and useful
summary of econom c events during the previous year, a
justification for the President's proposals to Congress,
and a set of chapters on specific topics reflecting the
interest of the Adm nistration or of the CEA Chairperson.
It is obviously a political document. Unless it chooses to
preserve a discreet silence on sone issues - and it may not
be allowed to do even that - it nust defend the
Adm nistration and its proposals.4 At the sane tine the
Council nmenbers and senior staff, nost of whom are
academ cs on |leave fromtheir universities, need to look to
their
prof essional reputations and to the reputation of the
Council in general, and hence nust avoid seem ng too
partisan. The CEA is therefore nuch nore open to the
i nfluence of academ c econom cs than other U S. governnent
agencies and its Reports conme closest to fulfilling an
educati onal m ssion.

An exam nation of the Reports over the last thirty
years shows a strong shift in the evaluation of counter-
cyclical policy. A though the 1968 Report conceded t hat
stabilization policy cannot offset very mnor fluctuations,
the (then Denocratic) CEA believed in
counter-cyclical policy in other situations. It stated that
fiscal policy has "contributed to the inproved record of
econom c stability" (63), while. nonetary policy "made a
maj or
contribution to the advance of the econony” (71). Inits
1969 Report it advocated annual changes in tax rates to



make stabilization policy even nore effective.

Subsequent Reports took a different line. The 1970
Report (66-67) recogni zed that nonetary and fiscal policy
may be destabilizing "if noves are not nmade in the right
amount s
and at the right tine. ... There is now abundant experience
with the obstacles to the effective and flexible use of
tax changes" for stabilization.”" Gven the |ong and
vari able lags of nonetary policy, it is prudent not to |et
nmonetary policy "stray widely fromthe steady
posture" called for by longer run policy (68).

In 1982 anot her Report (now by a Republican CEA)
advocated a stable growh rate of noney instead of
countercyclical nonetary policy. It argued that
fluctuations induced by productivity changes and price
shocks cannot be avoi ded, but what is avoidable are "the
procyclical changes in the growmh of the noney supply that
have occurred in the past."” (77)5. And wth respect to
fiscal policy the 1985 Report stated that, quite apart from
t he probl em of
| ags and forecast errors "there is increasing doubt about
the effectiveness of discretionary fiscal policy" (57)
Subsequently the 1889 Report declared that: "Discretionary
fiscal policies ... have
as often" been destabilizing as stabilizing. (77). The 1990
Report (68) added that counter-cyclical fiscal policy is
"fraught with so many difficulties that ... [it] becones
i nconsi stent with anbitious goals for |ong-run grow h.

All of the citations in the previous paragraph conme
from Republican CEA's. After the Denocratic regained the
White House in 1992 their CEA's have kept a judicious
silence on the efficacy of counter-cyclical policy. Perhaps
t hey shared the Republicans' view, that is hard to say.

Because so little information is avail able on
academ c econom sts' evaluation of stabilization policy
only an crude conparison of their evaluation with the CEA' s
is possible. It seens likely that the optim stic 1968
Report mrrored the predom nant view of academ c
econom sts. The CEA's shift to a nore skeptical view of
fiscal policy was probably shared by
the majority of academ c econom sts, though | suspect that
the CEA shifted faster. On nonetary policy academ c
econom sts also shifted in the same direction as the CEA,
but only a mnority would go all the way with the
nmonetarist CEA's of the 1980s. Yet the CEA's
positions certainly did not |ack support from sonme em nent
academ cs, and seem based on their work. It would be hard



to argue that the Republican CEA in the 1980s ignored what
was going on in the academ c journals. And the subsequent
Denocratic CEA' s should not be bl anmed for keeping silent,
it is not required to cover all aspects of a particular
subj ect s.

The CEA's treatnent of the specifics of nonetary
policy, too, shows the influence of academ a. Thus the 1968
Report argued that uncertainty reduces the optimal size of
t he
response of nonetary policy to fluctuations, a finding that
Brainard (1967) had published only the previous year. The
(Denpcratic) 1969 Report warned agai nst an accommodati ve
nonet ary
policy and stated that at turning points the interest rate
can be a m sl eading indicator of the stance of nonetary
policy; points that nonetarists had been making for many
years, but which the Fed woul d not absorb for many nore
years. Several Reports showed concern with the
choice of a nonetary target versus an interest rate target,
a hotly debated issue in academ a, and one of them seens to
refer inplicitly to the sem nal Poole nodel. By 1983 the
Report already dealt with GDP targeting. Money demand
functions and velocity were al so di scussed
in informed ways in various Reports.

The Reports al so show the influence of academ c
work in their discussions of interest rates as well as
saving. Thus, while the 1968 Report, like the academ c
literature at the tinme, ignored the Fisher effect, the 1970
Report, witten about two year after Friedman's (1968)
presidential address, discussed it. The 1993 Report
di scussed Ri cardi an equi val ence.

The academ c literature has also influenced
di scussions of inflation. Thus while the 1968 Report still
enpl oyed the | oose fornul ation of the wage-price spiral
that was then standard in
the academc literature, the 1971 Report advanced to the
expect ati ons-augnented Phillips
curve. The 1975 Report talked in terns of the natural rate
of unenploynment and a | ong-run vertical supply curve. This
was in the year when Lipsey and Steiner (1975), as had
Sanuel son (1973) two years earlier, told beginning students
about a long-run trade-off.6 The 1982 Report rejected the
policy of not lowering the inflation rate but holding it
stable and letting expectations adjust, because as
nmonet ari st academ cs had argued: "Once a positive rate of
inflation is accepted it becones difficult to argue agai nst
a slightly higher rate.” (56) It also pointed to the



positive correlation between the | evel and the variance of
the inflation rate, a nuch discussed topic in academc
j our nal s.

The shift fromthe old macroeconomcs to the new
al so showed up in a discussion of the inportance of
reputational effects for nonetary policy, with the 1972
Report pointing to the possibility that easing nonetary
policy m ght have restrictive effects because it could
rai se the expected inflation rate, and hence |ong interest
rates. Tinme inconsistency was discussed in the 1990 Report,
while the 1996 Report took up the effects of deficit
reduction in a nodel with forward | ooking agents.

The contributions of academ c econom sts al so
appears in discussions of international nmacroeconom cs, for
exanple in the explanati on exchange-rate overshooting in
the 1977
Report. The 1979 Report presented a good di scussion of
exchange rate flexibility, while the 1987 Report took up
t he absorption approach. O her discussions that academc
readers wll find famliar deal with inplicit contract
theory (1978 and 1981), the coordination problemstressed
by the new Keynesi ans (1981), Lucas' island nodel (1982),
the effect of the Snoot-Hawl ey tariff on the G eat
Depression (1989), the role of fiscal discipline in
term nating hyper-inflations (1993), and hysteresis (1997).

Wth respect to nethods, the 1968 and 1969 Reports
menti oned econonetric nodels as being used in the
Adm nistration's forecasts and in calculating the effects
of a tax cut. But shortly after that the CEA may have
beconme disillusioned with these nodels. The 1973 Report
(61) conpl ai ned about their "poor record"” in predicting the
inflation rate.

The 1982 Report is of particular interest. Its
di scussion of nonetary policy ranged fromthe choi ce of
regines (the gold standard, and a nonetary growth rate
rule) to sonme specifics, such as tying the discount rate to
open-market rates, It has an unusual nunber of references
to the academc literature ranging from 1930 (Cassel) to
1981 (Bordo). A plausible explanation is that this was the
first Report issued by the Reagan Adm ni stration, which
tried to institute substantial changes in econom c policy.
To justify such changes it hel ps to di scuss econom cs
in a nore fundanental way than is usual in Reports that
reconmmend m nor adjustnents to
current policies. It is for such fundanmental rethinking
that the work of academi cs is nost rel evant.

All in all, academ c research has found its way



into the Reports. It is obvious that their authors have
read the academc literature, and their argunents are
professionally respectable. But the Reports are intended
to be political docunents, not scholarly endeavors. This
shows up
in the choice of problens discussed. The extent to which a
Report uses the academc literature therefore depends in
part on the availability of academ c work on the particul ar
probl ens that concern the Admnistration. And it depends
al so on whether this work supports the case that the Report
wants to make.
2. The FOMC transcripts

The FOMC transcripts are much nore closely related to
actual policy decisions than are the
CEA Reports since they record the argunents that various
FOMC partici pants advance during
t he deci si on-maki ng process. Both the five year delay in
their publication and the excruciating anmount of technical
detail they contain ensure that they have only a smal
schol arly audi ence and no influence on public opinion.

They show that the FOMC s thinking was slow to
reflect the great inprovenent in the quality and vol une of
bot h academ c research and the Federal Reserve's own
research that
began in the 1960s. Even now the Transcripts do not show
much direct influence of academ c research. In the 1960s
they indicated that the FOMC did not value highly the
anal ytic work of its own econom c departnents, not to speak
of the work of academ c econom sts. Chairman WIIiam
McChesney Martin, who is quoted as saying: "no nore
econom sts" (cited in
Mat usow, 1998 25), preferred to rely on his own intuition.
As Robert Hetzel (1995; 2)
expl ained: "Martin valued [the] Research ... [departnent]
for an ability to organize information rather than an
ability to think analytically about policy. He val ued
i ndi vi dual s who coul d of fer anecdotal information about
econom c activity nore highly than econom sts."” Thus
in the early 1960's the staff was actually forbidden to
make any forecasts. Then, when the Board of Governors
acquired its own econonetric nodel it did not, at first,
take the forecasts based in part on this nodel seriously.
Only very gradually did it learn to trust them

An exanpl e of how the FOMC i gnored academ c
research is its treatnment in the lag in
the effect of nmonetary policy. Though this is clearly
critical in deciding when and how to change policy, for a



long tine the FOMC paid it little attention. 1In the late
1960s the nedian estinmate of FOMC nenbers was probably
around 6 to 9 nonths. While this was in line with

sonme of the academ c estimates, it was nuch shorter than
the lag shown by the Board's own econonetric nodel, as well
as by nost other econonetric nodels. Although subsequently,
FOMC nmenbers seem on the whole to have | engthened their
estimates of the lag, for a long

tinme they did not seemto catch up with the |long | ags that
appeared in nore and nore of the academc literature.

This discrepancy is probably due to several
factors. One may be that Chairman Martin focused his
attention predom nantly on the imredi at e noney- mar ket
effect of nonetary policy rather than on its effect on GDP
Another is the FOMC s distrust of forecasts, particularly
forecasts extending for a year or nore. If it had conceded
that the lag is long it mght then have had to admt that
coul d not operate an effective counter-cyclical policy. It
was | ess disturbing to ignore the long | ags shown by its
own and ot her econonetric nodels (see Mayer, 1990).

One m ght expect that in the 1960s and 1970s as
nore and nore academ c econom sts (including several
em nent ones) were appointed to the Board of Governors and
to Reserve
Bank presidencies (and thus becanme FOVC nenbers) its
di scussi ons woul d have becone
nore hospitable to the work of academ cs. But this did not
happen, even when one of the world' s | eadi ng econom sts,
Art hur Burns, becane chairman. Burns, according to sone
reports, did make extensive use of the expertise of the
academcally oriented National Bureau of Econom c Research.
But he made |little use of other types of academ c research
For exanple, by 1974 many noney demand functions had been
successfully fitted (see Laidler
1974) But Burns did not refer to any them when di scussi ng
velocity. Instead, he comented that velocity: "depended on
confidence in econom c prospects. Wen confidence was weak,
a
| arge addition to the noney stock mght lie idle, but when
confidence strengthened the existing stock of noney could
fi nance an enornous expansion." (FOMC, Decenber 1974; 103-
4)

The negl ect of the academ c literature is probably
related to the FOMC s reluctance to the discuss the basic
i ssues on which the academc literature focuses on, such as
t he exi stence of a |long-run unenploynment - inflation trade
off.7 Wth so many good econom sts on the



FOMC that seens surprising. One likely explanation is that
the FOMC is afraid that
confronting such issues m ght generate ideol ogical or
paradi gmatic splits that would not only
make it hard to agree on a specific policy at each neeting,
but woul d also politicize the Fed. Another possibility is
that if FOMC nenbers were to nmake the basic ideas
underlying their decisions explicit, then they would suffer
feelings of regret and guilt if any of these ideas were
| ater disconfirmed (see Mayer 1990). Furthernore, by being
silent on basic issues the Fed
presents |less of a target to its critics. Another
possibility is that not explicating even to thensel ves the
theoretical framework that underlies their policy decisions
gi ves FOMC
menbers great flexibility in deciding what policy to adopt
at each neeting. This flexibility permts themto make the
necessary conprom ses between sound policy and the policy
dictated by political pressures wthout feeling enbarrassed
(see Hetzel 1990).

FOMC di scussi ons therefore focus on the current
state of the econony and on how t hat
is likely to change, as well as on the effect that a smal
change in the federal funds rate at this particular tine
woul d have. The academ c literature has al nost nothing to
say directly about
the fornmer, and little to say about the latter.

Implicitly, however, academ c research does make an
i nportant contribution to FOMC di scussi ons by influencing
staff research at the Board and at each of the Banks. How
much of
this FOMC nenbers read is hard to say. but research by
academ cs underlies sonme remarks at
FOMC neetings. Thus when G eenspan (FOMC 1987, February;
34) stated that we "ought to
take ML seriously in a sense,” one can see the quantity
theory at work at least indirectly. Such influences may
wel | be greater now than before, because FOMC di scussi ons
now seem nuch
nore sophisticated than they were in the early 1970s. Not
only do technical terns occasionally appear, but the whole
tone of the discussion seens different. Before, even though
t hey m ght have thought |ike econom sts, on the whole, FOMC
menbers did not sound |ike econom sts.
Now t hey do. Wen reading the discussions during the 1970s
| frequently felt that FOMC nenbers were maki ng argunents
that sonmeone famliar with the literature would not have



made. The nore recent discussions do not give this

i npression. Academ c research now al so plays an inportant
rol e through the econonetric nodels that the staff uses

al ong with other

information in preparing its forecasts, and in presenting
policy sinmulations. And as Edi son and Marquez (forthcom ng)
have shown, these forecasts and sinulations do play an

i nportant role

in FOMC del i berati ons.

Does the failure of academ c research to play an
explicit role in FOMC di scussions
signal a serious shortcom ng of academ c research or in the
FOMC s procedures? One m ght
wel |l argue that it is an appropriate division of |abor,
that research on what policy should be foll owed on a nonth-
to-nmonth basis should be left to central -bank technici ans.
But one can al so make a case that although academ cs can
hardly be as know edgeabl e as central bankers about the
details of central banking, they should work on actual
policy-making, as for exanple Karl Brunner and Al an
Mel t zer have done (see Brunner and Meltzer 1989).

3. Sone other federal reserve docunents.
Sonme of the Federal Reserve Banks and occasionally the
Board publish papers by their staffs (see for instance,
Board of Governors 1981) or papers given at conferences
t hey sponsor. Many of these papers are essentially
academ c papers. Al the Banks al so i ssues a Review that
contains papers interacting wiwth the academc literature,
sonme through literature surveys and
ot hers through original research. However, their articles
are not official docunents, since the do not necessarily
represent the views of the Federal Reserve.

4. Congressional docunents

Congress plays an inportant role in the determ ning of U S.
macro policy because of its
power over fiscal policy, and also to a nuch | esser extent
because of its influence over the Fed. Its docunents
consist primarily of transcripts of the Hearings and
Reports of its commttees. Sone of these committees have
al so comm ssi oned and published conpendi a of studies and
ot her material by academ cs.

The Joint Commttee on the Econom ¢ Report, on
which sit the chairpersons of all commttees with primary
responsibility for macro-policy, is unusually receptive to
academ c work. Thus at its Hearing on "Mnetarismin the
United States and the United Ki ngdont
(U.S. Congress, Joint Economc Commttee 1981) two en nent



academ cs, David Laidler and Allen Meltzer, were the only
W t nesses. At a subsequent Hearing on "The Future of
Monetary Policy," four of the fifteen wi tnesses were
academcs (U. S. Congr., Joint Economc Conmttee 1982), and
so were five of twenty-one witnesses at a 1988 Heari ngs.
(U S
Congr., Joint Economc Commttee 1988). At its Hearings on
the 1992 Report the Commttee heard from Paul Krugman,
Robert Gordon, Paul Sanuel son, Janes Tobin and CGeorge Perry
(U.S. Congr. Joint Economc Commttee 1992). How nuch
i nfl uence such Hearings have is
hard to say. Usually only a few conmttee nenbers
sonetinmes only a single one, attend, but one can hope that
at | east sonme of the other nenbers have their staff read
the testinony and summarize it for them

VIl. Europe and Japan
In Britain the Bank of Engl and publishes the "M nutes" of
its Monetary Policy Commttee (MPC). These focus on the
current and future states of the econony. Though its
menbers may di scuss nore general and fundanental issues of
macr oeconom ¢ theory el sewhere, in its official mnutes it,
t oo, avoi ds fundanental discussions.8 Even so, academc
research has an
indirect effect by setting the framework for the
di scussion, and sonetinmes it also shows up in the details.
For exanple, the MPC has used the life cycle hypothesis to
estimate the effect of windfall gains on consunption, and
it has discussed a buffer-stock noney demand function

(1997, June; Decenber ). It also referred to its own
simul ations showng that its credibility affects the
Phillips curve (1997, Decenber). While such a conclusion

IS inpressionistic and cannot be properly docunented, it
seens that the MPC makes efficient use of the rel evant
academ c research

Since the Bank of Engl and has been given an
inflation target and since it ainms for
transparency, it also issues a quarterly Inflation Report.
This is a factual docunent that uses the avail able econom c
and econonetric work where it is relevant. For exanple, its
di scussion of the nonetary aggregates includes a section on
Di vi sia noney (a nmeasure which wei ghs
vari ous nonetary conponents by the relative opportunity
cost of holding them), and in discussing unenpl oynent it
takes up the hysteresis hypothesis (Bank of England 1994
May; 34).

The Bank's Quarterly Bulletin carries sonme articles
that are nore technical. For exanple, one cal cul ates



inplicit forward rates fromthe Bl ack-Schol es nodel (Bank
of Engl and, February, 1997), while others deal with the
optimal rate of disinflation (Novenber 1996), the debate
about nonetary policy rules (August, 1996), and the concept
of broad noney (May 1996). These articles, which suppl enent
| ess technical discussions of current policy, often cite
the academc literature. Sonme are witten by academ cs. The
i nportant Hendry-Ericsson critique of Friedman and
Schwartz's book on nonetary trends that appeared in the
Ameri can Econom ¢ Review (Hendry and Ericsson 1991) is a
condensation of a version first published by the Bank in a
set of papers by its academ c consultants (Bank of Engl and
1983) .

The Deputy CGovernor described to an academ c
audi ence the use the use the Bank nmakes of academ c
research: 'A considerable anount of research ... [on how
nmonet ary policy operates] has been undertaken within the
Bank for many years. And in doing so, we have
drawn heavily on the ideas and techni ques devel oped by
academ cs outside the Bank.  (Harold Davies 1996; 464) He
al so nentioned that the Bank includes "within a w de range
of
i nformation vari abl es"” policy rules devel oped by two
academ cs, Bennett MCalum and John Taylor. They "provide
useful reference points", though they are not used as an
automatic pilot. (Bank of England, 1996; 464-5). The Bank
has conme a long way fromthe time of Governor
Nor man, who when asked for the reason for a certain
deci si on responded: "Reasons, M. Chairman? | don't have
reasons, | have instincts."” (cited in Boyle 1967; 327).

In France the central bank issues a Bulletin
(Banque de France). Although it is mainly concerned with
el ucidating current devel opnents it has al so published sone
articles on issues on which academ c research has sonething
to contribute directly.9 And these articles do make use of
academ c research, sone carrying explicit citations to the
academc literature. In addition, the Banque de France has
run joint conferences with universities.

In Germany rel evant docunents are published by the
Sachver st andi genrat (Council of Econom c Experts) and the
Bundesbank. The Sachver st andi genrat has only advisory
responsibilities, and individual nmenbers can dissent from
the mpjority's recommendations. It is essentially a
government think tank, and does not speak for the
Adm ni stration. That raises the question of how nuch
influence it has on policy, and hence whether its reports



give much of a clue about the influence of academ c
research on policy. They are technically well inforned,
provi de a ready hone for academ c ideas, and are not
reluctant to di scuss basic issues, such as the choice of
targets for nonetary policy (see Sachverstandi genrat 1988;
171-73).

The Bundesbank's Annual Reports contain little
econom ¢ anal ysis, and focus nore on surveying recent
events and trends, topics on which the academc literature
makes nore of an indirect than a direct contribution. But
there are points where academi c influence is direct. Two
exanpl es are a sophisticated and up-to-date discussion of
the costs of inflation, and concern that, by raising the
expected inflation rate, an easing of nonetary policy m ght
raise rather than |lower long-terminterest rates
(Bundesbank 1993; 61-62). There are references to a paper
by Akerlof and Perry in the Brookings Papers on Econonic
Activity and to an NBER wor ki ng- paper by Fel dstein
(Bundesbank 1996; 81, 85). Overall, the Annual Reports give
t he
i npression that any |ack of reference to the academc
literature reflects neither ignorance of, nor disdain for
the current macro-economc literature, but primrily that
this literature does not relate directly to the issues
under di scussi on.

The situation is simlar at the Bank of Italy. Again, the

Annual Report is largely a

factual survey. A section called" The "Governor's

Concl udi ng Remar ks", does go beyond t hat

and eval uates various policy options, but at least in the
ones | have been able to obtain (1981-83), it is witten in
such general terns, that there is usually little
opportunity for a del ectable academ c influence to show up.
However, the 1981 Report (16) does have a sophisticated

di scussion of the margi nal propensity to consune and the
weal th effect.

The Bank of Japan publishes a Quarterly Bulletin
that very occasionally has articles enploying academ c
research. Summaries of speeches by the Bank's officials
posted on the internet also use acadenm c research in the
few cases where it that is relevant, and give the
inpression of famliarity with academ ¢ research. The Bank
of Japan al so publishes a scholarly journal, Mpnetary and
Econom c Studies, that carries papers given by outstanding
academ c econonmi sts at a conference sponsored by the Bank.

The Swedi sh central bank has an official inflation
target and issues a quarterly Inflation Report. Only



occasionally does this Report make explicit contact with
academ ¢ econom cs,

though indirectly its forecasts are based on the work of
academ c nodel ers. The Bank al so publishes a Quarterly
Revi ew that contains articles on topics such as nonetary
policy and unenpl oynent, the managenent of short-term
interest rates, and electronic noney. In one article the
Governor expl ained the vertical Phillips curve, and al so
cited publications by Krugman, Lindbeck and Snower that had
appeared only a few years earlier (Backstrom 1997).

The Swi ss National Bank issues an annual vol unme of

essays. These contain what are
essentially academ c papers. Thus the 1989 vol unme (Sw ss
Nat i onal Bank 1989) contains
essays testing the rational expectations hypothesis, a
popul arly witten, but technically sound discussion of the
role of nonetary policy in a small econony, and a paper
that uses an error-correction nodel to neasure the effect
of the real exchange rate on exports.

Finally, a report by the deputies to the G oup of
Ten (Goup of Deputies 1995) provides an interesting
contrast. It draws on the academc literature nmuch nore
t han any of the above-di scussed docunents. Even the nost
demandi ng academ ¢ could not ask for nore. One
likely reason for this is that the Deputies were asked to
address technical questions, i.e., the future |evels of
saving, investnent and interest rates. Another reason is
that it is not a political docunent either in the sense of
being a programfor action, or an attenpt to influence
public opinion. Instead, it seens intended for an audi ence
of econom sts, both in the national bureaucracies and in
academ a

VII11. The specific questions.
What do these docunents tell us about the three questions |
was asked to address? The answer
to the first, how academ c research enters official
docunents, is that presumably even though
few policy-nmakers thensel ves read academ c journals, their
staff does, and al so those policymakers who were trai ned as
econom sts may renmenber what they were taught.

To the second question whet her academ c ideas enter
insinplified form the answer is nornmally, yes. That is
not surprising because inportant policy ideas can generally
be presented in sinple, intuitive |language. | found no
evi dence that such translations distort the ideas.

The third question asks whether there is a pattern

in the ideas that are accepted. Yes,



those that fit into policy-makers' beliefs and wi shes are
accepted. For exanple, a nunber of central bank docunents
have picked up the fashionable idea that central banks
shoul d have substantial independence. |If papers were to
appear that provide strong econonetric evidence that
central bank independence is undesirable, | doubt that they
woul d get nearly as nuch attention in these docunents.
Simlarly, it is hardly surprising that the case agai nst
counter-cyclical policy appeared in Reports of Republican
rat her than Denocratic CEA's

The final question deals with the lag in the
transm ssion of ideas. That can be very short, even
wor ki ng- papers can be cited - or if the idea is unwel cone
- very long. One cannot be
nore specific because the date at which an idea is accepted
by the profession is unclear, and
the date of first publication is irrelevant. For exanple,
would it be fair to say that it took the Fed nore two
hundred years to accept the idea that the quantity of noney
is the main
determ nant of the price | evel because David Hune stated
this in the 1750s?

| X. A sunm ng up

The glass is half full and half enpty. On the one hand one
can safely say that there are no nmaj or dom nant views anong
macr o- econom sts that fail to find a resonance in
gover nment docunents - but on the other hand there are few
such (non-trivial) views. The authors of governnent
docunents are famliar with academ c research and tend to
enploy it - but mainly when it supports, or at |east does
not conflict, with what they would Iike to say. The
sequence "academ c research -> governnent docunents ->
policy decisions”" is a seriously inconplete
way to describe the situation - but the alternative
sequence: "policy decisions -> governnment docunents" does
not deny any influence to academ c research, because
academ c research can influence policy without first going
t hrough government docunents. The contrasts between the
publications of the Sachverstéandi genrat, the CEA Reports
and the FOMC Transcripts suggests
that the further renoved a docunent is from policy-making
the nore likely is it to explicitly use academ c research
But by inspiring both the underlying analytic framewrk and
the econonetric nodels used in forecasting and in policy
simul ati ons, academ c research has a strong inplicit
i nfl uence even on docunents cl ose to policy-naking.

|f the present role of academi c research in



gover nment docunents indicates that we academ cs do not
have as nmuch influence on policy as we think appropriate,
we shoul d

remenber that our record is hardly unblem shed. In the U S
in the 1960s and early 1970s | eadi ng econom sts advocated a
policy that generated stagflation. Then, shortly after
nonet ari sm achi eved substantial influence in academ a

vel ocity becane unstable, and nonetarist advice was no

| onger so useful. Wuld the world have been better off if
subsequent|ly policy-nmakers had paid nuch attention to the
rise of new classical theory? In the 1950s, Fed chairman
Martin sounded naive to econom sts when he stressed the
dangers of inflation, and when he said that interest rates
were determ ned by the grass roots of the country, not by
the central bank. Now it no | onger sounds so naive.

But perhaps we finally do have it right and policy-
makers should pay nore attention to us. What can we do to
further this? One answer mght be to reduce the extent of
our disagreenent, but that is hard to do.10 Al so, paying
nore attention to the day-to-day, hands-on probl ens that
pol i cymakers face would hel p. More contact with them and
their staffs
would facilitate that. It all too easy now for central
bankers to feel that academ c econom sts do not grasp the
vital details of the problens that central banks face.
Estrella and M skin (1998) provide a persuasive exanpl e of
how fromthe viewpoi nt of central bankers academ c
di scussions of the NAIRU m ss the mark. There is nmuch to be
said for delineating speech comunities by common probl ens,
rather than by the source of enploynent or nethods used.

Endnot es
* | amindebted for hel pful comments to participants in the
Conf er ence.

1. For surveys of econom st's opinions see Kearl et al
1979); Al ston, Kearl and Vaughan

(1982); Frey et al (1984), Ricketts and Shoesmth (1990).
Not all the econom sts in these surveys were academ cs, but
the overall results probably apply to academ cs.

2. This does not necessarily nean that the reasons cited in
gover nnment docunents are uninportant. By influencing public
opi nion they can expand (or contract) the area of

adm ssi bl e policy discussions, and they can legitimze the
positions that officials in various governnment agencies can
safely take.

3. Up to March 1976 they are called "M nutes", but do not



differ much fromthe |later Transcripts, so | will call both
Transcripts. They report what each nenber said, unlike the
"Mnutes" in the Federal Reserve Bulletin. They are
vol um nous and | have not read themall. | did read -
rather cursorily - the January 1965 -March 1976 Transcripts
in connection with another study (Mayer, 1999), but only
sanpl ed the those for 1985-1992. The are issued with a five
year lag, and the | atest set available to ne was 1992.

4. An indication of the limts to the Council's

i ndependence is an incident during the N xon

Adm ni stration, when one of N xon's political aides
per suaded CEA Chairperson MCracken

to change the estimates of GNP and unenpl oynent he
presented in congressional testinony

(Mat usow 1998; 179)

5. The reference to technol ogy shocks is a rare, perhaps
uni que, bow to real business cycle theory. It appeared
several nonths prior to the Kydl and-Prescott (1982) paper,
and thus shows that even radical ideas can get into

gover nment docunents rapidly.

6. Even in the next edition Samuel son (1976), while
conceding that the short-run Phillips

curve will change in the long run, did not warn about it
becom ng vertical.

7. This statenment is subject to the caveat that for the
years 1985-92 | read only one Transcript per year, and had
neither the April 1976-84 nor the 1993-98 Transcripts
avai | abl e. Moreover, there were probably sone di scussions
of fundanental issues anong nmany FOMC nenbers

out si de of FOMC neeti ngs.

8. | looked only at the Mnutes from June 1997 to January
1998. It is possible, but unlikely, that nore academ c
di scussions occurred at other neetings.

9. Because of the difficulty of getting access in tine to
nore recent issues ny discussion is based on 1992 and 1993
I ssues.

10. Paradoxically, lack of disagreenent anong academn c
econom sts m ght reduce the

frequency with which they are cited in official docunents,
since those on the other side of the argunent would no

| onger be able to cite sone academ c econom sts in support.



